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MONDAY, JANUARY 13, 1958 


, UnirTep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, _ 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:30 a. m., in the 
caucus room, Senate Office Building, Senator George A. Smathers, 
chairman of the subcommittee, presiding.’ 

Senator Smaruers. The meeting will come to order. 

Gentlemen, first I would like to say that we are happy to get this 
particular meeting underway. However, before we start listening to 
the testimony of the invited witnesses I want to welcome here the 
chairman of the full Committee on Interstate and Foreign Commerce, 
Senator Magnuson, from Washington. We are delighted to have him 
here and we hope that he will sit with the subcommittee when- 
ever he feels that he can spare the time. We know that he knows 
how important this matter is to the whole country and we know that 
he will give us what attention and time that he can. 

We are also delighted to have here a former chairman of the full 
committee, Senator John Bricker, of Ohio, and, Senator, we extend 
to you the same invitation. 

And, Senator Cotton, we are delighted to have you here, also as a 
member of the full committee. 

With that preliminary statement of welcome, may I say that we 
hope that the other members of the subcommittee who are down wel- 
coming Senator Russell, of Georgia, on his 25th anniversary of serv- 
ice in the Congress—we hope they will be here very shortly. 

I would like to make this preliminary statement: In this age of 
space we would still be concerned with travel on the ground. In this 
age when the speed of sound is often a yardstick of travel, we must 
not forget the importance of surface transportation. 

President Eisenhower has just called upon our Nation to embark 
upon a program of upgrading our national-defense system. At the 
same time he has called upon us to wage a campaign of total peace 
with every resource at this Nation’s disposal. He has asked the people 
of America for a strong military posture and a strong economy. 

Both of these goals demand a strong transportation system oper- 
te at peak efficiency. Military preparedness, military defense, de- 
pend upon efficient transportation of all types: Airplanes, trucks, the 
merchant marine, and indeed, railroads. Therefore, our interest in 
a strong up-to-the-minute defense requires that we in Congress give 
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attention and thought to the state of preparedness of our national 
transportation system, for the one is dependent upon the other. 

This hearing will concern itself with the problems of the railroads, 
Subsequently the subcommittee will again look into the problems of 
the other forms of surface transportation, but these first hearings 
will inquire only into the conditions of the railroads, for the railroads 
still remain as the bedrock of the transportation, vital to a vigorous 
and healthy industrial economy. For as late as 1956 the railroads car- 
ried the equivalent of 48 percent of all American freight, and 35 per- 
cent of the Nation’s passenger traffic. However, there 1s little question 
but that today our railroads are in a serious condition. A mighty ii- 
dustry has come upon sick and precarious times. 

We have observed that since the hearings were announced on No- 
vember 22, 1957, the economic danger signals for the railroads have 
become even more ominous. For instance, railroad carloadings in the 
week ending December 28, 1957, dropped to 410,022, the lowest figure 
since the last week in December 1932. 

Further, preliminary figures for November 1957 show net income to 
be about $46 million, compared with nearly $69 million in November 
1955. This is a decrease of over 33 percent in the space of 2 years, 

Another significant danger sign is the decline in railroad workin 
sapital from $880 million in September 1955 to about $576 million at 
the end of last October. Experts in transportation consider $600 mil- 
lion as the minimum safe net working capital necessary because rail- 
road operating expense approximates that amount each month. 

These ominous statistics call for attention. It is clear that a study 
must be quickly undertaken, and solutions proposed to the problems 
presented if we are to keep the railroads alive and a part of an effec- 
tive transportation system in these United States, and if we are to 
keep them completely out of Government ownership. 

At the hearings this week the committee will hear the testimony of 
respective railroad officials from various parts of the Nation. In addi- 
tion, we are pleased to observe that later we shall hear the testimony 
of representatives of railroad labor, of State and Federal regulatory 
agencies which are concerned with the railroad industry, as well as 
testimony from certain financiers and economists who are experts in 
this field of transportation. 

I am happy to ask Mr. Daniel P. Loomis, who is the president of 
the Association of American Railroads, to be our first. witness. 

Mr. Loomis ? 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS 


Mr. Loomis. Thank you, Mr. Chairman. 

Mr. Chairman and gentlemen, for the record, my name is Daniel 
P. Loomis. I am president of the Association of American Railroads, 
with headquarters at Washington, D. C. 

I have filed with the subcommitte a rather lengthy formal state- 
ment, and an exhibit entitled “Trends in Railroad Operations.” My 
purpose this morning will be to give the contents of that statement 
in as brief form as possible. 

The notice refers to the deteriorating railroad situation and its 
effect on the national transportation picture. With nearly 1 million 
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le directly employed by the railroads, a payroll of approximately 

5 billion, and total operating expenses exceeding over $8 billion a 

year, together with capital expenditures of almost $114 billion, the 

railroads certainly play a substantial part in the national transporta- 
tion picture and in the national economic picture. 

The notice also refers to constructive action to allow the railroads 
to help themselves. We appreciate very much the opportunity to 
appear here and to discuss the problems of the industry and the states- 
manlike approach taken by the subcommittee. 

Railroad officers are daily trying to overcome their problems. I 
think it is a safe bet to say that most railroad officers are lying awake 
nights seeking ways and means to help themselves. 

ailroad transportation is, of course, the only general common car- 
rier which will carry anything for anybody at any time from prac- 
tically any point to any point in the United States and Canada and 
Mexico. I take it that the essentiality of the railroad industry is not 
questioned. 

Now as to the existing situation. Carloadings for the year 1957 
show a drop of 6.2 percent under 1956. The carloadings figures, inci- 
dentally, appear at page 1 of the trend exhibit. Those figures only 
go up to the end of November 1957. In the last 4 weeks, in December 
1957, carloadings showed a drop of 15.9 percent under the corre- 
sponding period of 1956. And for the week ending January 4, 1958, 
carloadings again showed a drop of 15.9 percent under the corre- 
sponding week a year ago. 

It is estimated that the rate of return on net investment for the 
year 1957 will approximate only 314 percent, and preliminary esti- 
mates indicate that the rate of return may well drop below 3 percent 
for 1958. 

The net working capital for various years is shown at page 4 of the 
exhibit. At the end of 1945, after the war, the railroads had net 
working capital approximating $1,643 million. That had dropped to 
$938 million by the end of 1955. But by September 1957, net working 
capital was down to $537 million. That is equivalent to only about 
two-thirds of 1 month’s cash operating expenses. 

With the severe stringencies in capital funds, it is now estimated 
that capital expenditures for 1958 will probably fall below $1 billion, 
compared to capital expenditures of almost $114 billion for 1957. 

The exhibit shows the persistence of unfavorable developments for 
railroads more particularly over the last decade when the country as a 
whole has seen rapid growth and general prosperity. But the rail- 
roads during that period have not shared in that prosperity. 

With the heavy investment in fixed facilities, and with the heavy 
fixed costs of the railroads, it is a basic characteristic that the full 
potentiality for low unit costs, and the inherent economy in railroad 
operation, can only be attained with large traffic volume. In effect, 
the more the traffic, the lower the rates can be, because the fixed costs 
do not increase proportionately to an increase in traffic, and addi- 
tional traffic can be handled without a proportionate rise in operating 
costs. 

Conversely, when travel falls off, these heavy fixed costs leave the 
railroads in a very precarious situation. 
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For instance, it costs the railroads more than $21 billion a year 
to own, maintain, and pay taxes on their right-of-way and track. 
This does not include office buildings, stations, equipment, and go 
forth, but is simply the right-of-way and track structure. For other 
forms of transportation that cost is very largely borne by the genera] 
taxpayers, including the taxpaying railroads. 

With inadequate earnings, and with tax-supported competition, the 
fact that the railroads have made capital expenditures in the 12 years 
since the war approximately $1314 billion, certainly manifests a de- 
termination to modernize and improve the railroad plant. They 
have plowed back the major portion of their limited earnings and 
their other internal funds. They have engaged in a great deal of 
research. 

And in passing I might comment that only this past fall the Asso- 
ciation of American Railroads received the Henderson award of the 
Franklin Institute for the achievement of the mechanical and engi- 
neering divisions of the AAR in the field of railway engineering. 

These expenditures have brought about almost complete dieseliza- 
tion of the railroad system. They have brought in new push-but- 
ton yards, extention of centralized traflic control, improved rail and 
road beds, and communications, mechanization of construction and 
maintenance work, modernized rolling stock. The railroads have 
engaged in the so-called trailer on flatcar, or piggyback operations. 

There have been consolidations and mergers, there have been in- 
numerable rate adjustments, there have been abandonments and dis- 
continuances of unprofitable service where those were permitted by 
the regulatory bodies. And there have been attempts to engage in 
other forms of transportation. 

The railroads have made many efforts of all kinds at self-help. 

What are the sources of the difficulties and the underlying causes 
of the deteriorating railroad situation? One of these, of course, is 
er gia competition. There are some encouraging signs in that 

eld. 

Congress, in passing the Highway Act of 1956, provided that heavy 
commercial users of the highways should contribute more toward the 
mpport of the highways used for commercial purposes. 

nis fall the Director of the Bureau of the Budget issued a bulle- 
tin to Government departments and establishments, advising them to 
study the proposition of applying user charges where people received 
special services from the Civerseent, and also advising them where 
legislation was necessary to prepare proposed legislation with respect 
to user charges, and to have it ready by February 1, 1958. 

Many of the most important and most vexing problems stem from 
governmental transportation policies and practices, past policies of 
Congress, interpretation and application of such policies by the Inter- 
state Commerce Commission and the courts, and some stem from the 
executive branch. Then there is the problem of regulation by State 
and local governments. 

I and the witnesses who follow me will devote our major attention 
to these problems since, in our opinion, they are the crux of the 
situation. 

The first item I would like to discuss is the matter of competitive 
ratemaking. The railroads too often are prevented from reflecting 
their low-cost operation because it is held that proposed rates would 
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upset the competitive balance between different forms of transporta- 
tion. Such a theory deprives the railroads of their principal com- 
petitive advantage—mass transportation at low cost. ig 

We have proposed and believe that in making rate decisions the 
Interstate Commerce Commission should not take into account the 
effect of the rates of one mode of transportation on the traffic of an- 
other mode of transportation; that it should not consider the relation 
of the charges of one form of transportation to the charges of another 
form; and that it should not take into account whether the proposed 
rates of one form of transportation are lower than necessary to meet 
the competition of other forms. 3 

In other words, we believe that each form of transportation should 
stand on its own feet in the realm of ratemaking, and that the rate 
should not be fixed or considered with respect to the relationship of 
other and competing forms of transportation. 

There was introduced at the first session in the House of Repre- 
sentatives H. R. 5523 and H. R. 5524, which would implement this 
proposal. Hearings have been held on these bills by the House Com- 
mittee on Interstate Commerce, and we earnestly hope that they will 
receive the prompt and favorable consideration of the Congress. 

Another major problem is that of unregulated carriers, the inroads 
that have been made on public transportation, not railroads alone but 
all forms of public transportation, by private carriers and those for- 
hire carriers which are exempt under various provisions of the pres- 
ent act. Of course all railroad traffic, with the exception of certain 
Government contract traffic, is regulated. By far the greater portion 
of highway and water transportation is not regulated. A large part 
of that transportation is private carriers. Another large part is 
for-hire carriage under the guise of private carriage, the method of 
buying and selling. And another large part is for-hire transportation 
but exempt from regulation under various provisions of the Interstate 
Commerce Act. 

The common carrier, and the railroads particularly, as the backbone 
of the common-carrier system, are losing out in the transportation 
picture. We are not quarreling with bona fide private carriers, but 
we do quarrel with so-called pseudoprivate carriage, and the Inter- 
state Commerce Commission has strongly condemned this practice. 

We believe that this problem could be cured by an amendment to 
the Interstate Commerce Act, which would make it clear that no 
person in any commercial enterprise, other than for-hire transporta- 
tion, shall transport property by motor vehicle in interstate or foreign 
commerce, unless such transportation is solely within the scope, and 
also in furtherance of a primary business enterprise other than trans- 
portation, of such person. 

That proposal was made in the record of the hearings on S. 1677 at 
the first session. And we earnestly hope that at this session it will 
receive full consideration by the Congress. 

On the exempt side, the agricultural-exemption provision has 
brought about substantial inroads on common and public transporta- 
tion. The exemption is contained in section 203 (b) 6 of the Inter- 
state Commerce Act, and the diversion of transportation under that 
exemption is tremendous. 

The exemption has been broadened by judicial interpretation to the 
extent that it goes far beyond the original intent of Congress. The 
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purpose of the exemption, as we understand it, when it was adopted, 
was to protect the farmer in his access to moving goods to primary 
market and getting them into the commercial stream. But the recent 
court decisions have carried it far beyond that point and threatened 
further broadening of the exemption. This hurts all regulated car- 
riers, whether they are railroad or truck. 

The railroads believe that the agricultural exemption should be 
repealed in its entirety. The Interstate Commerce Commission pro- 
posed S. 1689 and H. R. 5823, and recommended limiting the exemp- 
tion to this transportation from the point of production to the point 
where the commodity first passes out of actual control and possession 
of the producer. 

Without abandoning our position favoring outright repeal, the 
railroads certainly support the Interstate Commerce Commission bill, 
But we also support another bill, S. 2553, which was introduced by the 
chairman of this subcommittee last July. That bill, in our opinion, 
falls short of a complete remedy but it would halt the trend of court 
decisions. It would prevent further broadening of that trend, and it 
would roll back the agricultural exemption on a number of important 
commodities. 

Its prompt enactment would be constructive and of substantial bene- 
fit to the railroads and to other regulated carriers, as well as to the 
long-range interest of the shipping public, because the long-range 
interest of the shipping public certainly requires a strong public trans- 
portation system and a strong common-carrier transportation system. 

Next I would like to refer to the problem of train service discon- 
tinuance. 

Generally speaking, it has been held that taking off trains where you 
are not abandoning a complete line, or in closing or consolidating sta- 
tions or other facilities, the Interstate Commerce Commission does not 
have jurisdiction; that the jurisdiction lies in the State regulatory 
bodies. I do not intend to criticize the State regulatory bodies. I think 
they do the best they can, and many of them do quite well. But it is 
true that they are subject to local pressures and local pride and local 
ideas, and do not have the entire transportation picture, or the entire 
common-carrier system, in front of any individual State commission. 

We do not propose at this time to remove the jurisdiction of the 
State commissions, but we do think that the Interstate Commerce 
Commission should be given authority, with respect to train-service 
discontinuance, and the discontinuance and consolidation of stations 
or agencies, similar to that which it now has over intrastate rates 
where it could make a finding with respect to whether or not the deci- 
sion of a State regulatory body constituted an undue burden on inter- 
state commerce. We do advocate that sort of jurisdiction should be 
given to the Interstate Commerce Commission. 

Next I should like to discuss the problem of transportation diversi- 
fication. The railroads believe that present restrictions on their en- 
gaging in other forms of transportation should be removed, and that 
they should be as free to enter into any other form of transportation as 
is anyone else. This, in our opinion, would avoid or reduce unneces- 
sary duplication of facilities, and in the long run would produce lower 
costs to the shipping public. The shipper would thus have a wide 
range of service available through a single agency of transportation. 
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To the railroads it would give the opportunity to diversify their prom: 
uct—transportation—and to utilize all available technological devel- 
opments in the field of transportation. 

For example, the company I grew up on—Delaware & Hudson—was 
originally a canal company, and was incorporated for the purpose of 
building a canal through Pennsylvania and New York State. Yet 
in 1829 it operated the famous Stourbridge Line, one of the early 
locomotives in America, and soon became a successful railroad com- 
pany, and has remained so for many years. 

But if it had been confined to its original purpose, and the purpose 
for which it was chartered, that of being a canal company, it would 
have long since gone out of business and followed up with all the losses 
to its stockholders and employees. 

There are special restrictions on the railroads that are not appli- 
cable to other industries in engaging in the various forms of trans- 

ortation, and we believe that those restrictions should be removed. 

he removal of those restrictions would not obviate the necessity for 
securing a certificate of public convenience and necessity from the 
Interstate Commerce Commission, but it would treat the railroads in 
the same manner as anyone else is treated in making application for 
authority to operate. 

Next [ would like to say a word about adverse legislation. Year 
after year bills are introduced in the Congress generally under the 
guise of safety, many of which have the characteristic of feather- 
bedding or make-work propositions. 

They add to the expense of operation or to decreased efficiency of 
operation, or both, and we earnestly request that the Congress take 
a very close look at any such bills that come before it for consideration. 

There are also constant attempts to increase the benefits for retire- 
ment and unemployment under the Railroad Retirement Act and the 
Railroad Unemployment Insurance Act. The railroads are already 
paying higher taxes for both these purposes than any of their com- 
petitors, and the benefits are higher. The railroads need a breathing 
spell on increased costs, and the enactment of measures that add to 
the costs of operation and make the problems of operation more diffi- 
cult can only aggravate and worsen the deteriorating railroad 
situation. 

Next I would like to discuss some matters in the field of taxation, 
and I realize that taxation is not generally before this committee, but 
goes to another subcommittee of the Senate. But since these problems 
do have such a bearing on the entire railroad situation, I should like 
to mention them briefly. 

First, of course, is the excise tax on transportation, the 3 percent 
ha tax and the 10 percent passenger tax. These apply only to 
for-hire transportation. They discriminate in favor of private car- 
riage and against the public for-hire common carrier agencies. They 
are a direct inducement for large shippers to engage in private car- 
riage, and they discriminate between shippers based on size and 
financial position. The small Shipper who does not have the resources 
to engage in his own transportation is stuck with the freight tax, 
whereas a large shipper with a big-freight bill can make a very sub- 
stantial saving by engaging in private transportation. 

These taxes also discriminate between shippers who have a long 


haul and those who have a short haul to common markets. Since they 
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are on a percentage basis, the shipper from far away, trying to reach 
a common market, necessarily pays a much higher tax than the shipper 
located near that market. And with each increase in freight rates the 
charge for taxes to the long-distance shipper becomes that much 
greater. 

These taxes weaken the national-transportation system. In our 
opinion they are directly against the national interest and the trans- 
portation policy. They were wartime taxes; they were put on when 
the transportation system was almost completely loaded. And at that 
time they did not have the effect of diverting transportation from one 
form to another, because the opportunity to engage in private carriage 
was practically nonexistent. The various facilities for private car- 
riage simply could not be obtained during the war. 

But since the war, and in the present situation of declining business, 
they have a very definite effect on the diversion of traffic from the 
regulated carriers to the private-carrier system. 

The next tax item that I would like to refer to is a present dispute 
which can be cured by legislation. In 1942 the Interstate Commerce 
Commission required the railroads, in the case of certain roadway 
property, to change from the retirement depreciation method of ac- 
counting—in other words, charging it off when you retire the prop- 
erty—to a straight-line depreciation method of accounting. 

When it came to applying the straight-line depreciation method 
to the tax angles, the Commissioner of Internal Revenue required a 
30-percent depreciation reserve as a condition for permitting the 
change to straight-line depreciation. That had the effect—it is called 
a 30-percent reserve but its real effect was to write down the depreciable 
value of the railroad property involved by 30 percent. The theory of 
it, I believe, was that there must have been some depreciation prior 
to 1913 when the income-tax date was fixed, and that writing off 30 
percent would cover that. 

The courts have since held that that cannot be required, and it is 
quite probable that if the railroads took their case to court they 
would be able to secure substantial refunds from the Treasury, with 
interest on those refunds. However, a compromise measure has been 
worked out whereby a substantial portion of this reserve would be 
available as a depreciation charge for future years, not with any past 
refunds, not with any interest on the past refunds, but that it would 
be taken as a charge in future years, so that there would be no imme- 
diate drain on the Treasury and no payments from the Treasury. 
But the railroads would recover a substantial part of this 30 percent 
that they were required to write off in the change to the straight-line 
depreciation accounting. 

The next item I would like to refer to is a new proposal, and we 
have not yet introduced a bill on it, or had a bill introduced on it. 

Equity financing for railroads, as I think the committee appreci- 
ates, is practically nonexistent at the present time. Equipment financ- 


ing has become more costly, and for some roads is almost prohibitive. 
There is little free cash from depreciation because of the long life of 
railroad property and the inflated prices that now apply to the replace- 
ment of that property. ; 

The average depreciation rate for railroad property is under 24% 
percent a year. I will refer to that a little further later on. Working 
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capital is sadly depleted. So that there is a substantial lack of ade- 
uate funds for capital expenditures for additions and betterments, 
modernization, and bringing up to date the railroad plant. 

The proposal that I speak of is a proposal for the establishment 
of a construction reserve fund. This would be subject to regulations 
which would be prescribed by the Treasury and the Interstate Com- 
merce Commission. But under such proposition a railroad could 
deposit in 1 year a sum in the construction reserve fund which would 
not be subject to income tax. If they used that fund for the acquisi- 
tion or addition and betterment of facilities within 5 years, it would 
go as a construction reserve. If they failed to use it for that purpose, 
or if they drew it out of the reserve fund and used it for any other 
purpose, they would have to pay the tax at the rate applicable to the 
year in which it was deposited. And, of course, the future basis for 
depreciation of any such property would be reduced by the amount 
so taken in the reserve fund. 

This would have several advantages. It would enable the railroads 
to provide ahead for construction and betterment programs. It would 
level out the peaks and valleys that presently obtain in railroad pur- 
chases. And I think this committee is undoubtedly familiar with the 
fact, taking as an example the purchase of equipment. It goes in a 
rather vicious circle. When business is good, when the railroads have 
money, they buy equipment. When business falls off, the money is 
short, orders are canceled, or no new equipment is bought. 

The proposition of the construction reserve fund would enable a 
rogram to be planned which would level out those peaks and val- 
eys and would benefit all the industries which supply the railroads— 
freight-car builders, steel companies, all the various interests which 
furnish materials to the railroads. It would have a favorable effect, 
in our opinion, on the whole national economy; it would bring about 
more stable employment, greater efficiency, and lower costs. 

Taking again the example of equipment, it is a custly thing for a 
carbuilder to shut down his plant in bad times and to open it up again 
when times are good and the orders come in. 

If the program could be spread through the means of a reserve fund, 
such a carbuilder would have a more or less stable basis on which to 
plan production, and it would undoubtedly result in lowering the price 
of equipment. That proposition, we believe, can be handled by an 
amendment to the Interstate Commerce Act and therefore can become 
a subject of jurisdiction of the Committee on Interstate and Foreign 

ommerce. 

The next item has to do with the amortization of railroad property. 
As I said earlier, the average depreciable life of railroad property at 
the present time is almost 50 years, and our average depreciation rate 
isunder 21% percent. Therefore, you get very little money out of your 
agen account with which to replace property that is being 
retired. 

And you are correspondingly greater subject to inflation of prices. 
Freight cars, for example, that are being retired now, originally cost 
about $2,500. Today the price is about $8,500 for an ordinary boxcar ; 
much higher with certain features added. But the average price 
today would be about $8,500. But with a depreciation life averaging 
less than 21% percent, and life running almost 50 years, you are defi- 
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nitely subject to the inflation of prices or the ordinary progression 
upward that costs take over a long period of time. 

There is no subsidy in either proposal. The Government is not 
being asked to contribute 1 cent in the form of subsidy. It would be 
a form of tax deferral, and spreading out the period of payment by the 
railroads, that it would be at no cost to the Government in the form of 
subsidy or in any other form. 

Now to summarize very briefly, Mr. Chairman—and I might say 
that I have tried to confine myself to a few suggestions that we feel 
are suceptible of prompt consideration by the Congress, and have not 
attempted to present an entire legislative program on behalf of the 
railroads. 

To summarize the suggestions I have made: The repeal of the excise 
taxes on amounts paid for transportation would be of great assistance 
to common carriers, and would constitute action which could be taken 
very quickly by the Congress. 

Other matters on the tax side include the 30 percent depreciation 
reserve to correct an existing inequity; the proposal for depreciable 
life not in excess of 20 years for railroad property. That would cure 
this 50-year thing that I was talking about, if the law would provide 
that railroad property would have a depreciable life not to exceed 
20 years. 

And also the proposal for the construction reserve income tax redue- 
tion that I outlined. 

Secondly, we earnestly hope that the Congress will give careful 
consideration to the views of the railroads with respect to competi- 
tive ratemaking, those bills that are now pending in the House of 
Representatives, and to the matter of removing the existing restric- 
tion on the right of the railroads to engage in other forms of trans- 
portation. 

Third, we hope that prompt consideration can be given to pending 
bills dealing with the agricultural commodity exemption. I refer 
to S. 1689, resulting from the Interstate Commerce Commission rec- 
ommendation, and S. 2553, introduced by the chairman. 

Fourth, we hope that prompt consideration can be given to the 
proposal made by the railroads during the hearings on S. 1677, hav- 
ing to do with the redefinition of private carriage, and the adoption 
of the primary business test before the Commission in dealing with 
private carriage. 

Fifth, early action could be taken on the proposal that I have ad- 
vanced with regard to giving the Interstate Commerce Commission 
jurisdiction in the field of discontinuance or consolidation of train 
service and stations. We are hopeful that the Congress will give 
early attention to the subject of adequate charges for the use of 
publicly provided transportation facilities, such as highways, im- 
proved waterways, airways, and airports. 

And finally, we hope that the Congress will bear in mind that any 
additional costs saddled upon the railroads through adverse legisla- 
tion, can greatly increase the prospect of deterioration in the railroad 
situation, which is the subject of these hearings. And we hope that 
no such legislation will be enacted by the Congress. 

That completes my statement. 

Senator Smatuers. Thank you very much, Mr. Loomis, for a very 
lucid and informative statement. 
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Senator Magnuson, do you have any questions to ask ? 

The Cuarrman. Mr. Loomis, during your testimony you referred 
to and used the word “we” on many occasions. Do I sileeePeied that 
all of the railroads that belong to the association have, in general, 
approved your recommendations, or some of them ? 

Mr. Loomis. That is correct. 

The CuarrmMan. Was that the result of a meeting with the railroads 
or communications with them ? 

Mr. Loomis. Communication and action by the board of directors of 
the association. And I should say that I appear by special authori- 
zation of the board. 

The Cuarrman. For the purpose of the record, how many rail- 
roads are members of the association ¢ 

Mr. Loomis. Approximately 128. 

The Cuarrman. And how many railroads are there in the United 
States ? 

Mr. Loomis. I believe, counting the short lines, something over 
300. The 128 roads that I mentioned as being members of the AAR, 
however, are more than 90 percent of the 

The Cuatrman. Of the mileage ? 

Mr. Loomis. Of the mileage, of the revenues, the expenses, or any 
other measure by which you apply it. 

The Cuarrman. I want the record to show that. 

Mr. Loomis. I can furnish the actual statistics for the record. 

The Cuatrman. I think you should. 

(See Mr. Loomis’ letter following his statement. ) 

The Cuarrman. You mentioned a great many things which are of 
great interest to the subcommittee, and that is the reason I suggested 
we have early hearings on this matter to the distinguished Senator 
from Florida. One thing that last year the committee had a number 
of hearings on which directly affected of course the revenue of the 
railroads, was the modification or the repeal which I happen to favor, 
of section 22. 

Do you have any opinions on that to give the Congress? It is a 
pending matter before the Congress. 

Mr. Loomis. I think, Senator, that the railroads feel that the situa- 
tion with respect to section 22 should be left just as it is. 

The CuHarrmMan. Are you satisfied with the compromise that was 
made, or the adjustment that was made in last year’s legislation ? 

Mr. Loomis. I think the answer would be “Yes.” 

The Cuarrman. So therefore your recommendation on that very 
important thing which of course the Government is interested in, is 
that the matter be left as it is, and there are no further recommenda- 
tions on section 22 ? 

Mr. Loomis. That is right. 

The Cuarrman. There has been a great deal of talk in view of the 
overall economic situation, of the railroads, and some suggestions made 
regarding mergers of some major railroads in the United States, all 
of which I think would include members of your association. 

Mr. Loomis. Yes. 

The Cratrrman. Do you have any statement to make on that, or will 
some other witness make a statement on that subject ? 

Mr. Loomis. I think other witnesses who are directly concerned in 
some of those studies will have comments to offer. 
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The Cuairman. Has your legal staff made a study of the possibili- 
ties of mergers ¢ ree 

Mr. Loomis. To some extent, yes. Our present opinion is that the 
existing law appears to be workable and all right. 

The CuarrMan. That is what I wanted to bring out, whether or not 
you felt—the legal staffs of the railroads and your own—that legisla- 
tion would be necessary in order to accomplish a merger if it was 
deemed desirable ¢ ities 

Mr. Loomis. No, we do not at present see that legislation would be 
necessary. Of course the approval of the Interstate Commerce Com- 
mission must be obtained. But the machinery is there. 

I think a kind word might be said in favor of the efficacy of the 
mergers and consolidations. But as far as the machinery of the law 
is concerned, it appears to be sufficient as it stands. 

The Cuarrman. Another important matter: You did mention the 
proposal of setting aside reserve funds for the purpose of buying new 
equipment, such as, rolling stock ¢ 

Mr. Loomis. Correct. 

The Cuarrman. And you suggested that legislation be enacted to 
allow the railroads to do that? Would you be willing to go on record 
by making a statement, or do you have some opinion as to whether or 
not that po aation should apply only to the railroads, or to other 
forms of transportation as well. 

Mr. Loomis. Our present thinking—we had proposed it as a railroad 
proposition. We understand, however, that heavy industry generally 
is studying the proposition of depreciation. 

The Cuatrman. I would like you to limit yourself to other forms 
of transportation. 

Mr. Loomis. Presently it is proposed for the railroads alone. There 
is quite a considerable difference, and I am not sure that I can give you 
the details, but as I understand it the depreciable life on airplanes is 
somewhere in the neighborhood of 5 years. As I understand it, sub- 
ject to correction. 

The Cuatrman. Sometimes 5 days. 

Mr. Loomis. The depreciable life on motortrucks is somewhere in 
the neighborhood of 7 years. 

The Cuatman. I appreciate that there is a different economic 
problem involved in the different forms of transportation. But I 
do hope that you can give us some opinion. 

Mr. Loomis. I will say that that is a question that we haven’t reall 
discussed. We have been talking about it as a railroad proposition. 
don’t know that we would have any objection to its being spread—— 

The CHarrman. You have an open mind on it ? 

Mr. Loomis. Yes. And I don’t see how we could object to its being 
applied to all forms of transportation. 

The Cuarrman. Just one other question, and I ask this as the chair- 
man of the Interstate Commerce Committee and as the chairman of 
the Independent Offices Subcommittee of the Appropriations Com- 
mittee, handling appropriations for the ICC: Do you find that lack 
of appropriations for the administration of the Interstate Commerce 


Act has had a lot to do with some of the delays entailed in some of 
the things the railroads think would be better for the economy? Iam 
speaking of manpower, for example. 
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Mr. Loomis. Yes. I am afraid that I am a little too new here to 
have an opinion on that, Senator. 

It may be that some of the other witnesses could express one. 

The Cuairman. You mentioned one other thing in which I am in- 
terested—the 3 percent freight excise tax as having a practical dis- 
criminatory effect upon shippers with long hauls. By that do you 
mean the West and the Southwest markets ? 

Mr. Loomis. Unquestionably; the Pacific coast, Northwest. 

The Cuarmman. And you have statistics to prove that, I under- 
stand ? 

Mr. Loomis. They are available; yes. 

The Cuarrman. Would you put those in the record for us? 

Mr. Loomis. I think there will be some testimony coming in along 
that line. 

The Cuarrman. Thank you, Mr. Chairman. 

Senator Smatuers. Thank you, Senator Magnuson. 

Senator Bricker. 

Senator Bricker. I have no questions at this time. I will defer 
to the members of the subcommittee. 

Senator Smaruers. Senator Schoeppel, do you have any questions? 

Senator ScHorrre.. Just a few at the present time. I want to 
commend the gentlemen who are making their appearance here for one 
thing, that this is most helpful to the committee members, and that is 
furnishing as you have, in advance, your statements that you intend 
to use or to summarize. It is most helpful to us as members of the 
committee. 

Mr. Loomis. Thank you, Senator. 

Senator ScHorerre.. In your statement that you have filed as you 
have stressed here in your summary today, under the railroad situa- 
tion today you say “The financial situation of the railroads has 
seriously worsened in recent months and it is plainly evident from 
current reports on traffic, and earnings.” It does present an alarming 

icture. 

5 For the benefit of the record, I expect we may as well admit that we 
are seeing a tipoff in the economic situation in this country. Is this 
only applicable to your railroads? Or does it pertain to other means 
of transportation, such as airlines, the trucking industry, and the water 
transportation methods? 

Mr. Loomis. I do not have up-to-date figures on which to give a 
specific answer to the question. I would suppose that it must apply 
to airlines in some degree from what I have read about their pleas to 
ahi Aeronautics Board for rate increases, and their need for 

unds. 

There is of course this difference: Generally speaking, in the opera- 
tion of forms of transportation, the trucking industry can simply drop 
trucks, and their expense to some degree ceases. The railroad in- 
dustry, with its fixed right-of-way, and its very large fixed plant, can- 
not reduce those expenses correspondingly with a dropoff in business. 
So that it has a different effect on the railroad industry in any decline 
in business than it does on other forms of transportation. 

Senator ScHorrret. In other words, Mr. Loomis, the impact, as you 
see it, is greater upon the railroads, for the reasons that you have 
mentioned 
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Mr. Loomis. That is right. 

Senator Scnorerre.. In the days when we have heretofore had these 
tipoffs or recessions, have you noticed this same initial situation de- 
veloping, or do you have as a historical background evidence of these 
tipoffs in your traffic, in your income, and all of those similar statistics, 
such as you are enumerating today. 

Mr. Loomis. We had them during the 1930's. 

Senator ScHorrre.. Is it worse now, at this stage of the game, or 
more alarming than it was in those days? 

Mr. Loomis. Presently I would not think that it was. The signs 
are there, but you have, I think, a different situation today. In the 
thirties everything dropped correspondingly. I think in the com- 
parative picture today the signs feidicate a worsening of the railroad 
situation more than other forms of transportation or industry gen- 
erally. 

There is also the fact, too, that with the 10 years of growth and 
general prosperity in the country, the railroads did not share in that 
to any great degree, and were not able to acquire what we sometimes 
referred to as “fat” on which to meet a downturn in business. 

Senator ScHorrret. You mentioned the mater of consolidations 
which seemingly is pretty much in the news nowadays. You have 
indicated that that may be most helpful at times, and you have indi- 
cated further that you thought, in your opinion, that sufficient legal 
authority presently exists for consolidations and mergers. In your 
judgment why has that matter not been pressed, if adequate legal 
machinery exists for it, and if mergers may have been of great help? 

Mr. Loomis. I don’t know that I can give you a very good answer. 
Consolidations and mergers are long, difficult things to work out, 
making these adjustments. Some of these proposed mergers of course, 
have been under study for a year or a couple of years. I think that 
they also depend on the individual situation. 

And I suppose the real answer is that one is inspired to look for 
drastic remedies the darker the horizon looks. When the horizon is 
not quite so dark, the drastic remedies may not come in for as great 
attention. 

Senator Scuorrret. Mr. Loomis, in the interest of permitting other 
questioning here, I am going to defer to the other members of the 
committee. I want to ask, would you have any objection if, after 
further consideration on the part of some of us who, as committee 
members, are charged with this responsibility, if we submit additional 
questions to you? You would not have objection to submitting 
answers ¢ 

Mr. Loomis. I would be very happy to. 

Senator Scnorrret. I would very much like to submit a series of 
7 or 8 questions to you later, for the benefit of the record. 

Mr. Loomis. I would be very happy to have it. 

Senator Smaruers. Mr. Loomis, I might say for the benefit of the 
record, without objection we will make your full statement a part of 
the record. 
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(The complete statement of Mr. Loomis follows:) 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT ASSOCIATION OF AMERICAN RAILROADS 
ON THE RAILROAD SITUATION 


My name is Daniel P. Loomis. I am president of the Association of American 
Railroads, with headquarters at Washington, D. C. 

The Association of American Railroads is a voluntary nonprofit organization. 
Its membership comprises railroads that operate more than 95 percent of the 
total mileage of all railroads in the United States and have gross revenues 
approximating 95 percent or more of the total gross revenues of all railroads in 
the United States. 

My appearance here today on behalf of the Association of American Railroads 
is at the direction of the board of directors and is in response to the invitation 
to testify at these hearings extended to me under date of December 3, 1957, by the 
chairman of this subcommittee. 

Mr. Chairman, in the notice of these hearings released by the Senate Com- 
mittee on Interstate and Foreign Commerce on November 22, 1957, it was said 
that the purpose is “to look into the deteriorating railroad situation and its effect 
on the national transporation picture,” and that “attention should be given to 
constructive action to allow the railroads to help themselves before the situation 
has deteriorated to the point at which drastic action would be necessary.” 

To those stated ends I believe that it is appropriate to take a look at just 
what the railroad situation is today, to determine the extent to which that situa- 
tion has been and is a deteriorating one, and to examine the effect of that situation 
on the national transportation picture in the light of the place that the railroads 
occupy in the national transportation system. 

Then I believe that it would be appropriate for me to point out some of the 
reasons for the railroads’ present-day plight and to suggest certain curative 
measures that might be taken and indeed must be taken if the railroads as 
we have known them are to survive, thus helping to assure the continued preserva- 
tion under private ownership of a national transportation system adequate 
to meet the needs of commerce and the national defense. 

I take it for granted, Mr. Chairman, that no one questions the essentiality of 
the railroads to our national economy and our national defense. I do not wish 
to labor the point but I should like to summarize, for the record, a few under- 
lying considerations. 


ESSENTIALITY OF THE RAILROADS 


The railroads are privately owned, self-supporting, taxpaying businesses, 
They are, and will continue to be, the fundamental transportation service of 
the country and therefore a fundamental segment of the national economy. No 
other kind of transportation can effectively take their place on a basis of true 
economy with all costs considered. 

Our railroads provide the high-volume, low-cost transportation service upon 
which agriculture, industry, commerce, and nationwide distribution and con- 
sumption depend. They perform annually about 650 billion ton-miles of inter- 
city freight service—almost three times as much as is produced by any other 
form of domestic transportation—besides carrying 35 percent of the intercity 
commercial passenger traffic in the United States and more than 75 percent of 
the intercity mail. 

The railroads are the only agency offering a general, common carrier trans- 
portation service undertaking to haul virtually anything, for anybody, in any 
quantity, in any season of the year, to and from any part of the United States, 
Canada, and Mexico. They perform this service with a minimum use of 
essential reseources; and they do it so efficiently and economically that even 
today, after all the effects of inflation, the average charge for hauling a ton 
of freight 1 mile by rail is less than 1% cents. Other forms of transportation 
can carry some quantities of some things between some points for less than 
the railroads. But no form of transportation offering anything like the same 
universal service even approaches so low an average charge. 

One measurement of the direct service of the railroads to the American peo- 
ple is found in the fact that every day of the year they carry for every man, 
woman, and child in the United States, on the average, 1 ton of freight for a 
distance of more than 10 miles. 
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But this direct service, immense as it is, is but part of the contribution 
of the railroads—for without railroad transportation on anything even resembling 
the present scale would be simply impossible. 

Obviously the Nation could not depend to any large extent on water transporta- 
tion, limited as it is in the areas which it can reach and limited in its period 
of service by winter freezing and summer drought. 

Nor could the Nation depend entirely upon highway transportation. The aver. 
age freight train, manned by a crew of 5, carries a net load of 1,400 tons of 
freight. To move the same volume of freight by motor vehicle, at average 
loadings, would require the service of 140 trucks, each with its driver. In fuel 
consumption, truck transportation requires about three times as much fuel ag 
transportation by train. In money cost, the average revenue for moving a 
ton of freight 1 mile by regulated truck is approximately 4 times the average 
revenue paid for moving a tone 1 mile by rail. It is apparent, therefore, that 
from the standpoint of manpower, fuel consumption and money cost, motor 
carriage is not an effective substitute for railroad service. 

Railroad service is fundamental and basic to transportation in another way, 
Imagine, if you can, how we could have today’s highways without the service 
of the railroads in assembling the materials that go into their building. Or 
imagine, if you can, how 70 million motor vehicles could have been built or 
kept in operation, without the high-volume, low-cost transportation service of 
railroads in assembling the materials and supplies that go into their manufacture 
and operation. 

Modern transportation began with railroads, today’s transportation depends 
on railroads—and tomorrow the railroads still will be the very base of the 
transportation structure. As to other forms of transportation, not one of them, 
nor all of them together, could move such great and varied quantities of goods, 
over such distances, and between such remote sections, as do the railroads, for 
only in trains of cars running on tracks is it possible to combine the convenience 
and flexibility of the individually loaded and separately unloaded freight car 
with the economy of mass movement in trains between terminals. 

In time of emergency or war the railroads are able to expand their capacity 
without proportionate increase in their use of either manpower, materials, or 
fuel by putting more tons in cars, more cars in trains, and more trains on the 
tracks. Thus, between 1939 and 1944 the railroads more than doubled their 
output of freight transportation and multiplied their passenger traffic more 
than four times with only modest increases in the use of manpower, materials, 
and fuel. During World War II more than 90 percent of all military freight 
and more than 97 percent of all organized military travel moved by rail. This 
flexibility and expansibility of capacity make strong and healthy railroads vital 
to the Nation. 

But essential as the railroads are to agriculture, industry, and commerce, 
and as vital as they are to the defense and the daily life of the Nation, they 
have encountered financial difficulties and—as noted in the public notice of these 
hearings—are apparently “heading for serious trouble.” Let us look at the 
situation of the railroads today. 


THE RAILROAD SITUATION TODAY 


That the financial situation of the railroads has seriously worsened in recent 
months is plainly evident from current reports on traffic and earnings. A few 
key figures will serve to emphasize the extent of the deterioration that has 
recently occurred and is continuing. Freight carloadings in September 1957 
were 9.6 percent below the same month in 1956; in October the decline was 11.1 
percent ; in November it was 13.8 percent; and for the 3 weeks ended December 
21 the decline was 15.9 percent. For the year 1957 as a whole, it is estimated 
that the revenue ton-miles will be 5 percent lower than in 1956 and that revenue 
passenger-miles will show a decline of approximately 8 percent. 

Costs for labor and materials are continuing to increase in the face of declining 
traffic. Since November 1, 1956, labor and material costs have increased by 
$870 million on an annual basis, including an increase of $21 million in the 
unemployment tax which takes effect January 1, 1958. In addition to this, a 
contractual wage increase of 7 cents an hour which is to become effective 
November 1, 1958, will amout to $175 million annually ; and payroll tax increases 
were proposed in the 1957 session of Congress that would ultimately cost the 
railroad more than $250 million a year, if they were to be adopted. 
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These continuing cost increases have already severely affected railroad net 
earnings. It now appears that for the year 1957, including estimates for the 
last 2 months, net railway operating income will be approximately $920 mil- 
lion, or 14 percent lower than in 1956. Net income, after fixed charges, will 
fall to about $710 million, or 19 percent below 1956. Moreover, taking account 
only of known cost increases that lie ahead, further sharp declines in earnings 
are in prospect for 1958. 

Such are the cumulative and debilitating consequences of even a moderate 
downturn in traffic when accompanied by continued upward thrusts of costs that 
are not fully covered by rate increases and which can be offset only in part by the 
most rigorous expense controls consistent with requirements of service to the 

ublic. 

Y As a result of falling earnings, the rate of return on net investment of the rail- 
roads—which was already extremely low by any reasonable comparative stand- 
ards—will drop from 3.95 percent in 1956 to 3.33 in 1957 and probably to less 
than 3 percent in 1958. 

Two other serious aspects of the current financial situation of the railroads 
and their immediate outlook need particularly to be mentioned. The working 
capital position of the railroads has become markedly weaker as earnings have 
fallen off. These reserves supply funds for current operating costs for which 
ready cash must be available at all times. As of the end of 1945, net working 
capital amounted to $1,643 million. At the close of 1955 it amounted to $938,- 
100,000, but by September 30, 1957, had been reduced to $537,200,000. That these 
reserves of working capital have become seriously depleted is further shown by 
the fact that the cash expenses of the railroads (largely for wages, fuel, and 
materials) amount to approximately $750 million a month. In other words, the 
present net working capital of the railroads is only equivalent to about two-thirds 
of 1 month’s cash operating expense retirement. 

It is axiomatic that low and shrinking earnings are a poor base from which to 
attract outside investment capital. This problem is not a new one for the rail- 
roads, which for many years have had to rely principally upon net income and 
other internal sources to generate capital funds needed for improvements of their 
plant and equipment, supplemented by financing with equipment trust certifi- 
eates and similar forms as the only practicable source of credit funds available. 
There is a limit, of course, beyond which such obligations, with their interest 
charges and serial maturity requirements, cannot be !ncurred. 

Hence, the railroads are now faced with severe stringencies of capital funds. 
Despite their continuing needs for such funds to carry on with essential modern- 
ization and better programs, it now appears that capital expenditures of the 
railroads in 1958 will drop below $1 billion, as compared with approximately $1.4 
billion in 1957. This aspect of the current earnings picture is the most un- 
fortunate of all, since the railroads have a continuing need to make capital ex- 
— at the 1957 level, at least, for an indefinite number of years into the 

ture. 

This, in brief, is the present financial situation of the railroads and it is 
obviously not good. But it would be a mistake to think that the financial prob- 
lems to which I have referred are basically the result of developments that have 
come upon the railroads suddenly within the past few months. To the contrary, 
the problems have persisted over a long period; the root causes go deep; they 
are multiple in nature and have been cumulative in their effects. 

What has happened is that underlying problems of long duration have come 
dramatically to the fore with the recent downturn to which I have already 
referred, accompanied as it has been by continuous swellings of costs borne by the 
railroads. The storm has been gathering and is now close upon us in full force. 
While I shall not attempt in this statement to recite all the pertinent statistics in 
detail, I have caused to be prepared for inclusion in the record of this hearing, 
if the subcommittee so desires, a compilation of revealing data entitled “Trends 
in Railroad Operations.” It demonstrates concisely the persistence of unfavor- 
able developments for the railroads, more particularly over the last decade of 
rapid growth and general prosperity for the national economy as a Whole. 

I shall comment here, very briefly, on only a few important aspects of these 
adverse developments. 

It is a basic characteristic of railroad operations, with the heavy investment 
in fixed facilities and heavy fixed costs, that the full potentiality for low unit 
costs and “inherent” economy, can only be attained with large traffic volumes, 
Yet data regularly published by the Interstate Commerce Commission reveal that 
the railroad shares of total commercial intercity freight and passenger traffic 
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have declined steadily in recent years, falling in 1956 as to freight traffic to a low 
of 48.2 percent, as compared, for example, with 49.4 percent in 1955, 55.6 percent 
in 1951, and 65.3 percent in 1947. As to passenger traffic, the trend has been even 
more adverse, with the railroad share reaching a new low point of 34.9 percent 
in 1956 as compared with 36.3 percent the year before, and with 45.0 percent in 
1951 and 58.5 percent in 1947. Current indications are that further losses in 
the railroad traffic shares have occurred in 1957. 

It ought to be obvious, of course, that the focal point of the railroad problem 
is that earnings are, and long have been, inadequate. Even during the period of 
rapid growth and general prosperity for the economy as a whole since World 
War II, railroads earnings have remained low. This is readily apparent from the 
fact that in not a single year within this period has the rate of return on net invest- 
ment of the railroads reached 442 percent and in 7 of those years the rate of 
return has been below 4 percent. As previously stated, even such meager earn- 
ings are now declining sharply, with the prospect that in 1958 the rate of return 
will fall below 3 percent for the first time since 1949. 

Moreover, low as they have been, the reported net earnings of the railroads 
have been substantially overstated in recent years, by reason of the deferral of 
Federal income tax obligations under provisions for the rapid amortization of 
defense facilities. For the year 1956, such tax deferrals or credits amounted to 
$180 million, as compared with reported net income of $876 million. Since this 
temporary relief from current tax payments is rapidly drawing to an end, this 
factor will depress net income in the coming years as tax obligations rise. 

It is obviously not enough for the railroads as self-supporting business enter- 
prises merely to be able to meet their day-to-day expenses and pay the heavy 
taxes imposed upon them. Facilities wear out, they become obsolete, and need 
to be regularly replaced in order to maintain the railroad transportation system 
in modern, up-to-date condition. The railroads require adequate margins of 
net earnings from which to provide capital funds for replacements and improve- 
ments of facilities and to serve as the basis for attracting outside capital funds 
from investors who weigh alternative investment opportunities. 

Thus, adequate levels of earnings are not just important to holders of railroad 
securities looking for returns upon their investments; they are a matter of great 
public concern as well, in order that the railroads may be able to proceed with 
improvements in this era of rapid technological advances. 

With continuously low and inadequate earnings, however, a vicious circle is 
threatened. The trend of events goes from low earnings to technological lags, 
to insufficient expenditures for capital improvements, to deteriorating plant and 
equipment, to less satisfactory service, to reduced traffic volume, to higher unit 
costs, to resulting competitive weakness, and so again to further impairment of 
earnings. 

In the postwar period the hard struggle of the railroads to break out of this 
adverse chain of circumstances has also been thwarted by persistent inflation of 
their costs. To a greater extent than in those industries that have enjoyed 
strong growth trends, the inflationary spirals of the postwar period have sapped 
the financial resources of the railroads. Gains from increased efficiency and 
productivity have been drained off as fast or faster than they have been realized, 
while rate increases have not kept pace with the swollen costs. The railroads, 
already on an established low-calorie diet of inadequate earnings, have been 
further starved as to real earnings and capital funds by these inflationary drains. 

To see more clearly what has occurred, let us compare the years 1956 and 1929. 
Back in 1929, when the railroads were doing unusually well, the net income of 
the railroads amounted to $897 million, whereas in 1956 the reported net income 
was $876 million, apparently almost as good. In dollars of 1929 value, however, 
it is a vastly different matter, for the 1956 net income on that basis was only $476 
million instead of $876 million. The difference of $400 million represents loss 
of purchasing power. Similar inroads of inflation can be shown by comparing 
other intervening years. For example, the reported net income of $876 million 
in 1956 was worth only $595 million in terms of the 1946 dollar. 

In view of these limitations, the fact that gross capital expenditures of the 
railroads for plant and equipment in the 12 years since the end of World War II 
(1946 through 1957) have amounted to nearly $13.5 billion is a remarkable 
achievement and manifests the determination of the railroads to modernize and 
improve their facilities to the limit of their financial ability. What the present 
Situation of the railroads would be now, had these cost saving and service- 
improving expenditures not been made, is unpleasant to contemplate. There is, 
of course, a less favorable aspect of this picture. Expressed in constant dollars 
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of 1929 value, the postwar capital expenditures have amountde to only $7.3 
billion, rather than the aforementioned $13.5 billion, emphasizing again the 
shrunken purchasing power of the financial resources available to the railroads. 

Let us consider for a moment the important matter of financing additions to 
the freight-car supply, which should be steadily augmented in numbers and 
improved quality, to meet the requirements of shippers. In the first 10 months 
of 1957 new freight cars installed numbered 76,314 and 41,779 were retired, 
giving a net increase of 34,535. This increase, as a matter of fact, is unusually 
large when compared with other recent years. 

But what about 1958 and beyond that? Obviously the cash flow from depreci- 
ation and retirement charges will not go very far, since the railroads are replac- 
ing older cars that cost about $2,500, and have been depreciated on that basis, 
with new cars costing about $8,500 each. Here again is a manifestation of the 
inflationary squeeze. 

Freight cars on order as of December 1, 1957, totaled 61,950 cars. The money 
to pay for that number of cars adds up to at least $500 million. As I have 
pointed out before, since the working capital funds of the railroads have fallen so 
abruptly, little can be expected to come from this source. Some outside funds 
can still be obtaind from equipment obligations, although this method of financ- 
ing has become increasingly expensive. It should be realized that the railroads 
at the beginning of 1957 had accumulated over $2.6 billion of such indebtedness, 
on which required installment payments in 1957 amounted to approximately $333 
million. So, then, the railroads must look to their net income to finance a 
substantial part of their car-acquisition programs—but, as I have stated, their 
net income is shrinking. 

UNDERLYING CAUSES 


Now, what are the underlying reasons for the sorry plight in which the rail- 
roads today find themselves? Why, in these postwar years when general busi- 
ness activity has been at new record levels, have the railroads been unable to 
keep pace with the economy as a whole? Why are they heading for serious 
trouble? 

Certainly the basic difficulties do not lie within the area where the railroads 
are, under the present law, free to exercise self-help. I have already pointed out 
that to improve their services and increase economies and efficiency, the rail- 
roads have spent for additions and betterments since the end of World War II 
nearly $13% billion. These expenditures, made possible because the railroads, 
in addition to borrowing on equipment, have plowed back into capital assets the 
major part of their limited earnings and other internal funds, are reflected in 
such things as today’s almost complete dieselization, push-button yards, central- 
ized traffic control, improved rail and roadbed and communications, and modern- 
ized rolling stock. In this connection, it may be of interest to note that last 
October the Association of American Railroads was awarded the George R. 
Henderson Medal of the Franklin Institute “in recognition of the many achieve- 
ments of the mechanical and engineering division in the many fields of railway 
engineering.” 

Thus there has been great technological advance; and the railroads’ operating 
efficiency is, according to every index, at record or near-record levels. The 
railroads will continue, to the best of their ability, to seek still further needed 
improvements along these and other lines. The problem, of course, is to find the 
money. 

Then, in addition, there have been such developments as trailer-on-flatcar, or 
piggy-back operations. Railroads have tried to make greater and more efficient 
use of trucks although, as I shall later explain, this is an area where the rail- 
roads are not free to act without the approval of the regulatory authority and 
very restrictive regultory controls come into play. One major railroad has 
constructed and is operating a pipeline. 

There have been consolidations and mergers, and others are even now being 
studied, subject of course to Interstate Commerce Commission approval. Rate 
adjustments of all kinds—subject always of course to reguiatory approval—have 
been made. This is another area where the regulatory control is very restrictive 
and I shall have more to say about it later in my statement. Service and services 
of all kinds have been improved and are constantly being further improved. 
Abandonments and discontinuances of unprofitable services and facilities, where 
permitted by the regulatory authorities, have been effected. This also is a matter 
about which I shall have more to say later. 
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Thus the present difficulties of the railroads may not to any appreciable extent 
be laid at the doorstep of management nor are they the result of anything inher. 
ently wrong with the rail method of transportation. What, then, is the source 
of the difficulties? 

Many of the most important and most vexing problems confronting the rail- 
roads today stem directly from governmental transportation policies and prac. 
tices. Perhaps the major problems are those that are created by the expresg 
provisions of statutory law or are otherwise attributable to past policies of the 
Congress itself. Some, however, result from policies formulated and applied by 
the Interstate Commerce Commission (acting, of course, under the Interstate 
Commerce Act and related statutes). Others are the result of policies or prac- 
tices of the executive branch of the Government. Others result from court deei- 
sions. Still others are to be found at the level of State and local government. 
Most appear to require direct congressional action if they are to be solved. 

The railroads are also confronted with numerous complex problems that are 
not the outgrowth of Government transportation policy as such. My statement 
is not, and cannot be, exhaustive. Problems that are simply part and parcel 
of the changing times, the modern economy, technological advance, inflationary 
tendencies—these and others like them—are by and large not susceptible of 
treatment in a statement of this kind. Even in the area of governmental trans- 
portation policy as such, my statement must of necessity be limited. My purpose, 
for the most part, is merely to outline some of the most important and most easily 
recognized problems confronting the railroads in the field of governmental trans- 
portation policy. 

I should say however, Mr. Chairman, that I do intend to touch also upon one 
or two subjects which, although not perhaps strictly within the area of trans- 
portation policy as such, are nevertheless highly important to the railroads, affect 
them critically, are within the field of Federal legislation, and appear to be appro- 
priate for consideration by this subcommittee within the terms of reference of 
this hearing. Attention needs to be called to certain matters of taxation for 
example. 

To return to my main theme, Mr. Chairman, I have already pointed out that the 
railroads are privately owned, self-supporting, taxpaying businesses. Most will 
concede without hesitation that it is in the public interest for them to be per- 
mitted so to continue. Yet, public policies in recent years have brought about 
the expenditure of vast sums of public funds provided by general taxpayers, 
including the railroads, to construct, maintain and operate transportation facili- 
ties used by forms of transport competitive with the railroads (highways for the 
trucks; improved waterways for the barges and other water carriers; airports 
and airways for the aircraft)—in some instances entirely without charge and 
in others without adequate user charges. 

There are, it is true, certain encouraging signs in this field. The Congress 
itself, in the Highway Act of 1956, recognized the principle that heavy commer- 
cial vehicles should pay for their share of highway costs and called for further 
studies of the share of highway costs attributable to various classes of vehicles. 
That is certainly a step in the right direction. Then, quite recently, the Director 
of the Bureau of the Budget has issued a bulletin to heads of executive depart- 
ments and establishments of the Government calling upon them to prepare by Feb- 
ruary 1, 1958, specific legislative proposals designed to develop an equitable and 
uniform governmentwide policy on charges for certain Government services or 
property. It is disconcerting, however, to read subsequent to the issuance of 
that bulletin an announcement by one of the executive departments that a study 
of the question of whether the Government should impose charges for the use 
of federally provided navigation facilities on inland waterways is underway. 

I need hardly call the subcommittee’s attention to current programs and 
proposals for future programs contemplating expanded public expenditures on 
behalf of transportation—for highways, airports, airways, and waterways. 
Unless proper charges for the use of these publicly provided facilities are in- 
cluded in the rates charged for the transportation produced, the competitive 
handicaps already confronting the railroads will be aggravated and the railroad 
industry which must recover its full costs will be confronted with ever growing 
obstacles in its efforts to provide necessary transportation service under the 
free enterprise system. I hope that the Congress will give its early attention 
to the subject of adequate charges for the use of publicly provided transportation 
facilities. 

Coming to another feature of the matter, and one with which I shal! deal 
more fully later, it must be borne in mind that the railroads are regulated by 
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public authority in a most comprehensive and burdensome fashion while in 
large degree their principal competitors are not. In many respects this regu- 
lation has ceased to be necessary in the public interest under the changed 
conditions of competition now existing. Competition from other modes of 
transportation has become widespread, intensive, selective, to a large extent 
subsidized out of public revenue, and only to a limited extent regulated by public 
authority. 

The problem of the railroads under such conditions of virtually unlimited, 
largely unregulated, and widely subsidized competition, coupled with rigid 
regulation of their own operations, is to earn enough to keep abreast of the 
needs of commerce and the demands of national defense. In the years since 
the close of World War II, with general business activity at new record levels; 
the railroads—as I have already shown—have been able to earn an average 
return of only about 3%4 percent on their investment. For the year 1957, the 
average return is estimated to have been in the neighborhood of 3144 percent— 
about half, perhaps, of the return essential to meet continued needs for capital 
improvements. These needs have been accumulating until they are now in 
the urgent category. 

This substandard return on investment in an essential industry during a 
period of high business activity raises critical questions which, as your sub- 
committee recognizes, press for answers. These questions, as your subcom- 
mittee must also recognize, affect not merely the railroads but the public and 
the Nation as a whole. 

It appears that the answers must be found, generally speaking, in changing 
certain of the conditions under which the business of transportation is con- 
ducted. These changes should take the direction of freedom to compete on 
an equal basis with subsidy to none—an opportunity not now had by the rail- 
roads but one which they must have if they are to keep on performing their 
essential tasks in peace and their vital part in emergency. In addition, serious 
consideration should be given to tax proposals designed to enable the railroads 
to cope with their present inability to maintain and modernize their plants in the 
face of current inflationary conditions. 

Over the years, as this committee knows especially well, the railroads have 
developed and from time to time made known to the Congress and its com- 
mittees what might be called the industry’s Federal legislative program. It 
does not seem to me that this particular hearing—with its sense of urgency 
and the apparent intent to deal quickly if possible with a situation that calls for 
prompt curative action—is the appropriate occasion to expound in comprehensive 
fashion the entire railroad program. I shall, therefore, limit my discussion 
of remedies to certain matters that seem to me to have real practicality from 
the standpoint of prompt action by the Congress to meet the demands of the 
current situation and readily foreseeable benefits for both the railroads and the 
public at large. 

Just one further word before I get to specifics. I am, I am given to under- 
stand, to be followed by a number of chief executives of individual railroad 
companies. No doubt some or most of them will wish to deal, in their testi- 
mony, with matters of especial concern to their individual companies. Some 
or most of them, however, will also wish to deal with certain of the matters 
I now proceed to discuss. For that reason I shall not deal with any of the 
matters extensively, but rather only in capsule form in the expectation that 
there will be elaboration by later witnesses. 

It will be best, I think, to begin with matters of regulation and, in that area, 
with the matter of competitive ratemaking. 


COMPETITIVE RATEMAKING 


In their competition with other forms of transportation railroads are not infre- 
quently prevented by the Interstate Commerce Commission from making reduced 
rates that fully reflect their advantage as the low-cost form of transportation. 
Rates, even though compensatory and nondiscriminatory as among shippers, are 
often condemned as less than reasonable minimum rates on the ground that they 
Would tend to upset the competitive balance between the railroads and a compet- 
ing form of transportation. The Commission, in its efforts to maintain what is 
necessarily an artificial competitive balance between the rates of the several 
modes, is often found to say that a proposed rate is “lower than necessary to 
meet the competition” and hence unreasonable. The same approach, I should 
say, is also sometimes taken when reduced truck rates are proposed. 
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Today, in short, there is no unqualified right in either the railroads or such of 
the motor carriers as are regulated to make rates based on their respective operat- 
a conditions. Each must have regard for the effect its rates will have on the 
other. 

This approach to ratemaking operates to deprive the railroads of their prin- 
cipal inherent competitive advantage, low cost, and denies the public the benefits 
of that inherent advantage. It results, we are convinced, in widespread diver- 
sion from the rails of trafiic that would otherwise be on the rails and should be 
on the rails. The situation is greatly aggravated by the fact that, by what is 
generally considered to be a reliable estimate, two-thirds of the intercity tonnage 
on the highways are exempt from ICC rate regulation and hence beyond the reach 
of the Commission's competitive controls. 

To afford a remedy for the present state of affairs and enable carriers by each 
mode to make rates based on their own conditions, thus leaving each mode free 
to find its proper economic place in the overall transportation picture, the Inter- 
state Commerce Act should be so amended as to provide that the Interstate 
Commerce Commission shall not in considering the rates of one mode of 
transportation take into account the effect of such rates on the traffic of any 
other mode of transportation, or their relation to the charges of any other mode 
of transportation, or whether such rates are lower than necessary to meet the 
competition of another mode of transportation. 

This, we think, would allow both the railroads and the regulated trucks to 
provide for the shipping public rates fully reflecting the different advantages each 
has. (Water carriers already have this right, vis-a-vis their competition with 
railroads.) The public could then make the choice, and the choice of course 
would depend upon the nature of the transportation task to be performed, cost 
and service both considered. 

Bills to implement the proposal I have just described, H. R. 5523 and H. R. 
5524, are pending in the House of Representatives where hearings have been 
conducted by a subcommittee of the House Committee on Interstate and Foreign 
Commerce. We support those bills. , 

While dealing with matters of regulation, and more particularly with matters 
of regulation that most directly affect the competitive transportation situation, I 
think that I should mention two additional proposals for remedial legislation. 
One has to do with what is commonly called redefinition of private carrier by 
motor vehicle and the other with statutory limitation of the so-called agricultural 
commodity exemption. 


REDEFINITION OF PRIVATE CARRIAGE 


Common carriers, hard core of the transportation system, are increasingly 
threatened by the inroads of private transportation and of for-hire transportation 
exempt from the economic regulation to which common carriers are subject. The 
extent of this problem is indicated and highlighted by the growth and present 
magnitude of unregulated private and exempt transportation. The trend of 
growth and scale of operation of such carriage, if allowed to continue, will 
further seriously impair the ability of railroads and other regulated carriers ta 
serve the public. 

While all interstate railroad traffic (except certain Government traflic) is 
subject to regulation by the Interstate Commerce Commission, far the greater 
part of highway and inland waterway traffic is entirely free of such regulation. 
This is because a large part of transportation by highway and inland waterway 
is private carriage, and another large part is for-hire transportation of kinds 
expressly exempted from regulation under the terms of the Interstate Commerce 
Act. A large and ever-increasing part of the Nation’s total traffic is moving by 
highway and inland waterway while the share of the railroads is steadily de- 
elining. Thus the railroads, common-carrier backbone of the national trans- 
portation system, are losing in the competitive race for traffic to forms of trans- 
portation that are made up predominantly of unregulated private and exempt 
carriers. 

This continuing process of erosion is a very serious problem for the rail- 
roads, as it is for all regulated common carriers. It accounts in substantial 
degree for the railroads’ precarious position. 

The railroads can have no legitimate quarrel with what might be termed 
bona fide private carriage. By that I mean the transportation of one’s own ma- 
terials, supplies, and products in one’s own vehicles in pursuit of one’s primary 
business enterprise (other than transportation). 
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The trouble is that there is a large area of motor transportation which, al- 
though cloaked with the form of private transportation, is actually public trans- 
portation. In other words, much for-hire transportation is performed under 
the guise or subterfuge of private carriage and in that way escapes economic 
regulation. 

The practices employed result in unjustifiable diversion of traffic from regu- 
lated for-hire carriers and in destructive disruption of their rate structures. 
The strength of the railroads and other regulated for-hire carriers is undermined. 
The regulated carriers need protection from the destructive competition of 
“pseudoprivate carriage” that is actually for-hire transportation and that ought 
to be acknowledged as such and restrained or regulated. But the injury is not 
only to the regulated carriers but also to the public which is largely dependent 
upon regulated for-hire carriage for its transportation requirements. 

The Commission has said that this is one of the problems of most serious 
concern to it in its administration of the Interstate Commerce Act. It has said 
that where so-called private carriage is a subterfuge for engaging in public 
transportation it constitutes a growing menace to shippers and carriers alike, 
being injurious to sound public transportation, promoting discrimination be- 
tween shippers, and threatening existing rate structures—and that it was to 
curb such practices that part II of the Interstate Commerce Act was enacted. 

The Interstate Commerce Commission has proposed that the Interstate Com- 
merce Act be so amended as to make it clear that all for-hire motor carrier 
transportation, whatever its form, other than that specifically exempted, is to 
be performed subject to regulation. You may recall that this subcommittee, 
during the first session of the present Congress, held hearings on the ICC pro- 
posal (S. 1677) but took no action with respect to it. 

We believe that a large measure of relief from the abuses and evils of pseudo- 
private carriage would be afforded by a very simple amendment to section 203 
(c) of the Interstate Commerce Act, which itself was written into the law only 
last year in another connection (Public Law 85-163, approved August 22, 1957, 
having to do primarily with redefinition of contract carriage by motor vehicle). 
Section 203 (c) now prohibits one from engaging in a “for-hire transportation 
business by motor vehicle” without a certificate or a permit authorizing the 
transportation in question. This, we think, does not go far enough. It is our 
suggestion, advanced during the hearings on 8S. 1677 conducted by your sub- 
committee last year, that there be added to the present section 203 (c) the 
language underlined below: 

“Except as provided in section 202 (c), section 203 (b), in the exception in 
section 203 (a) (14), and in the second proviso in section 206 (a) (1), no person 
shall engage in any for-hire transportation business by motor vehicle, in inter- 
state or foreign commerce, on any public highway or within any reservation 
under the exclusive jurisdiction of the United States, unless there is in force 
with respect to such person a certificate or a permit issued by the Commission 
authorizing such transportation nor shall any person in any other commercial 
enterprise transport property by motor vehicle in interstate or foreign com- 
merce unless such transportation is solely within the scope and in furtherance 
of a primary business enterprise (other than transportation) of such person.” 

The railroads also believe that private carriage (bona fide as well as psuedo) 
is artificially encouraged and fostered, and public transportation weakened, 
by the imposition of taxes upon for-hire transportation that are not levied 
on private transportation. They believe that the Federal excise taxes upon 
amounts paid for the transportation of persons and property should be repealed. 
I shall have more to say on this subject later in my statement. 


LIMITATION OF THE AGRICULTURAL COMMODITIES EXEMPTION 


Railroads and other regulated common carriers are also severely handicapped 
in their competition with exempt carriers, as distinguished from private carriers. 
The Interstate Commerce Act contains a number of “escape” provisions but there 
is one, in particular, that is a source of very deep concern to the railroads. 
It is the so-called agricultural commodities exemption for motor carriers. 

Section 203 (b) (6) of the Interstate Commerce Act provides that nothing in 
part II of the act, except certain requirements as to qualifications and miximum 
hours of service of employees and safety of operation or standards of equip- 
ment, shall be construed to include: “Motor vehicles used in carrying property 
consisting of ordinary livestock, fish (including shell fish), or agricultural 
(including horticultural) commodities (not including manufactured products 
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thereof), if such motor vehicles are not used in carrying any other property, 
or passengers, for compensation.” 

This provision has given rise to the prolific development of a distinct type 
of motor carrier commonly called the “exempt trucker.” 

The exempt trucker poses an especially grave competitive threat. The diver- 
sion of important traffic from regulated carriers to exempt truckers of agricul- 
tural commodities is tremendous and is growing by leaps and bounds. The 
agricultural exemption has been broadened by judicial interpretation to a point 
far beyond what appears to have been its original intent and purpose, which 
was to aid farmers and other producers of foodstuffs by relieving them of the 
burdens of regulation and thus facilitate the movement of their products from 
point of production to the primary market or to processing or storage points. 
Over the years the exemption has been extended by interpretation to commodi- 
ties that have received varying degrees of commercial processing, and to the 
transportation of such commodities in ordinary commercial channels beyond 
the initial movement from the point of production. In short, the exemption 
from regulation intended for the farmer now accrues in many instances to the 
benefit of commercial interests and professional haulers, 

Recent court decisions threaten to expand the exemption still further. In 
a case holding that fresh and frozen dressed poultry are exempt agricultural 
commodities the Supreme Court has stated that the exemption applies so long 
as “the commodity retains a continuing substantial identity through the process- 
ing stage.” Frozen fresh fruits and vegetables have also been declared exempt 
under this test. Subsequent decisions have held that dried milk, dried egg 
powder, shelled nuts, dried fruits and any number of other commodities in 
one stage or another of processing are exempt. Even peat moss has been de. 
clared to be within the exemption. 

The disturbed conditions created by the extensive broadening of the agricul- 
tural exemption have already had a serious impact upon the regulated carriers. 
If the “continuing substantial identity” concept is applied so as to carry the 
coverage of the exemption still further to such other important commodities 
as canned fruits and vegetables commercially processed in large industrial 
plants the result will be an even more serious impairment of the position of 
the regulated carriers. 

The Interstate Commerce Commission has recommended to the Congress in 
its 70th Annual Report (November 1, 1956) that section 203 (b) (6) of the Inter- 
state Commerce Act be amended so as to limit the exemption of motor vehicles 
transporting agricultural commodities, fish, and livestock to transportation from 
point of production to the point where the commodities first pass out of the 
actual possession and control of the producer. Bills to implement this recom- 
mendation were introduced in the 1st session of the 85th Congress as S. 1689 
and H. R. 5823. 

The Commission believes that enactment of its proposed amendment would 
be consistent with the original purpose of the exemption, i. e., to assist farmers 
and other producers of exempt commodities. It believes that its amendment 
would at the same time serve to preserve and strengthen the public transporta- 
tion system by placing under economic regulation the transportation of indus- 
trially processed products in commercial fleets of trucks and thus counteract 
the effect of the several court decisions which, by adoption of the “continuing 
substantial identity” test, have expanded the agricultural commodities exemp- 
tion far beyond what is believed ever to have been intended by the Congress. 

For many years it has been the position of the Association of American Rail- 
roads that the agricultural exemption in section 203 (b) (6) of the Interstate 
Commerce Act ought to be repealed in its entirety. While adhering to that 
long-range position, we nevertheless endorse the aims and objectives of the 
Interstate Commerce Commission’s recommendations and bills for statutory 
limitation of the exemption as a step in the right direction. 

The chairman of this subcommittee, on July 15, 1957, introduced S. 25583, 
another bill seeking to limit the scope of the exemption. This bill, while falling 
short of the remedy contemplated by the Commission’s proposal, would halt the 
trend of the court decisions to which I have referred and thus would tend 
strongly to prevent further broadening of the exemption. In addition the bill 
would roll back the scope of the exemption in respect of a number of important 
commodities, subjecting to economic regulation large volumes of traffic now 
exempt under the present law as it has been construed. While S. 25538 is not 
a wholly satisfactory solution to the problem, its enactment would be construc- 
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tive and would be of substantial benefit to the railroads and other regulated 
carriers, as well as in the long-range interest of the shippers. 

The Association of American Railroads, without abandoning its traditional 
position favoring outright repeal of the agricultural exemption and without 
receding from its endorsement of the full aims and objectives of the ICC bills, 
supports S. 2553 as a desirable although somewhat more limited objective and 
would welcome its enactment. 


TRAIN SERVICE DISCONTINUANCE 


I should like to turn now briefly to another problem also involving questions 
of regulatory policy. I referred earlier in my statement to the serious decline, 
especially in recent years, of railroad passenger services. This decline, com- 
bined with sharply rising costs, lies at the heart of the passenger-service deficit 
which is currently the subject of investigation by the Interstate Commerce 
Commission, in cooperation with the railroads, under docket No. 31954. Ac- 
cording to the Commission’s methods of cost segregation and apportionment, this 
deficit in 1956 amounted to $696,938,000 and deficits of similarly large propor- 
tions have been shown for every year in the past 10. There continues to be 
disagreement with respect to these deficit figures and the procedures used in 
deriving them. Consequently, other approaches to the extremely difficult cost- 
ing problems involved are being carefully studied. It may be that close determi- 
nation of the costs of conducting passenger services in conjunction with freight 
services is inherently impossible and, also, that the conditions of operation and 
service of the several railroads are so distinctly different from each other that 
there can be no master costing formula of universal applicability. However, 
there can no longer be any doubt that for some, at least, of the large passenger- 
carrying railroads, the deficits are of large dimensions and constitute a most 
serious problem. 

Over a period of years, with substantially increased momentum in the post 
World War II years, a “transportation revolution” has taken place. This trans- 
portation revolution has made available to the American public, when traveling 
for recreation or business purposes, transportation by private automobile, by 
intercity bus and by airplane, in addition to transportation by rail. The Na- 
tion’s requirements for rail passenger service have been radically altered by 
the availability, convenience, and, in no small measure, the superficial economy 
of travel by subsidized competing forms of carriage. 

The change that has taken place in the Nation’s requirements for intercity 
rail passenger service must receive full recognition in any intelligent appraisal 
of the problem. In its appraisal and in its efforts to alleviate the burden, rail- 
road management is not free to apply established business and economic prin- 
ciples. Management is not free, for instance, to discontinue passenger trains 
that do not pay their out-of-pocket costs or to discontinue stations and agencies 
where business and revenues indicate an absence of public need.. 

Generally speaking, such matters are subject to approval of State regulatory 
commissions and authority for such discontinuances or abandonments must be 
obtained within the scope of statutes or procedures under which those State 
commissions operate. In a word, determinations of railroad management, dic- 
tated by loss of patronage and economic principles, are subjected to public 
questioning. In most instances the segment of the public so questioning is 
principally, if not wholly, concerned with local aspects, including local civic 
pride. The broad public interest in the well-being of a transportation system 
extending far beyond the local confines tends to be lost by the very nature of the 
issues raised. State statutes under which regulatory commissions operate gen- 
erally pay no service to a national transportation policy and local pressures 
become substituted therefor. I do not intend to be critical of State commissions 
in this respect. Most of them do the best they can, and some exceedingly well, 
under the statutes, procedures, and pressures within which they must operate. 

We believe the situation could be greatly improved and the national trans- 
portation policy would be furthered if jurisdiction were given to the Interstate 
Commerce Commission in the field of train service discontinuance or consolida- 
tion and the discontinuance of consolidation of stations or agencies similar to 
the jurisdiction it now has over intrastate rates under section 13 of the Interstate 
Commerce Act so that it may deal with such matters that impose an undue 
burden on interstate commerce. 

It would seem that this would protect and further the broad public interest 
in a sound transportation system and prevent undue importance being attached 
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to matters of a local nature. In considering abandonment or discontinuance of 
stations and station agencies, economies realized are not confined to passenger 
operations alone but would be reflected in freight operating costs as well. 

Mr. Chairman and members of the subcommittee, many other features of 
transportation regulatory policy stand in need of review and correction and 
should, we believe, receive early attention at the hands of your committee and 
the Congress as a whole. However, as I said at the outset, it seems desirable 
to restrict my remedial suggestions to certain proposals that hold promise of 
substantial and readily foreseeable relief for the railroads from the ills that beset 
them and that, in addition, appear to have a prospect of immediate favorable 
consideration in the Congress. 

With your permission, therefore, I shall mention at this time only one further 
regulatory problem and suggest a remedy for it that, while by no means a cure- 
all or panacea, nevertheless is of vital importance to the health of the railroads, 
1 refer to the matter of the use by railroads of other forms of transportation, 
or what may be termed transport diversification. 


TRANSPORT DIVERSIFICATION 


Under existing law, as it has been interpreted, special restrictions have been 
imposed upon the entry of railroads into motor and water transportation and 
upon the entry of any surface carriers into air transportation. These special 
restrictions grow out of certain language found in various sections of the Inter- 
state Commerce Act and the Civil Aeronautics Act and are in addition to the 
general restrictions of those two acts that no one may begin new carrier opera- 
tions, or acquire control of existing carriers, by motor or water without the 
approval of the Interstate Commerce Commission or by air without the approval 
of the Civil Aeronautics Board. 

As a result of the special restrictions referred to: (1) Except where unusual 
circumstances prevail, permission to railroads or railroad affiliates to operate 
as motor carriers has been restricted to service that is auxiliary or suplemental 
to train service; that is, in general, to transportation by truck of the rail traffic 
of the railroad, at railroad rates and on railroad bills of lading; (2) surface 
carriers, including railroads, and their affiliates have been almost totally ex- 
cluded from air operations; and (3) railroads were compelled years ago to cease 
water carrier operations on the Great Lakes, and have been deterred from in- 
stituting operations on other inland waterways or from reinstituting various 
coastwise ocean operations conducted by them prior to World War II. 

Let me point out here that the railroad on which I grew up, the Delaware & 
Hudson, started out as a canal company. Yet in 1829 it operated the famous 
locomotive, Stourbridge Lion, and before many years became a successful railroad 
company and it is still very much in business today. Had it not been permitted to 
engage in the railroad business, but been confined to its original purpose as a 
canal company, it would long since have gone out of business with all the re- 
sulting losses that such a development would have entailed. 

We are convinced that it would be in the public interest to permit railroads and 
their affiliates to enter into, or acquire existing rights to engage in motor, water, 
or air transportation on the same basis as any nonrailroad operator. 

In the first place, the shipping public would benefit from transport diversifica- 
tion. Greater freedom for the railroads to engage in other forms of transport 
would make it possible to do away with much unnecessary duplication of facili- 
ties, and would result in improved service and lower cost, to the ultimate advan- 
tage of the shipper. If the management of one form of transportation also man- 
aged other forms, a shipper could arrange through one manager for the complete 
service he needed and be directed to the most efficient and most economical means 
of handling his particular traffic either by one mode or a combination of modes. 

Let us look at the matter of transport diversification from a different point of 
view, but still from the standpoint of the public interest. The railroads are 
admittedly the backbone of our transportation system. If they are to remain 
progressive and be given opportunity to regain their financial health, in the 
interest of the preservation of a strong national transportation system for the 
benefit of the economy as a whole as well as for the national defense, they should 
be allowed to diversify their operations just as other businesses do. In industry 
generally, diversification has been demonstrated to be sound economic practice. 
Diversification for the railroads means making use of technological developments 
in other fields of transportation. Special restrictions in this regard, applicable to 
the railroads but not to others, should be wiped out. 
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Aside from the obvious benefits that could be expected to flow from transport 
diversification as such, removal of the special restrictions upon railroad use of 
other forms of transportation would enable the railroads to share in the use of 
facilities furnished their truck, water, and air competitors through tremendous 
public subsidies to which the railroads, as important taxpayers, contribute. As 
it is, the railroads not only must provide their own comparable facilities out of 
their own pockets but, as large taxpayers, must share heavily in the cost of 
expensive projects vitally benefiting competing transportation agencies. It is 
only fair that this indefensible situation be ameliorated. 

I want to make it clear, however, so that there can be no misunderstanding 
about it, that what I have just said is not to be taken in any way as diminishing 
the railroads’ belief in the principle of fair charges for the use of publicly pro- 
vided transportation facilities. To the extent that railroads may be permitted 
to share in the use of such facilities, they expect and wish to pay their proper 
share for that use. 

Let me also make it clear that what is sought by the railroads in the way of 
freedom to engage in other forms of transportation is not in the nature of a one- 
way street, but is intended to be equally applicable to the right of each of the 
several forms of transport to engage in other forms. What we propose is that 
the Interstate Commerce Act and the Civil Aeronautics Act be so amended as 
to make it clear that none of the several forms of transportation when seeking 
to engage in another form is to be subjected to special standards or limitations or 
restrictions merely by reason of the circumstance that it is a different form. 

It will no doubt be argued by opponents of this proposal that removal of the 
special restrictions upon railroad use of other forms of transport will cause 
undue hardship to nonrailroad operators in the other fields of transportation. It 
may even be said that should railroads be permitted to enter other fields of 
transportation they might, because of their supposed superior financial strength, 
drive out independent operators and thus achieve a monopoly. Whatever the 
validity of apprehensions of this kind in years gone by, they are not valid under 
present-day regulatory and economic conditions. 

Even with removal of the special restriction, the railroads, like any other 
applicant, would still have to prove to the satisfaction of the regulatory authori- 
ties that their entry into another transportation field is required by public con- 
venience and necessity or is consistent with the public interest, as the circum- 
stances may require. In such cases, whether a new entry or an acquisition of 
existing facilities were to be involved, the regulatory agency would consider the 
competitive effect upon existing carriers in the field. 

The real safeguard, however, lies in present-day economic conditions in the 
transportation industry. There is no possibility that transport diversification 
for the railroads would enable them to achieve undue domination in other fields 
of transportation or (as may be alleged) stifle their competitors’ technological 
advancement. In relation to their nonrail competitors the railroads no longer 
enjoy, as they at one time no doubt did, the advantage of overriding financial 
strength. With today’s intense competition in the transportation industry any 
attempt by railroad management to delay technological improvements in another 
field or otherwise attain monopoly status would be quickly overcome by their 
aggressive independent competitors in that field. 

Now before I leave these matters of regulatory policy, let me point out some- 
thing that may perhaps already have become obvious to you. Each of the 
proposals I have so far advanced has been of a nature that might be char- 
acterized as affirmative. Revision of the laws so as to permit increased free- 
dom in the making of competitive rates as between different forms of trans- 
portation, to correct abuses in the field of pseudoprivate carriage, to limit the 
scope of the agricultural exemption, to give the Interstate Commerce Com- 
mission jurisdiction in the field of service discontinuance, to give railroads an 
opportunity for greater latitude in the use of other forms of transport—all of 
these remedial suggestions call for affirmative action on the part of the Con- 
gress. There is, however, a negative side to the coin that I want to mention 
although no elaboration would appear to be necessary. 


ADVERSE LEGISLATION 


Year after year in the Congress the railroads are faced with the threat of 
legislation of one kind or another which, if enacted, means even more burden- 
some and costly regulation. I refer, in general, to bills not precisely in the 
category of those that deal directly with the competitive relationship between 
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the railroads and other means of transportation but rather to bills that seek 
to impose unnecessary and unjustifiable burdens or controls upon the rail- 
roads in the conduct of their business. In large measure these bills have as 
their common object the imposition upon the railroads of operating rules and 
restrictions of one sort or another, not infrequently in the name of safety. But 
by and large we have found them to be, as I said, unjustifiable and unnecessary 
bills of a “make work” or “featherbedding” character or otherwise conducive 
to added expense, decreased efficiency and the like. Among these bills are 
S. 1672 and S. 2480, to amend the Hours of Service Act, S. 1729, the track motor 
ear bill, and H. R. 897, a bill having to do with railroad communication 
systems. 

Other bills not introduced in the Senate but which would saddle the railroads 
with substantial increased costs are H. R. 182, H. R. 3484 and H. R. 4564, re- 
quiring illumination of freight cars not in the interest of any railroad purpose, 
but as a claimed measure of protection for highway users approaching grade 
crossings. 

Bills of this nature can be most harmful to the economical and efficient op- 
eration of the railroads, and it should not be overlooked that they can for that 
reason have a most decided competitive impact as well. 

I wish merely to make the point, Mr. Chairman, that if there is, or is to be, 
serious concern in the public interest for the future well-being of the railroads 
it ought to be recognized that the enactment of such measures as those I have 
described, or ones of similar effect, where there is no real justification or ne- 
cessity for piling additional burdens on the railroads, cannot help but aggravate 
and worsen what the chairman of this committee has already called the de 
teriorating railroad situation. I urge you to bear this in mind when bills of 
this nature come before you for consideration. 

In line with what I have just been saying let me make brief mention of another 
category of bills with which the railroads are repeatedly confronted and which 
are proving to be ever increasingly threatening to the railroads’ financial sta- 
bility and welfare. I refer now to bills proposing amendment of the Railroad 
Retirement and Unemployment Insurance Acts. Year after year the committees 
of Congress are asked to consider bills to increase benefits, and taxes, of course, 
under the railroad retirement and unemployment systems. 

Examples of such measures increasing benefits and taxes are 8. 1313 and 
H. R. 4353, identical bills introduced early in the 85th Congress. Hearings were 
held on both the House and Senate sides, but the committees to which the bills 
were referred have taken no further action. If either bill had become the law, 
payroll taxes paid by the railroads to support both the retirement and unem- 
ployment systems would be in 1958 about a quarter of a billlion dollars more 
than estimated payroll tax payments of $425 million made in 1957. In this 
connection, it should be borne in mind that the railroads now pay a railroad 
retirement tax of 61%4 percent on up to $350 monthly earnings of each railroad 
employee, while industries covered by the general social security system pay 
a tax of only 24% percent on $350 monthly earnings of their employees. At 
the same time, the railroads are paying a larger unemployment tax and on 
a higher monthly earnings base than are those industries covered by the State 
unemployment systems, and on January 1, 1958, this tax was increased by about 
$21 million per annum. In other words, while the railroads are already paying 
substantially greater retirement and unemployment taxes than are the motor 
carriers and other competitors of the railroads covered by the social security 
system and the State unemployment systems, legislation is proposed which 
would immediately increase railroad payroll taxes by more than 50 percent. 
The railroads see no justification whatsoever for the imposition of such a tax 
burden to support their retirement and unemployment systems, and this is 
particularly true when it is well known that benefits already available to rail- 
road employees under each system are much more liberal than those under the 
social security system and the State unemployment systems. 

In this field, again, I want to point out that unless the Congress recognizes 
in each case the equities and inequities of the situation and sees to it that the 
railroads are protected from the imposition of unnecessary and unreasonable 
additional hardships, the position of the industry can only be expected to worsen 
rather than improve. 

I turn now, with your permission, to a different field—that of taxation. I 
want to make some suggestions in the field of taxation that would, in my judg- 
ment, be of tremendous benefit to the railroads if adopted and yet comport 
fully with principles of equity and justice. 
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I realize, of course, that some of these are matters properly for the Senate 
Finance Committee but I outline them here so that this subcommittee may have 
as full a picture as possible of some of the remedies that might be adopted. 


TRANSPORTATION EXCISE TAXES 


I come first of all to a matter that is of immeasurable importance not only to 
the railroads but to all other for-hire carriers as well, and to shippers in addi- 
tion. That, a matter of which I have already made brief mention, is repeal 
of the Federal excise taxes of 3 percent on amounts paid for the transportation 
of property and 10 percent on amounts paid for the transportation of persons. 

The excise taxes on amounts paid for the transportation of property and per- 
sons were wartime exactions. Hostilities have long since ceased, nevertheless 
these wartime measures continue to exist. The tax on the transportation of 
persons constitutes an effective deterrent to passenger travel at a time when pas- 
senger operations are resulting in an annual deficit running into many millions 
of dollars. These taxes weaken the national transportation system contrary 
to the public interest which calls for the encouragement of a strong transporta- 
tion system in the interest of the domestic economy and from the standpoint of 
national defense. There is no question but that they should be repealed. 

While it is realized that the public carriers, including the railroads, are simply 
the collectors of these taxes for the Government, it must at the same time be 
recognized that they have a direct and adverse effect upon the business of the 
public carriers. Both of these taxes are inherently discriminatory. They dis- 
criminate in favor of private carriage, which is exempt from tax, and against 
public carriage, which is subject to the tax. They offer a direct and often com- 
pelling inducement to substitute private carriage for the services of public for- 
hire agencies of transporttaion. They thus weaken the public transportation 
system upon which the country must rely for peacetime purposes and without 
which it could not hope to meet a national emergency. 

With respect to the tax on freight, discrimination is engendered between ship- 

pers based on their size and financial position. Big shippers with capital and 
whose traffic pattern permits it may avoid the tax by using their own means 
of transport, whereas little shippers, for lack of funds to invest in a private 
fleet of trucks, must rely upon public carriage and, therefore, cannot escape the 
tax. Similarly, with respect to the passenger tax, to the extent that lower 
income groups are unable to provide their own private transportation to avoid 
this tax, there is discrimination between travelers. In the latter circumstance, 
the tax falls most heavily on a group of citizens least able to pay and with 
respect to whom travel is a matter of necessity. 
. Furthermore, the freight tax discriminates between long-haul and short-haul 
carriage to common markets. This tends to disrupt normal market relation- 
ships. A shipper remote from his market is prepared to pay the long-haul cost 
of transportation. However, the additional tax may determine whether the 
shipment is made at all, depending on his anticipated margin of profit and his 
estimate of the competitive price at the marketplace which reflects the lower 
transportation cost to short-haul shippers. In this connection, it is to be noted 
that as to American shippers located within this country but near its land 
borders, this tax operates to their prejudice since a prepaid shipment from 
Canada, for example, into the United States is not subject to tax. 

For the fiscal year ended June 30, 1957, the Federal Government derived some 
$222 million from the passenger tax and approximately $468 million from the 
property tax, making a total of some $690 million. 

It should be noted, however, that if these taxes were repealed, there would 
not be anything like this much of a loss in revenue to the Government. This is 
true because to the extent that these taxes are for a business purpose, they are 
deductible as an ordinary and necessary business expense. It is perfectly clear, 
for example, that if all shippers were corporate taxpayers who, let us say, were 
paying Federal income taxes at the rate of 52 percent, the net loss to the Govern- 
ment from the repeal of the property tax would be about $225 million; not $468 
million. This conclusion, illustrated by reference to the property tax, is to a 
substantial extent applicable to the passenger tax. In both of these areas, the 
elimination of these taxes would produce greater net income, taxable to corpora- 
tions which ship or require business-connected travel at a rate which is currently 
52 percent. 

It is unfortunate, but nevertheless a fact that there is no available method of 
measuring exactly the additional revenue which the Government can be expected 
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to derive by way of income taxes from the repeal of these transportation taxes, 
It is obvious, however, that the amount of increase in income tax collections 
attributable, directly or indirectly, to the repeal of the excise taxes on the 
transportation of persons and property would be substantial. 

Both of these taxes increase the cost to the consumer of practically every 
article dealt in on the American market. This is particularly true of the freight 
tax where, as an item of cost, it is subject to markup. Thus, it may be pyra- 
mided many times in the cost to the ultimate consumer without anything of 
value having been added. As to the passenger tax, it must be recognized that 
much of common carrier travel is for a business-connected purpose. Conse- 
quently, this tax also operates to increase consumer costs. In this light, both 
of these taxes are inflationary. 

The transportation policy declared by Congress in the Interstate Commerce 
Act calls for the development and preservation of a national transportation 
system adequate to meet the needs of commerce, the postal service and the na- 
tional defense. To this end, the policy declares for regulation designed to foster 
sound economic conditions in transportation. The transportation excises, by 
diminishing carrier revenues (through their effect in diverting traffic to private 
carriage), and by increasing the cost of carrier operation (through their effect 
on prices), make for unsound economic conditions in the transportation industry, 
These taxes are, therefore, in derogation of the national transportation policy. 
Wartime taxes which tend to defeat such a policy should be repealed. 

We have some other, and much more technical proposals to advance on tax 
matters. They may all be characterized, generally, as proposals which would 
give equitable and realistic treatment to the retirement and replacement of rail- 
road facilities and contribute to the necessary modernization of the railroad 
plant. 

30 PERCENT DEPRECIATION RESERVE 


The first of these proposals has to do with the 30-percent depreciation reserve 
required incident to change in the accounting method when the railroads 
changed from the “retirement” method of accounting for depreciation with 
respect to certain roadway property to the “straight line’ depreciation method of 
accounting. 

Prior to January 1, 19438, nearly all railroads employed the retirement method 
of accounting for depreciation with respect to certain roadway property. This 
method of accounting was in conformity with then existing regulations of the 
ICC and was recognized by the Commissioner of Internal Revenue and the courts 
as a proper method of accounting under the internal revenue laws. 

In 1942, the ICC ordered class I railroads to change not later than January 
1, 1943, from the retirement to the straight-line depreciation method of account- 
ing. Owing to wartime conditions then obtaining, which precluded normal 
retirements, failure to change to the straight-line method for tax purposes would 
have resulted in distortion of income, not only during the war period, but also 
in the postwar period when the necessary retirements would be made. Accord- 
ingly, there was no practical alternative to making the change, but when 
application was made to the Commissioner of Internal Revenue for approval 
of straight-line depreciation accounting for tax purposes as required by the 
Internal Revenue Code, he conditioned his approval upon the establishment of 
a reserve of 30 percent of the cost of the assets involved in the change of account- 
ing methods, the remaining portion of the cost to be recovered by way of 
depreciation limited to the cost or other basis of the property reduced by the 
amount of the reserve. Apparently, the basis for the establishment of this 
reserve was on the theory that it reflected depreciation which had occurred up 
to that time. Faced with the alternative of no deduction for tax purposes or a 
partial deduction resulting from the conditioned grant of authority from the 
Commissioner, many railroads executed a “terms letter agreement” by which this 
was accomplished. This 30 percent reserve requirement is unjust to the railroads 
that changed over for tax purposes from retirement to straight-line depreciation. 

Subsequent to the changeover and the execution of the “terms letter,” the 
courts have contributed greatly to a clearer understanding of the retirement 
method of accounting. The courts have set aside the Commissioner’s requirement 
that an adjustment be made for depreciation sustained prior to March 1, 1913. 
It has also been held that a change from retirement to straight-line accounting 
does not warrant the establishment of a reserve. 

The “terms letter’ roads and the Treasury Department have agreed on a 
compromise solution of this problem which has been in dispute for such a long 
period of time. The exact details of the proposal are technical and intricate. 
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In general, it may be said that from the standpoint of the railroads affected by 
the compromise, the proposal would allow substantially the same amount of 
deductions in the aggregate as would have been allowed had they used the 
straight-line method of accounting at all times. By a series of adjustments, 
prescribed by the proposal, the 30 percent reserve would be reduced and_ the 
difference would be added back to basis for recovery by way of depreciation in 
future years. From the point of view of the Treasury Department the proposal 
would grant assurance that there would be no income tax refunds for prior 
years, Whereas under the principle enunciated in the court decisions there could 
be claims for refunds of income tax and interest in excess of $270 million for 
prior years. 

I turn now to the matter of the future treatment which might be given to the 
matter of retirement and replacement of railroad property, and capital expendi- 
tures for railroad plant. 

I have previously noted that for the period between the end of World War 
II and the close of 1957 the railroads expended nearly $13% billion for im- 
provements to their property. Despite this vast sum, current needs for further 
expenditures tend to make this figure seem relatively small. For example, it is 
estimated conservatively that about $1 billion is needed annually solely to pro- 
vide an adequate supply of cars and motive power. This anticipated current 
annual expenditure for equipment alone compares with $1.1 billion expended 
on the average for all capital expenditures during this 12-year period. 

It should also be noted that during this period the railroads realized a rate of 
return of about 3.75 percent on their property investment. This low return pre- 
cluded any equity financing of capital improvements. Consequently, to augment 
funds derived from meager earnings and free cash from depreciation and amor- 
tization accruals, resort was made to the sale of equipment trust obligations. “In 
1945 total outstanding equipment trust obligations amounted to $773 million; 
by 1956 this had increased to $2.631 billion. Not long ago, funds could be pro- 
cured from this source at a cost of around 2 or 3 percent. Today, however, even 
the most prosperous roads are required to pay close to 5 percent, while those 
less fortunate pay nearly 6 percent. To an industry now earning barely 3 per- 
cent on its net property investment, these rates are almost prohibitive. 

It is obvious that with continued diminishing operating earnings in sight, 
inability to resort to equity financing for capital funds, rapid amortization a 
thing of the past, equipment trust financing becoming increasingly costly, and 
relatively little free cash available from depreciation because of the unusually 
long life of railroad depreciable property and consequent low depreciation rates, 
relief in some form must be provided if the railroads are to continue in the fu- 
ture as in the past. 

With this in mind, I have two proposals to submit for your consideration. 
One may be described as the construction reserve deduction; the other, 20-year 
life for railroad depreciable property. 


CONSTRUCTION RESERVE DEDUCTION 


The construction reserve deduction contemplates the establishment of a con- 
struction reserve fund on the books of a railroad in accordance with rules and 
regulations prescribed jointly by the Secretary of the Treasury and the Inter- 
state Commerce Commission. Amounts deposited in this fund would be de- 
ductible by the railroad depositor in computing its Federal income tax. Amounts 
so deposited could only be used for the acquisition of equipment and other prop- 
erty. used in the transportation business by railroads or for the reduction, in 
whole or in part, of debt incurred in connection with such acquisitions. Unless 
so used within a 5-year period, deposits in the fund would be taxable at the rate 
applicable to the year when the deduction was taken. Withdrawals for the pur- 
pose of such debt reduction would be limited to an amount equal to the adjusted 
basis of the asset with respect to which the debt is being reduced. To the ex- 
tent that funds are withdrawn from this fund for the procurement of railroad 
equipment, for example, it is required by this proposal that there would be a 
corresponding reduction in the basis of such property for the purpose of com- 
puting depreciation. 

By way of illustration, if a railroad corporation deposited $1 million into 
such a fund, it would be entitled to a deduction therefor of such an amount 
in computing its tax. If within 5 years, it failed to use the deposit for the 
purposes stated, tax would be due thereon at the rate applicable when the de- 
duction was taken. If the deposit is used in full for the purchase of freight 
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ears costing $1 million, their basis for purposes of computing depreciation 
would be zero. 

The accelerated recovery of their cost by way of the deduction and the 
coincident reduction of their basis results in a shrinkage of the depreciation 
deduction in future years at which time the Government would recover its 
initial loss by way of the higher taxes which would then have to be paid. This 
is tax deferral, not tax forgiveness. By this proposal, only costs are recovered. 
In the financial squeeze which now constricts the railroads, it is clear that this 
proposal would provide capital for plant improvement with little if any fore- 
seeable detriment to the Government. 

This proposal is far more than just a matter of tax relief for the railroads, 
and the benefits that would flow from this proposal are far more specific and 
tangible than those that flow from such a plan for the encouragement of the 
acquisition of equipment as rapid amortization. This plan will have specific 
benefits affecting the long-range operating efficiency of the railroad transporta- 
tion system. For example, it is a fact to be reckoned with that there is neces- 
sarily a substantial time lag between the placing of orders for railroad cars 
and the delivery of such cars. It is also a fact to be reckoned with that our 
economy is subject to frequent rises and falls. The rises and falls in our econ- 
omy are reflected to an exaggerated degree in railroad car loadings and gen- 
erally orders for equipment go up and down with car loadings. The net result 
is that when we have a sharp rise in our economy, all too frequently it is 
following in the wake of a slight recession when orders for cars have been 
sharply curtailed so that the demand for cars is generally past its peak before 
the necessary equipment becomes available. The construction reserve fund 
contemplated in this proposal would very definitely tend to level out the peaks 
and valleys of railroad orders for equipment. It would permit orderly long- 
term programing which would be little affected by minor swings in the economy. 
If money were placed in the construction reserve fund in good times and there 
followed a recession, a railroad company faced with the alternative of with- 
drawing money from the fund and paying taxes on it or continuing with its 
program of capital replacements would almost certainly elect the latter alter- 
native. The collateral effect of such long-range programing of railroad equip- 
ment purchases and the elimination of sharp peaks and valleys would go a 
long way toward converting many of the railroad suppliers from victims of 
a feast or famine economy to beneficiaries of an orderly and stable economy 
with unquestioned resulting benefits in the form of greater efficiency, more 
stable employment and lower costs which, of course, would redound to the 
benefit of the railroad purchasers as well as the suppliers themselves. 

It is proposed by the railroads that this construction reserve proposal be 
accomplished by way of an amendment to the Interstate Commerce Act. It is of 
interest to note that a provision somewhat similar to this appears in the Mer- 
chant Marine Act of 1936, as amended. 


20-YEAR LIFE FOR RAILROAD DEPRECIABLE PROPERTY 


In the tax field I come finally to the proposal I have referred to as “20-year 
life for railroad depreciable property.” It is a matter of common knowledge 
that railroad depreciable property is extraordinarily long lived—lives of 50 to 
100 years have been used generally in respect of roadway structures and lives 
up to 35 years on equipment. The average overall rate for the industry is 
but little more than 2 percent. It is obvious that this meager flow of free cash 
is absolutely inadequate to meet even the downpayment for replacements in 
these days of inflated cost. It is equally clear that in the light of present tech- 
nological advancement and high costs, no taxpayer should be required to wait 
such inordinate lengths of time to recover his capital investment in depreciable 
property. 

The position of the railroad industry with its small depreciation deduction 
based on its long lived assets compares most unfavorably with its competitors 
with respect to whose depreciable assets relatively short lives have been ac- 
corded ; aircraft, for example, 5 years; heavy trucks and buses for long distance 
use, 8 and 7 years, respectively. The mere statement of this comparison com- 
pletely expounds the competitive difficulty in this area. In such an era of 
change, both in the way of doing things and in the diminishing value of the 
dollar, it is transparently clear that modernization and efficiency can more 
easily be accomplished by our competitors who recover their capital cost over a 
short period of time than is the case with the railroads which realize the need 
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for such activity in order to continue to exist, but which are hampered in so 
doing in large measure by so little annual cash recovery due to their long- 
lived property. 

In order to alleviate the situation and to reduce the present disparity in 
depreciation rates between the railroads and their competitors, it is proposed 
that no railroad depreciable property will, for tax purposes, be presumed to 
have life longer than 20 years. This proposal contemplates that acquisition of 
railroad depreciable property, such as freight cars, by the railroads after a 

date, January 1, 1958, for example, will, if the taxpayer so elects, be 
written off in 20 years. As to depreciable property on hand on such a date 
which has a remaining useful life at that time longer than 20 years, it is pro- 
posed that, at the taxpayer’s election, it will be shortened so as not to exceed 
20 years. 

his proposal simply permits the recovery of cost in a more reasonable time. 
As in the case of the construction reserve deduction proposal no subsidy or tax 
forgiveness is provided. The taxpayer recovers no more than he would other- 
wise; he just gets it back quicker, which is highly desirable and most vitally 
important to the railroads in their present critical circumstances. 


SUMMARY 


I would like to conclude, Mr. Chairman, with a very brief summary of the 
several proposals I have made for what was referred to in the notice of these 
hearings as “constructive action to help the railroads to help themselves before 
the situation has deteriorated to the point at which drastic action would be 
necessary.” Before doing so, however, let me say again as I said earlier, that 
my purpose has not been to come forward with a complete and comprehensive 
program of the legislative action the railroads need and feel they are entitled 
to ask. I have confined myself to a few suggestions that we feel are susceptible 
of early and favorable consideration by the Congress, and of readily foreseeable 
benefit to the Nation’s railroads. 

To summarize the suggestions I have made: 

1. The repeal of the excise taxes on amounts paid for transportation would 
be of great assistance to common carriers and would constitute action which 
could be taken very quickly by the Congress. Other matters on the tax side 
include the 30 percent depreciation reserve to correct an existing inequity, the 
proposal for a depreciable life not in excess of 20 years for railroad property 
and the proposal for a construction reserve deduction as I have outlined in my 
testimony. 

2. We earnestly hope that the Congress will give careful consideration to the 
views of the railroads with respect to competitive ratemaking (bills thereon 
being, as I have mentioned, now pending in the House of Representatives) 
and the matter of greater latitude for the railroads to engage in other forms of 
transportation. 

3. Prompt consideration can be given to pending bills dealing with the agri- 
cultural commodities exemption. These bills are S. 2553, introduced by the 
chairman of this subcommittee, and S. 1689 (the Interstate Commerce Commis- 
sion’s bill), introduced by the chairman of the Committee on Interstate and 
Foreign Commerce. 

4. Prompt consideration can also be given to the proposal made by the rail- 
roads during the hearings on S. 1677 having to do with an amendment to sec- 
tion 208 (c) of the Interstate Commerce Act, which I have outlined in that 
part of my direct testimony dealing with redefinition of private carriage. 

5. Early action can be taken on the proposal I have advanced with regard 
to giving the Interstate Commerce Commission jurisdiction in the field of dis- 
continuance or consolidation of train service and stations. 

6. We are hopeful that the Congress will give early attention to the subject 
of adequate charges for the use of publicly provided transportation facilities, 
such as highways, improved waterways, airways, and airports. 

7, Finally, we hope that the Congress will bear in mind that any additional 
costs saddled upon the railroads through adverse legislation can greatly increase 
the prospect of deterioration in the railroad situation, which is the subject of 
these hearings, and that no such legislation will be enacted by the Congress. 


Senator Smatuers. Senator Lausche, do you have any questions? 
Senator Lauscue. Yes. 
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_ I take it, Mr. Loomis, from the whole of your statement that you 
are propounding the proposition that there should be general equality 
of treatment of all types of public carrying service ? 

Mr. Loomis. That is right. 

Senator Lavscue. And by that you imply that under the procedure 
followed, there has been a disparity in the type of treatment accorded 
by Congress to one class of service as distinguished from the others? 

Mr. Loomis. Either accorded by Congress or as the result of inter- 
pretation of congressional policy. 

The ratemaking, in our opinion, is an erroneous interpretation of 
congressional policy, but we think it should be made clear, by con- 
gressional action, that each form of transportation should stand on 
its own feet. 

We do not think the Transportation Act itself created that, but 
that form of interpretation has crept in. 

Senator Lauscue. I suppose you would subscribe to this proposi- 
tion: That when we consider what treatment should be given by the 
Federal Government—let’s say to the airlines—we at the same time 
should give careful attention to ascertain the impacts that that treat- 
ment will have upon other types of carriage; that is, water and rail- 
road and motor carriers. 

Mr. Loomis. I think the Congress would have to look at the entire 
transportation picture in legislative action. 

Senator Lauscue. That isn’t the point I am trying to make. You 
can’t begin treating one favorably without realizing that you are 
placing a burden on the other that might become insurmountable. 

Mr. Loomis. But you can give equality of treatment, or equality 
of opportunity. 

Senator Lauscue. You do undoubtedly subscribe to this: That no 
form of transportation should be either handicapped or favored by 
Government. 

Mr. Loomis. I would subscribe to that, yes. 

Senator Lauscuz. You did make mention of subsidies and dis- 
criminatory type of provisions provided by the Federal Government, 
which have had an adverse impact upon your type of carriage? 

Mr. Loomis. That’s right. 

Senator Lauscue. Last fall Congress adopted a bill providing the 
guaranteeing of loans for the airplane industry in a sum not to ex 
$5 million to each, and I think embracing an aggregate figure of about 
$125 million for the purchase of new equipment. 

We now have pending before the Congress a bill that will give 
capital gains accumulated on the basis of 7 years of depreciation 
aggregating $66 million to the airline industry. My query is, Do 
these acts have any effect upon your operation and ability to survive! 

Mr. Loomis. Not being too familiar with them, and without study- 
ing them, my answer would have to be a sort of an iffy thing. Cer- 
tainly I think it can be said that a contribution by the Federal 
Government of that sort must help the airlines in their competitive 
situation. I would not say, however—trying to speak off the cuff— 
that that is the sort of thing that we particularly take exception to. 

What we are advocating is equality of opportunity to compete. 

Senaor Lauscue. Do you take the position that the Federal Govern- 
ment should subsidize the purchasing of capital equipment? 
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Mr. Loomis. No; I don’t take any such position, Senator. 

Senator Lauscur. Do you have any distinct views on it? 

Mr. Loomis. No. Presently I can’t say that I do. 

Senator Lauscue. Are you opposed to that policy ? 

Mr. Loomis. I really couldn’t express an opinion without giving it 
some study. 

Senator Lauscue. I think that is all that I have. 

Senator Smaruers. Senator Yarborough, you are a member of the 
subcommittee. Do you have any questions? 

Senator Yarsoroueu. I probably will have some questions later, 
Mr. Chairman, after other witnesses have been heard, if 1 may submit 
questions at that time. At this time I have only one question. 

Mr. Loomis, your Trends in Railroad Operation, your statistical 
summary presented with your statement, page 32, table 25, contains 
a table of freight cars installed and retired. Do you have any similar 
compilation of information with reference to passenger cars installed 
and retired ¢ 

Mr. Loomis. We can furnish that, Senator. 

(See Mr. Loomis’ supplemental letter following his presentation.) 

Senator YarsorouGH. Protests have been made to me in recent 
months that where passenger traffic has been discontinued, the rail- 
roads have been taking the pasenger cars that were formerly used 
there and cutting them up for scrap steel and other scrap, and the 
protestants have said that that would leave us, in the event of a 
national emergency, actual war rather than cold war, and the need 
to carry people by rail, with a totally inadequate number of passenger 
cars for emergency use. 

Could you tell us whether or not those passenger cars are being 
scrapped or whether they are being kept on a standby basis where 
the passenger service is discontinued ? 

r. Loomis. I can’t tell you offhand. I would have to check that. 

Senator Yarsoroucu. Would you check that and give us that infor- 
mation ? 

Mr. Loomis. As I understand it, you would like a table similar to 
this, prepared for passenger cars ? 

Senator Yarsoroueu. Yes. 

Mr. Loomis. Including head-end cars, such as baggage ? 

Senator Yarsoroven. Yes. And when retired whether they are 
scrapped or would be available on a standby basis in the event of an 
actual shooting war. Could you furnish us that ? 

Mr. Loomis. Yes, I would be glad to. 

(See table 25 in the exhibit entitled “Trends in Railroad Operations” 
submitted by Mr. Loomis and appearing subsequently. ) 

Senator YarsoroucH. With reference to the passenger traffic, in 
your judgment is the continued decline of the passenger traffic neces- 
sary, or do you think the railroads with more efficient operation could 
recapture a part of the passenger traffic that they have lost? 

Mr. Loomis. I think they would have a very difficult time recap- 
turing very much of it. The use of private automobiles, the use of 
the airplane because of its much greater speed, in many fields of pas- 
Senger service, makes it almost impossible to compete. The fall- 
off has continued even on some of the best trains that certainly are 
operated for the comfort of the traveling public. 
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Senator Yarsoroven. I hear people who use trains in traveling, 
I have heard in increasing volume in the past year, that the service 
was slow, it was discourteous, it wasn’t as good as it was a year ago, 
“T believe they are trying to drive pasenger traffic away from the 
railroads.” at would you comment on that ? 

Mr. Loomis. I don’t believe that would be true as a general propo- 
sition. Let me take just one example with which, having recently 
moved from Chicago, I am particularly familiar. I don’t think that 
any of you who ride the Capital Limited, to take one train, could 
find very much fault with it; and yet I have seen, in riding it in the 
past year, a very substantial decrease in the utilization of that train. 
And that is a train with fine service. Naturally, I have ridden all 
over the United States, but certainly some of the fine trains, where 
the service is excellent, are still having a very difficult time in oper- 
ation. 

Senator Yarsoroven. Thank you for the information. 

Senator Smatuers. Without objection we will make as part of the 
record this brochure entitled, “Trends in Railroad Operation.” 

(The above-mentioned brochure is as follows :) 


TRENDS IN RAILROAD OPERATIONS 


Association of American Railroads, Bureau of Railway Economics, 
Washington, D. C., December 1957 


Taste 1—Cars of revenue freight loaded 1955-57—Railways of class I in the 
United States 










Number of cars loaded Percent increase 
Period 
(1) 
ee nin wen enbe vomebmesbil 2, 504,652 | 2,712,773 2, 565, 299 8.3 15.4 
EN ad ok suthccaccwgisdosacasceuynntiinl 2, 555, 887 2, 750, 654 2, 615, 825 7.6 14.9 
SE tps ed ncnccdewcacecntanandedsa 3, 256,171 | 3,516,776 | 3,446,351 8.0 12.0 
a ase ce slena hiegen ds rersopsgiiiiadio 2, 756, 853 | 2,970,845 | 2,695,795 7.7 19.3 
I Se oS ECan aah oc bidiawbiocan ac 3,045,017 | 3,115,415 2, 887, 740 2.3 17.3 
ER eticctticnen ob cietipn kbcodhaindkbeaccens 3,761,514 | 3,862,583 | 3,630, 500 2.7 16.0 
laa aims inl 3, 015, 464 2, 396, 583 | 2,707,091 | 120.5 13.0 
ee tee bane 3,699,917 | 3,736,145 14.7 1.0 
4 weeks September. -._.................-..-...--..- 3,148,481 | 3,154,584 | 2,851,465 0.2 19.6 
ie cil dichinm ce ncdnackihibasidccet , 281, 3, 283, 994 2, 919, 667 0.1 iL 
eee ae eee t 255 | 3,739,881 | 3, 223,050 10.5 113.8 
I no) nec abemdbeseeades 2,668,541 | 2,640,344 |_....--..__- 111 liana 
NR Sie ickipiiniteeinbiieemcipesaliumaal 37, 636,031 | 37, 841,969 |...-........ 0.5 |. or 
1 Decrease. 


Source: Car Service Division, Association of American Railroads. 
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TABLE 2.—Income account—Railways of class I in the United States, 1955-57 


[Dollar amounts in millions] 


10 months, January to October 



























































Item 1955 mF. 

1956 1957 Percent 

increase 
Total operating revenues. .........--2....----- $10,106 | $10, 551 $8, 787 $8, 837 0.6 
titans ckiceddyn dcetind sanaundeatniteabn 8, 588 8, 951 7, 467 7, 542 1.0 
Rk 743 757 628 617 117 
alas ceichniiccin nodal ine rosie nace - 825 843 692 678 12.1 
Total operating expemses-.-.-.-.....-.......-.-- 7, 646 8, 108 6,7 6, 878 2.3 
Operating ratio (percent)._...._...-.-_-----s.------ 75.66 | 76.85| 76.55 | 77.83 |--..._.... 
Wt, dale sh cd os nn eee $1, 080 $1, 121 $954 $934 12.1 
SN CUI d, os chicas nbc cindamcmabeencehaoln die - 252 253 211 226 7.2 
Net railway operating income-.-.-__-.-...-_-.-- 1, 128 1, 068 896 799 | 110.9 
Ratio to revenue (percent) __.............-.-.-------- 11.2 10.1 10.2 . eg 
Rate of return on net investment (percent) __--__--.-- 4. 22 We deachen cats 23.54 |: aah aaiile 
————__—__ ———— | =a ——_ 
Pe iaiochiccndencddbenec}eonncngeuttlttens 7 76 $716 $617 113.8 








1D i 
2 Rate of return for 12 months ended Oct. 31, 1957, 


Source: Reports to the Interstate Commerce Commission) 


TABLE 3.—Net working capital '—Railways of class I in the United States, 
1945-57 


As of— Net working capital | As of— Net working capita 
Dee. 31— Dec. 31— 

Pind nine $1, 643, 100, 000 a $678, 700, 000 
4. eee 1, 256, 700, 000 1056%....<-- 604, 800, 000 
BeO7.. 522 867, 600, 000 NB Gen nes 809, 200, 000 
ees feawshe 754, 200, 000 ., ee 938, 100, 000 
Been. ton 645, 100, 000 PEP k sh oewee 683, 400, 000 
_., aes 805, 900, 000 Sept. 30, 1957-_--- 537, 200, 000 
Ete whamaln 530, 600, 000 


1 is aries sone is the difference between current assets (excluding material and supplies on hand) 
and current liabilities. Railroad cash expenses (largely wages, fuel, and materials), rents and taxes ap- 
proximate $750,000,000 per month, 
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Tarte 4.—Revenue ton-miles anid revenue passenger-miles handled—Railways' of 
class I in the United States, 1955-57 





1955 | 1956 | 1957 





Revenue ton-miles (millions) 





























! 

January ..- --- ovka ss tcndhuiadeRnnp nackte cedanny ademas 46, 086 | 52, 577 49, 919 
6 nhictian Rw edseuie ane idectanas gan iaety 44, 505 51, 362 48, 041 
ahs ni cihbhdniihictne ome dasaat iam seeswateeracd Sakae 49, 530 54, 859 54, 989 
atk abinibhinninacin tin adsinanaawe we tides eas pies Wabasha 49, 155 53, 505 51, 873 
Mids.) .-atctpescscoscgec essa aeaaee eaten natant 53, 705 56, 619 54, 809 
ces ewe bp Ait cdnendyti ines sheglanvategunnninkemtine 53, 314 | 54, 537 52, 650 
inion seh eb ahh on cna ding eaien : simian gon Ita 52, 052 46, 586 50, 125 
NS iol ie hand wsnudipnedbtencakbeths abun kets aakietate 55, 669 55, 380 56, 142 
NOE 50 oh ot tine ces o asa gee sonatas sn Schiae alist 55, 193 | 55, 482 51, 772 
FREER 45 RR 5 A ER een eee 58, 364 | S0 S06 to 52-522<<eee 
SD enh ue ih cnosed ack dh thGtnasdeaddvcuncsoecces into! 53, 691 | O5, GG t.0-.-.cvaccone 
December. _.-...----- Lc ieenceaigtecee tae eee 51, 698 | eel... ie 
Wen cbt eancn 5 ipaabtlan didn a iin ates Mies isc o/chiadateri terete 622, 967 | 646, 976 mesa mae 

Revenue passenger-miles (millions) 
in Reiki 2 wie nue aan Bibhw is dota ab windeidsimaae tenia 2, 487 2, 449 2, 347 
at oh cin eis cus ecigiliod enh awndacaikandnmaweteeansaies 2, 059 2, 101 1, 981 
ER RERERGETEE Seno 8 > Seen eee mosneceseenasen| 2,118 2, 200 2, 012 
eee ee | Hm] git) 3 

es cn k ating cookin sek diitiabiedeme dates denkarenehetna | , | [ ; 
ee ee eee 2, 560 | 2, 584 2, 421 
TP iiciaiisis cet ca cccee ccveccsamsuscusssecccasccsceuseavetcet 2, 792 2, 792 2, 629 
i SIGE « nsuh on nn buaneiee pind Hbin <nhedngah eneinaetaebieniias 2, 742 2, 745 2,537 
TE oI), nannsitnadh tam tadeuttel- debs dow ntendiannabdnetinn 2, 314 2, 229 1, 987. 
October Lieshguenie abodes 2, 152 | 2, O08 Bs cnn dendinnw 
November. -------- coin toontictpesed res locniaaiaia, baa leg sao sigs apa eae | 2, 161 BOO Loscnnedspuenen 
I nw inngairenintae okie littiessy uilthassis avetkcastindatebeaieaaaane 2, 645 | GEE bicacéusentiinne 
a a cI a 28, 523 | aL... ee 





Source: Monthly Report Form M-~-220 to Interstate Commerce Commission. 


TaBLE 5.—Revenue per ton-mile and per passenger-mile—Railways of class I in 
the United States, 1939-57 














| Average revenue per Average revenue per 
ton-mile passenger-mile 
Year 
Amount Index Amount Index 
(cents) (1939 = 100) (cents) (1939= 100) 
(1) (2) (3) (4) 
NG tee ee o.oo el eoinndemaan 0. 973 100.0 1. 839 100.0 
TT clad ocean 4 . 945 | 97.1 1. 754 95. 4 
| he es ae ED etn a . 935 | 96. 1 1. 753 95.3 
SE a es: Se sae . 932 95.8 1. 916 104. 2 
I ee tnd odimaaancadh~ . 933 | 95.9 1. 882 102.3 
ic BRy Ste cmos 4.cdaoteinsceetinieaiemantinnie . 949 | 97.5 1. 874 101.9 
en Se oc nw ateaienedions . 959 | 98. 6 1. 871 101.7 
EE Wilh gee oc 0 pawancauceumeneasaes . 978 | 100. 5 1. 947 105. 9 
EN gee tt ha oolig ustdvinnankin dies kenanee 1. 076 110. 6 2. 097 114.0 
oa ee aee 1, 251 | 128.6 2. 341 127.3 
Re ico trad ctaicedyocaadsindeedemane 1. 339 | 137.6 | 2. 452 133.3 
RN aati nama ee 1. 329 | 136.6 | 2. 561 139. 3 
Se i eR ee ee eee 1. 336 137.3 2. 601 141.4 
CN RR on ss aan acmacammaamemae 1. 430 147.0 | 2. 664 144.9 
I ee dun adnacaows 1.478 151.9 | 2. 660 144. 6 
| Sa 2 ee Oe 1. 420 | 145.9 | 2. 620 142. 5 
a a 1. 370 | 140.8 2. 604 141.6 
i Pi awl 1. 384 142.2 | 2. 684 145.9 
I I re saraeericnannlsbtowlibinastocte 1. 434 | 147. 4 | 2. 821 153. 4 





Source: Interstate Commerce Commission reports. 








i 
' 
' 


SeeRaninieanineeniecemnati aneeceeenerneaeeietnemeeeeeneneneieeeaae i anaaiee ne eer 


t 


40 PROBLEMS OF THE RAILROADS 


Taste 6.—Trend in Wholesale Price Index, Consumer Price Indew, and indew of 
average revenue per ton-mile of railroad freight 








[1939 100] 
Average rev- 
Wholesale Consumer enue 
Price Price ton-mile of 

Year Index Index ‘oad 

freight 

(index) 

(1) | (2) (3) 

100.0 | 100. 0, 100.0 
102.0 | 100. 8 97.1 
113.4 | 105. 9 96. 1 
128. 1 117.3 95.8 
133.7 124. 6 95.9 
134.9 | 126. 6 97.5 
137.3 | 129. 5 98.6 
157.1 | 140. 4 100.5 
192. 4 160. 8 110.6 
208. 4 173. 1 128.6 
198.0 | 171.4 137.6 
205.8 | 173. 1 136.6 
229.1 | 186.9 137.3 
222. 8 191.1 147.0 
219.8 192. 6 151.9 
220. 2 193. 3 145.9 
221.0 192. 8 140.8 
228. 1 195.6 142.2 
234. 5 201.7 147.4 








Source: Wholesale Price Index and Consumer Price Index from U. 8. Department of Labor, Bureau of 
Labor Statistics. Average revenue per ton-mile, from reports of the Interstate Commerce Commission, 
reduced to an index basis. 
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42 PROBLEMS OF THE RAILROADS 


TABLE 7.—Condensed operating income account—Railways of class I in the 
United States, 1925-56 


{In millions] 




















Operating Operating Rents, net | Net railway 
revenues expenses Taxes debit operating 
Year income 

(1) (2) (3) (4) (5) 
CE orks atin dda banwinecsdibscindevar $6, 122. 5 $4, 536. 9 $358. 5 $106. 0 $1, 121.1 
Ret, eater renee 6, 382.9 4, 669.3 388. 9 111.6 1, 213.1 
PRES piace adh enkbibadvesouced 6, 136.3 4, 574.2 376. 1 118.0 1, 068.0 
cd Sotelo ns can centnerceoces 6, 111.7 4, 428.0 389. 4 121.4 1, 172.9 
eR te ena hind merece 6, 279.5 4, 506. 0 396. 7 125.1 1, 251.7 
Average, 1925-29..............__- 6, 206. 6 4, 542.9 381.9 116. 5 1, 165.3 
Average, 1930-34.._.............. 3, 792. 7 2, 849.8 283.3 128. 0 531.6 
3, 846.2 2, 856. 7 315.8 129.9 543.8 
4, 296. 6 3, 089. 4 396. 4 128.7 682.1 
5, 346.7 3, 664. 2 547.2 137.0 998. 3 
7, 465. 8 4, 601.1 1, 198.8 181.4 1, 484.5 
9, 054.7 5, 657.4 1, 849. 2 188.3 1, 359.8 
9, 436.8 6, 282. 1 1, 846.0 202. 4 1, 106.3 
8, 902. 2 7, 051.6 823.5 175.0 852.1 
7, 627.7 6, 357. 4 498.2 152.0 620. 1 
8, 684.9 6, 797.3 936. 4 170.5 780.7 
9, 671.7 7, 472.1 1, 028. 5 169. 1 1, 002.0 
8, 580. 1 6, 891.8 832. 5 169.3 686. 5 
9, 473. 1 7, 059. 3 1, 194.6 179.5 1, 039.7 
10, 390. 6 8, 041.3 1, 203.3 203. 5 1942.5 
10, 580. 8 8, 052. 5 1, 261.9 188. 2 1 1,078.2 
10, 664. 2 8, 135.2 1, 185.0 234. 6 11, 100.4 
9, 370. 8 7, 384.5 861.3 251.0 1 874.0 
10, 106. 3 7, 646. 4 1, 080. 4 251.5 11, 128.0 
10, 550. 9 8, 108. 4 1, 121.3 253.0 11, 068.2 

Increase, 1956 over 1929: 

eneee te BD cen $4, 271.4 $3, 602. 4 $724. 6 $127.9 2 $183. 5 
Pst Dagidle agin sntimnin 68.0 79.9 182.7 102. 2 214.7 





1 Includes tax credits (deferrals) as follows: 1951, $41,000,000; 1952, $97,600,000; 1953, $146,400,000; 1954, 
$148,800,000; 1955, $179,200,000; 1956, $180,200,000. 
£ Decrease. 


Source: Reports of Interstate Commerce Commission. 
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CHart OC 


DISTRIBUTION OF GROSS REVENUES 


Roilroads of Class I in the United States 


19 2 9 and 1956 


millions 





$10,000 
8,000 WAGES * 
6,000 
PAYROLL TAXES 
OTHER TAXES 
4000 
FUEL, MATERIALS 
AND SUPPLIES 
2,000 
OTHER EXPENSES 
NET RAILWAY 
i OPERATING INCOME 


1929 1956 


* Including health and welfare benefits 
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Tastx 8.—Rate of return—Railways of class I in the United States, 1925-56 





Rate of return 
Net invest- I, 0. C. Net railway 
ment ! valuation 2 operating 








Year income On net in- | OnI.C. 0, 
vestment valuation 
(1) (2) (3) (4) 
Millions Millions Percent 
$21, 893. 6 $1, 121.1 5.12 
22, 395. 9 1, 213.1 5. 42 
22, 848. 2 1, 068. 0 4. 67 
23, 209. 6 1,172.9 5.05 
28, 630. 6 1, 251.7 5. 30 
22, 795.6 1, 165.3 5.11 
23, 738. 2 531.6 2. 24 
23, 104. 2 543.8 2.35 
28, 092. 5 682. 1 2. 95 
28, 234. 4 998. 3 4.30 
23, 352. 4 1, 484.5 6. 36 
23, 529. 4 1, 359.8 5. 78 
28, 525. 7 1, 196.3 4.70 
23, 001.7 852.1 3.70 
22, 577.7 § $20, 647.2 620. 1 2.75 3.00 
22, 720.1 20, 800. 7 780. 7 3. 44 3.75 
23, 257.8 21, 326. 8 1, 002.0 4.31 4.70 
28, 826. 4 21, 906. 5 686. 5 2. 88 3.13 
24, 310. 1 22, 408. 0 1, 039. 7 4.28 4.64 
25, 055. 2 23, 206. 9 942. 5 3.76 4.06 
25, 890. 6 24, 048. 3 1, 078. 2 4.16 4. 48 
26, 466. 6 24, 626.9 1, 109. 4 4.19 4.50 
26, 670. 4 24, 871.5 874.0 3. 28 3. 51 
26, 760.9 24, 935.3 1, 128.0 4.22 4. 52 
27,012. 5 3 25, 245.0 1, 068. 2 3. 95 4.% 
1 Average as of beginning and end of . Includes investment in road and equipment used in trans- 
portation service after deducting accrued depreciation and amortization charges, plus material and supply 
inventories and cash. 
2 Average as of beginning and end of year. Values prior to 1946 not available on comparable basis. 
3 Partially estimated. 


Source: Reports of Interstate Commerce Commission, except net investment 1925-52 from reports of 
railroads to Bureau of Railway Economics, 
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Taste 9.—Ratio of net earnings to total operating revenues—Railways of class I 
in the United States, 1925-56 

















Net railway operating 
income 
| Total operat- |__ = aa <a 
ing revenues | 
Year | (millions) Amount Cents per 
| (millions) | dollar of 
| gross 
(1) (2) (3) 

ke ids bdisetinatoninbehsdccsmndacesnametOpccccnch $6, 122. 5 $1, 121.1 18.3 
inc nk Ee Red ieiien einen sn ds cnccoet 6, 382. 9 1, 213. 1 19.0 
ce wien no Re ne ee mniiahtn thinned Dao a 6, 136.3 1, 068. 0 17.4 
in rec ate dgg indent th nen sham atibenin + eats 6,111.7 | 1, 172.9 19.2 
an cee aieebetkddnneesecee sends ctcumnccsetapnepeemen 6, 279. 5 1, 251.7 19.9 
AWOERD, Fe recite eiictceicecpamenccneccsnccsesnseondeae | 6, 206. 6 1, 165.3 18.8 
RA, TH acai pin enntiecde nite ledingy = sp ccdes | 3, 792. 7 531.6 14.0 
DDR, CO ta iain ecieiciiciennciniccmenrnncnrndinien J . 3, 846. 2 543. 8 14.1 
ee eet ei tebdin one ddnnn oncsewanihies on 404 we 4, 296. 6 682. 1 15.9 
os on Ch ede ainda dteesthindpssnedsisoccce 5, 346. 7 998. 3 18,7 
«kth. Ske adh dn tebith oonodpancncde 7, 465. 8 | 1, 484. 5 19.9 
RG GRE RAE EE BASS tL I Biubwsens 9, 054. 7 1, 359. 8 | 15.0 
I on cn nano -mecndedonaenanebiderte eer kn ReneS = 9, 436. 8 1, 106.3 | Iz 
ii no hn bares hota peedaliniiialabinin wnytibtn cabal bal 8, 902. 2 | 852. 1 9.6 
Bo nnn ole hh ecinknanbotntbhans pevbinseenentblaseegerey 7, 627.7 | 620. 1 8.1 
ne on coke hhpadatbenncedigateswedlpnenhgeecdbocbegine 8, 684. 9 780. 7 9.0 
Bin on oo oo china a enein aidan morn inen needs 9, 671.7 | 1, 002. 0 10.4 
BE noc nee ncdisidtlediih cine tia binnhtawaan annals on genic 8, 580. 1 686.5 | 8.0 
Tn oa ienen dann ebitasidelinn sik tntaidahadlniedumpaiicen qtiniininanmp aie 9, 473.1 1, 039. 7 11.0 
ccc codircts cde bnethdibnatmennenenmniabndshatege a 10, 390. 6 | 1942.5 19.1 
on ooo e ida adit ind ain cnn gin eeees 10, 580.8 | 1 1, 078. 2 110.2 
29GB ..n 2 oe eebe Sees Ua EtEcaeeweetcc sews cesssscommusee 10, 664. 2 | 11, 109.4 110.4 
I ancien ns Deena t ue nangend bhemibedeaes 9, 370.8 | 1 874.0 19.3 
occ cb ted mR aaneeehbaseetnidoiminathnkedeibion 10, 106.3 | 11, 128.0 111.2 
BE cccrc.0k Rita aR ede nba nbne bine icin oe 10, 550.9 | 1 1, 068. 2 110.1 








1 Includes income tax credits (deferrals). 
Source: Interstate Commerce Commission reports. 
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48 PROBLEMS OF THE RAILROADS 


Taste 10.—Reduced margin of profit, increased wage costs—Railways of clags I 
in the United States, 1925-56 











Margin of Ratio— Margin of Ratio— 
profit (net wages and profit (net wages and 
Year railway oper- payroll Year railway oper- payroll 
ating income taxes ating income taxes 
per dollar per dollar per dollar per dollar 
of gross) of gross of gross) of gross 
Cents Cents Cents Cents 
CO. oun ctbditineen ae 18.3 re iinncncuwesndea 8.1 55.5 
Dis socneivebubinines 19.0 EE Bea thincnnkennaweden 9.0 51.7 
a cceccnpapeiiieniiind 17.4 ED Bt MBS bcbecccncupabegen 10.4 49.7 
Ss ccninnnijeiniishatnatinisnnda 19.2 i Cn. ibcnescseurenges 8.0 51.8 
RR A STOR 19.9 TE MR cckecacesatsnedua 11.0 49.0 
1936-1020... .-......... 18.8 SE EES bébcnncndnanceger 9.1 51.0 
1930-1934. ............ 14.0 Cs shcncacpagionedan 10.2 50.6 
1935-1939... ........... 14.1 RE I ESI cine emaisnmircngioom 10.4 50.2 
EE Sea 15.9 ff 3 eee 9.3 52.3 
NS c binccelbehidebabaaial 18.7 3 8 a SE SS 11.2 150.1 
SRR ee Soe es 19.9 SD BE ng hcccenicneccuen 10.1 1617 
TD < <cnicasinimiinidaiiinel 15.0 39.3 || Increase 1956 over 
ic shintdansncieauiamniel 11.7 41.1 binnepasabakinges 29.8 *9.1 
Dp ninndn glimmaaiiel 9.6 44.0 
a 





1 Includes health and welfare benefits for nonoperating employees. 
3 Representing 93 percent of decline in margin of profit. 


TABLE 11.—Distribution of railroad revenue dollar—Railways of class I in the 
United States, 1929 and 1956 








Cents per dollar of gross 
Item Increase 1956 
| over 1929 
1929 | 1956 
Cents Cents Cents 
SI is seit tka deka wos ese nendececennsnces 100. 0 IGA. & |. seh. sceacteny 
2. Salaries and ae nee to operating expenses. -_--_-.-.- 42.6 47.9 5.3 
Ne eon cinesonsmaisccecscacuadue 0.6 0.6 
ee Bia denn cen dinate epee denon snscccesdheoeso- essences 3.2 3.2 
5. eR eicakdenattawtedins~4~<0...-.---- 42.6 51.7 9.1 
I Be erin nnmanccece 6.3 7.5 1,2 
7. Fuel, material and supplies, and miscellaneous. -------.-.- 23.1 20. 2 12.9 
8. Depreciation and retirements -_._.............-.-.--.-.--.- 4.1 5.4 1.3 
9. Equipment and joint facility rents....................--.- 2.0 2.4 0.4 
10. Loss and damage, injuries to persons, insurance and pen- 
RN ee etiieedncwosessdesencesenace 2.0 a7 0.7 
ll. Total qapemees ene Gaaes......0-.................---- 80.1 89.9 9.8 
12. Net railway operating income.._................-..------- 19.9 10.1 19.8 
1 Decrease. 


Source: Calculated from reports of Interstate Commerce Commission. 
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CHart F 


DISTRIBUTION OF THE . 
RAILROAD REVENUE DOLLAR 
1929 ond 1956 (Cents Per Dollar of Gross) 


cents 
100 
@— MATERIALS 
80 
@— OTHER EXPENSES 
: q¥@— TAXES, EXCEPT PAYROLL 
60 ed @— PAYROLL TAXES 
40 
@— WAGES * 
20 
NET RAILWAY 
6 OPERATING INCOME 





1929 1956 
* including health and welfare benefits. 


TaBLE 12.—Indew of average unit prices of railroad fuel, material and supplies, 
and composite indew of unit prices and wage rates, 1939-56 








[1947-49 = 100] 
Index of Combined Index of Combined 
charge-out | Index of index of charge-out | Index of index of 
Year prices of | wage rates prices Year prices of | wage rates prices 
materials and wages materials and wages 
() (2) (3) (1) (2) (3) 
52.0 56. 5 55.2 104.7 100. 2 101.6 
52.7 56. 6 55.4 106. 4 110.0 108.9 
55.2 58.7 57.7 105. 7 1120.5 116.1 
60.0 63.7 62. 6 117.5 1134.1 129.1 
64.5 68. 2 67.1 119. 1 1140.8 134.3 
67.5 71.0 76.0 122.0 144.2 137.5 
69.3 71.2 70. 6 124.2 148.4 141.1 
75.4 85.3 82.3 126.1 150.0 142.8 
88.8 89.7 89.4 134.2 162. 4 153.9 








1 Includes retroactive pay increases. 


Source: Prices of materials compiled by bureau of railway economics, AAR. Wage rates from reports 
of Interstate Commerce Counter 
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TABLE 13.—Net railway operating income, fixed charges and net income—Rail- 
ways of class I in the United States, 1925-56 


[In millions] 





Netrailway| Other Miscellane-| Fixed and 








Year 0 ting income ous de- | contingent | Net income 
come ductions charges 
(1) (2) (3) (4) (5) 
0 a $1, 121.1 $268. 1 $23.7 $664. 7 $700.8 
dic Siciinddddbdbatecwstithedndsonons 1, 213.1 297.9 22. 6 679.3 809. 1 
DP cGisin bintatnwdkicidte gdieinrysgignnipc~cccas 1, 068. 0 311.2 20.3 686. 0 672.9 
Titi vavdsicbia Reo eeedetenecce ste 1,172.9 320. 0 23.1 682. 9 786.8 
ES eS ee > 1, 251.7 359. 7 22.0 692. 6 896. 8 
sin cnwnccnabhactennces 1, 165.3 311.4 22.3 681.1 773.3 
FE PES Seiccrenanccnchnbocencoces 531. 6 260. 7 20.1 672.8 99. 4 
ee eee 543. 8 172.6 23.0 645.0 48.0 
i UCR CE Ot Oo Ge oe oe po ~~ 2 we 682. 1 169. 1 27.6 634. 7 188.9 
viéddcaatdatettenbetene+tebsosabecnses 998. 3 176.9 38. 4 637.0 499.8 
ited aicendewonengesgabooesas 1, 484. 5 182. 5 48.9 716. 4 901.7 
i ae et elie nie inabennebonvhens 1, 359. 8 201.2 41.0 646. 5 873.5 
PS SEL EL Seam Chota ecw apind sadn... cosoae 1, 106.3 211.4 41.4 709. 1 667.2 
hob aces bled ednumnon rte gweeeene= 852.1 205. 2 38. 4 568. 5 450.4 
TL, sncninmaincilnethilad «aihepidd ddan a sane ee 620. 1 209. 8 34.2 508. 6 287.1 
a ela Ele an aes emishymmrgglneae 780.7 229. 0 45.0 485.8 478.9 
ccc nhcithdssetesercdDiadcvadinadedcnd 1, 002.0 235. 1 64.8 474.2 698. 1 
Ts cal inlay Mins 686. 5 254. 5 40.3 462.5 438.2 
Pik bdieudddkdbaskotadacccasdbucdsevbane 1, 039. 7 265. 7 47.6 474.2 783. 6 
al i a a le is nein eapitily nepal 942.5 273. 5 57.4 465. 4 693. 2 
a a es 1, 078. 2 288. 7 51.1 490. 4 825. 4 
DCL cdunaatabatenabaabddndadscaucqsnus 1, 109. 4 309. 3 62. 6 452.9 903. 2 
hs ss sieodasedivait ciara natsal-ciinathddtiiis sect 874.0 276.7 51.8 417.2 681.7 
i ie SE ee anata ant 1, 128.0 270.8 57.2 414.5 927.1 
Oe de Sis inal 1, 068. 2 275. 6 52.9 414. 6 876.3 
Increase, 1956 over 1929: 
ls emia osinn 1183.5 184.1 30.9 1 278.0 120.5 
a a nt nase 114.7 123.4 140.5 140.1 12.3 
a i eceeeeeereeg nee pment phn eerie 
1 Decrease. 


Source: Reports of Interstate Commerce Commission, 
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TABLE 14.—EHffect of price inflation on railroad net income—Railways of class I 
in the United States, 1925-56 





Year 


Sp satind oso tumusccceunsenaasucansgsunees -- 
ER diva ckibscccpucncecnnpeerdeeeue 
PE, cn dckGiwdnapwuinibadacgeameaelbe 
DEN; SOOO EDs 6 an cecccdnanccsunnscdsescsoube 


aerate ate arinta nine ace aa nee 
Increase, 1956 over 1929: 

I ates os ccs astn eatin wp inertia 

Percent 








wR 
NONS>Oos 





Reported 
net income, 
railways of 

class I 

(millions) 


@) 


SSeasussacs 


~ 
Cre TINW ENON HK OF RP NANDOOWWDDOr DW 


SRBESRZSERS 


g 
> 


Consumer Railroad 
Price construc- 
Index tion index 

(1929= 100) | (1929= 100) 


(2) (3) 

102. 3 101.2 
103. 1 101, 2 
101.2 101.8 
100.0 98. 8 
100.0 100. 0 
101.3 100. 6 

83.8 86. 5 
81.6 88. 6 

81.7 92. 2 
85.8 99. 4 
95. 1 113.3 
101.0 120. 5 
102. 6 121.1 
104.9 125.9 
113.8 139. 8 
130. 3 184.8 
140. 2 169.3 
138. 9 169. 9 
140. 2 173. 5 
151.4 184. 9 
154.8 189. 8 
156. 1 197.0 
156. 6 197.6 
156. 2 202. 4 
158. 5 218. 1 


dollars ! 
(millions) 


(4) 


Sg 


BESSEERE 


tN 
tS 
= 


BEBESESER 

= or Ge 

PN PLPPNSPON: 

CH VOPRAWOKNOROCHMHUISCAMOHROHBAUDH ARNO 


£6 aggsace 
58 sekSoaee 


1 Portion paid out in dividends adjusted on basis of Consumer Price Index. Retained earnines adjusted 


on basis of railroad construction index. 
2 Decrease. 


Source: Interstate Commerce Commission and Bureau of Labor Statistics, U. 8. Department of Labor. 
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CHaktT G 


REDUCED 
PURCHASING POWER OF 
RAILROAD NET INCOME 


Railroads of Class I in the United States 


YEAR YEAR 


LOSS IN 
PURCHASING POWER 


$897 
Million 


VALUE OF 1956-NET 
$476 INCOME, BASED ON 


illion PURCHASING POWER 
OF 1929 DOLLARS 
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Tas_e 15.—Ratio of net income to net assets of leading corporations, 1925-56 





Public util- 
Manufac- Trade (re- | ities (elec- 
Class I rail-| turing cor- |Mining and| tail and |tricity,gas,|Serviceand| Finance 
Year roads porations | quarrying | wholesale) | tele — construction 
an 
graph) 
(1) (2) (3) (4) (5) (6) ~ 
6.3 10.7 () () (1) Q) ) 
7.1 10.8 () ‘3 0) : 1) 
5.7 9.0 () QG () 1 , 
6.5 11.6 (1) (1) (1) a 
7.1 12.8 (1) (1) @) 1 1) 
6.5 11.0 () @) @) @) @ 
-8 3.0 @® (1) @) @® @ 
-4 8.2 27.2 210.6 26.3 26.6 277.8 
*1.8 10.3 5.5 10.5 7.2 7.8 7.9 
4.7 12.4 7.8 11.3 6.7 8.8 7.9 
8.4 10.1 7.4 9.9 6.2 11.1 6.9 
7.8 9.9 7.2 10.1 6.6 12.5 8.0 
5.7 9.8 8.0 10.4 6.6 11.3 7.7 
3.6 9.3 7.1 10.9 6.7 11.8 7.6 
2.3 12.1 9.4 21.9 8.2 19.4 6.4 
3.8 17.1 16.0 18.4 8.0 14.2 6.7 
5.3 18.2 20. 5 18,2 8.6 10.1 8.1 
3.2 13.9 12.0 33.4 &.8 9.9 9.1 
5.6 17.1 413.2 15.0 me) 10.4 9.0 
4.8 14.4 13.0 11.5 9.0 10.4 7.9 
5.6 12.3 10.1 10.1 9.0 11.1 8.2 
5.9 12.7 7.9 9.9 9.2 10.5 8.1 
4.2 12.3 8.2 9.9 9.3 11.4 8.8 
5.6 14.9 13.0 10.9 9.7 12.3 7.6 
5.3 13.9 13.8 11.3 9.8 13.2 6.9 








; ™ moot. Return for manufacturing corporations taken from National City Bank for August 1945. 
verage for 1936-39 
§ Return for railroads for 1940 and prior years recomputed on basis currently used by National City Bank 
(excluding lessor companies). 
4 Oil and gas group excl beginning with the year 1950. 


Nore.—Net income is taken as reported, after ene interest, taxes, and other charges and reserves, 
but before dividends. Net assets include book value of outstanding preferred and common stock and sur- 
plus account at poeeaing of each year. 

Source: The First National City Bank of New York. 
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Per cent ee 
Industrial Group return on | oo ee 
| Net Assets | 5 10 15 20 25 
T oer 
l. Drugs and medicines 2264 
2. Aircraft and parts | 2106 | 
3. Other mining, quarrying | 21.6 } 
4. Other business services 20.4 
+ Cement 1 ae 19. _ 
| 6. Nonferrous metals T 17. 
7+ Paint and varnish 17.5 
8. Office equipment | 17.3 
9. Glass products 16.6 
10. Instruments, photographic goods, etc. } 16.4 
| 11. Soap, cosmetics, etc. 16.2 
12. Sales, finance 16.2 | 
13. Other stone, clay products 15.8 
14. Autos and trucks | 15-7 
+ Chemical products ioe cepalh iced. | 
16. Chain stores - food 15.5, | 
1]. Metal mining 15.3 
18, Kachinery 14.9 | 
19. Petroleum products and refining 14.7 
0. Construction oe ee | 14, | 
21. Miscellaneous transportation T at 
22. Printing and publishing 14.0 | 
23. Soft drinks | 2309 ! 
24. Iron and steel 13.9 | 
TOTAL MANUFACTURING a) S is 13.9 J | 
26. Paper and allied products = 
27. TOTAL MINING, QUARRYING 13.8 i 
28. Tires, rubber products 13.6 
29. Shipping 13.5 | 
0, Automobile parts eye L 13.3 
31. Lumber 13.2 | 
32. TOTAL AMUSEMENTS, SERVICES, ETC. 13.2 i 
33. Dairy products 12.4 | 
34. Hardware and tools 12.2 | | 
.. Baking 12.1 | 
36. Household appliances 12.1 | 1 
37. Other metal products 12,1 | 
38. Tobacco products 12.0 | 
| 39. Electrical equipment, radio and television 11.9 | i 
0 ord ll. | 
| 41. Other food products 1 eee 
} 42. Furniture, wood products 11.8 | 
43. Air transport 11.4 | 
4.GRAND TOTAL 11.3 
45, 101 TRADI fl : 11.3 
} 46. Building, heating, plumbing, equipment 11.2 \ 
| 47. Wholesale and miscellaneous 11.0 ! | 
48. Restaurant and hotel 11.0 | 
49. Department and specialty 10.4 | 
0. Shoes, leather, etc. eer 4 10.3 
51. Miscellaneous manufacturing 10.3 , : 
| 52. Real estate 10.1 | | 
| 53. Coal mining 10.0 
54. Electric power, gas, etc. ms | 
| 56. Commercial banks 4 969 ' 
| 57. Chain stores - variety, etc. 9.8 | 
| 58. TOTAL PUBLIC UTILITIES 9.8 | 
) 2. Telephone and telegraph - 
} - Agricultural implements | 3 
| 61. Brewing , | 5.1 
| 62. Amusements | 7-8 f 
| 63. Clothing and apparel 707 
| 64. Meat packing | 167 
I i Oe 
| 66. Sugar | 6.7 | 
| 67. Textile products 6.6 | i 
68. Distilling 6.3 
| 69. TOTAL TRANSPORTATION 5.8 
| 70. Traction and bus 5.4 
z SN i ee i 
} 71. Clase I railroads rT 5.3 ed | 
| 72. Investment trusts 7 4.7 
| 73+ Fire and casualty insurance 2.2 
= slaiiiiiiaaia a 








Source: First National City Bank of New York. 
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Taste 16.—Oash dividends declared—Railways of class I in the United States, 








1925-56 
Cash dividends declared 
Total operat- Pte 
ing revenues 
Year Total Ratio to operat-| Adjusted to 
ing revenues | 1929 dollars! 
(1) (2) (3) (4) 

$6, 122, 509, 856 $342, 020, 885 5. 59 $334, 300, 000 
6, 382, 939, 546 399, 243, 963 6. 25 387, 200, 000 
6, 136, 300, 270 411, 581, 093 6.71 406, 700, 000 
BG 6, 111, 735, 511 430, 677, 138 7.05 430, 700, 000 
6, 279, 520, 544 490, 125, 673 7.81 490, 100, 000 
6, 206, 601, 145 414, 729, 750 6. 68 409, 800, 000 
3, 792, 654, 199 229, 734, 957 6. 06 259, 300, 000 
3, 846, 245, 431 131, 474, 962 3. 42 161, 000, 000 
4, 296, 600, 653 159, 314, 900 3.71 195, 000, 000 
5. 346, 699, 997 185, 845. 723 3. 48 216, 600, 000 
7, 465, 822, 849 202, 270, 132 2.71 212, 700, 000 
9, 054, 724, 384 216, 543, 689 2.39 214, 400, 000 
9, 436, 789, 811 245, 978, 212 2. 61 239, 700, 000 
8, 902, 248, 339 245, 991, 950 2.76 234, 500, 000 
7, 627, 650, 517 234, 581, 736 3. 08 206, 100, 000 
8, 684, 918. 252 236, 465, 562 2.72 181, 500, 000 
9, 671, 721, 893 289, 246, 512 | 2. 99 206, 300, 000 
8, 580, 142, 406 251, 947, 002 2. 94 181, 400, 000 
9, 473, 093, 146 312, 098, 689 3. 29 222, 600, 000 
SE ER Cc acackscwsatinebnekteouseonge 10, 390, 610, 786 328, 477, 833 3. 16 217, 000, 000 
PEIN. cn cudanbmcgas nines ~csahee 10, 580, 762, 001 338, 065, 257 3. 20 218, 400, 000 
LO sc eres 10, 664, 168, 861 382, 281, 710 | 3. 58 244, 900, 000 
Sint Sins ccnanecatobywuhotaccconne 9, 370, 825, 506 374, 343, 988 3.99 239, 000, 000 
a Eg ee i a 10, 106, 329, 593 447, 433, 603 4. 43 286, 400, 000 
is on in ina een aati mena 10, 550, 942, 886 431, 562, 040 4.09 272, 300, 000 





1 Adjusted on basis of Consumer Price Index as published by U. 8. Bureau of Labor Statistics (table 14). 
Source: Interstate Commerce Commission reports. 


TABLE 17.—Dividend rate on common-stock equity—Railways of class I in the 
United States, 1927-56 


Book value, | Cash dividends on common 





common- stock 
stock 
equity 
Year (stock plus Rate on 
surplus)! Total common- 
stock equity 
(1) (2) (3) 
Millions Millions Percent 
$10, 237.5 $350. 5 3. 42 
10, 597. 2 362. 8 3. 42 
11, 110.4 409. 4 3. 68 
10, 648. 4 374.2 3. 51 
10, 687.5 190.7 1.78 
9, 485. 4 110.3 1.16 
8, 831.2 135. 8 1. 54 
8, 847.7 158. 4 1.79 
9, 144.2 167.8 1.84 
9, 664. 6 179.5 1. 86 
10, 224. 6 191.4 1. 87 
10, 660. 3 197.5 1.85 
10, 853. 0 175.9 1.62 
11, 060. 9 181.7 1. 64 
11, 547.0 220.0 1.91 
11, 956. 0 187.7 1. 57 
12, 321.0 232. 9 1.89 
12, 796. 8 240. 6 1.88 
13, 274.5 262.7 1.98 
13, 998. 8 304.3 2.17 
14, 687.7 301.6 2.05 
15,174. 8 376.7 2. 48 
15, 495. 4 389. 1 2.51 





! Includes stated value of common stock, liability for conversion, net premiums, and all surplus accounts. 
Average at beginning and end of year. 


Source: Interstate Commerce Commission reports. 
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TaBLe 18.—Gross capital expenditures for additions and betterments to railroad 
property—Railways of clase I in the United States, 1925-57 


Total 
structures 


Roadway and 


Equipment 


Year 


(3) 


(2) 


(1) 


SSSSSSSSSSssssssssssssesss 


BESSRZERSSRALSSESESSSE LIST 


SSESSSSSSESESESSESESESssss 


BSge SESS UU eR SREESESE=ES 
Seu ugeNae SSSR SSNS ake Seas SS 


SEEEEeeeseseeeeeeeeseeeeee 
~SeeeeeNeeeacksesaesegeess 
gedausesausaaezeseceaeeede 





Re MED is otniin iit mencedavundcahstinnins 
eel ike tile Apia ona cn ewan ienatinbeskie 


i. onccccncenshdiiipanababel 
NG eee caren reer 


ao nk encecccnnvendshbddedan 


AEE ae dood obec ecccccccen anim pthinitd 
aiken eon chinahanccnnsconensekninitin shin 


PN Danktadnbtcecdiipensncnnpeccassifibes 
ein dvatttonniuhnesaciancinsnoona 
¥ Si daebcnescectnpenencah one secnenne 


1950-56, reports to Interstate Com- 


September 1957, p. 2. 


1957 (estimated) ICC Transport Economics, 


Source: 1925-49, reports to Bureau of Railway Economics, AAR. 


merce Commission. 


nditures 
justed to 
1929 dollars 


Ex 


index 


Railroad 
construction 
(1929 = 100) 


Gross capital 
expenditures 


in the United States, 1925-57 


TABLE 19.—Gross capital expenditures in constant dollars—Railways of class I 
Year 


(3) 


(2) 


() 
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see . @anr 64 se: 4s ' ‘ re ' 
ss. S28 2° er 9 o a-"o! 8' 6 ' eprnteee 
ct. 3078. £5828  eune aes ' ‘ ' 
oe. 2 he 2 oe 6 ae be, ba ak ' ' ' it 
se” 4 ate. 8 Ee RS ee oe et ok 6+ 8! 6 8 6 898) 6° £8 

' . Be 
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I hii oo mn cakeh saab ghewnendonconne 


BE pigesune bd sstindhGasnpancepd>- 


Be ign edehn Dhkenndancehds dithederacecnacaceas 
Radia ehtaliaRGhnnnceesathGiii> debewcadonannae 


SM thitiibcinnsvesscnawereen 

i inetankat dh anctensbbdh diphdbsenscquccnes 
RRS canes tai Shean aaah ahaithdbansande 
Beta hcnned~ pa Sipgevcanccnnupaunpdepeereqenucons 


Source: Col. 1 from table 18. Col. 2 from table 14. 
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Taste 20.—Indicators of railroad operating efficiency—Railways of class I in 
the United States, 1925-56 








Freight service Passenger service 
Net tons per Gross 
Train /|ton-miles| Miles per Train | Milesper 
Year Cars per speed per locomo- | Cars per| speed | locomo- 
train (miles per} freight | tive-day | train! |(miles tive-day 
Train Car hour train- heat | 
hour 
(1) (2) (3) (4) (5) (6) (7) (8) (9) 

1035....-.- 42.8 744 27.0 11.8 19, 685 82.4 6.73 @ 147.7 
1926.....- 44.2 772 27.4 11.9 20, 692 85.0 6.89 (2) 151.8 
cn 45.5 77 27.2 12.3 21, 940 85.5 6.99 () 154.0 
47.1 792 26.7 12.9 23, 600 88.0 7.13 ) 158. 4 
47.6 804 26.9 13.2 24, 539 91.2 7.31 (2) 164. 5 
1925-29... 45.4 778 27.0 12.4 22, 091 86.4 7.01 155.3 
1930-34... 45.7 717 25.7 15.1 26, 798 89.6 7.39 (?) 163. 9 
1935-39... 46.7 775 26. 6 16. 2 30, 434 101.3 7.83 334.7 176.9 
Rinne 49.7 849 27.6 16.7 33, 811 107.5 8.17 35.8 190.8 
hie cies 50.3 915 28. 5 16.5 34, 684 116. 4 8.48 36. 1 195. 6 
1942...._-.- 51.8 1, 035 31.8 15.8 35, 503 122.4 9.15 35. 7 206. 8 
BD one 52.1 1, 116 33.3 15.4 35, 970 124.5 9. 96 34.7 220.9 
onan 53.0 1, 139 32.7 15.7 37, 298 122.8 10. 31 34.8 222.9 
es... 52.2 1, 129 32. 2 15.7 36, 954 118.4 10. 39 34.7 226. 9 
i... 51.8 1, 086 31.3 16.0 37, 057 115.9 10. 09 35. 5 221.8 
Tl askdss 52.9 1, 146 32.6 16.0 38, 462 120.3 9. 61 36.1 219. 0 
7. .<. 54.5 1,176 32.9 16, 2 39, 903 116.8 9.73 36.7 220. 9 
1949....... 56.8 1, 138 31.4 16.9 42, 346 112.5 9. 78 37.0 228. 5 
1960......- 58.5 1, 224 31.7 16.8 44, 352 119.3 10. 04 37.4 237.2 
Dicbcce 59.8 1, 300 33.0 17.0 46, 407 122.5 10. 16 37.7 247.6 
Tinbke-~- 61.6 1, 296 32. 5 17.6 49, 113 126. 8 10. 36 38.3 266. 1 
ene: 63. 2 1, 301 32.1 18.2 51, 750 132.7 10. 40 39.1 287.9 
Tppe-.3.-.- 65. 0 1, 287 31.4 18.7 53, 897 137.4 10. 31 39.5 304. 8 
a 66. 2 1, 374 32.1 18.6 55, 770 148.7 10. 50 39.8 312.7 
67.1 1, 420 33.0 18.6 57, 012 149. 1 10. 60 40.0 325. 6 





1 Locomotive-propelled trains, 
2 Not available. 
34 years, 1936-39. 


Source: Monthly reports to Interstate Commerce Commission, 
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Cuart I 





INDICATORS OF 
RAILROAD OPERATING EFFICIENCY 
1929 to 1956 Railroads of Class I in the United States | 


prin ath ite 
NET TONS | 
PER FREIGHT TRAIN 


1,400 
1,200 
1,000 


800 





600 


60,000 
50,000 


PER FREIGHT TRAIN HOUR 


ca GROSS TON- MILES = 


40,000 
30,000 


20,000 


320 
280 
240 
200 


160 





1929 ‘34 '39 ‘44 ‘49 ‘54 ‘56 | 


TABLE 21.—Average daily freight car shortage—Railways of class I in the 
United States, 1955, 1956, and 1957 | 





| Maximum daily shortage Maximum daily shortage 
Month | xe Month 
1955 1956 | 1957 1955 1956 1957 

i a aera cet tl i eaten natal eet minaii hea 
January -- .-- 730 4, 435 2, 570 || July...-....-- 15,7 4, 489 1, 858 
February ---_- 914 3, 607 2,608 |} August._.__- 14, 891 8, 432 3, 273 
March.....-- 1, 532 5, 570 2, 247 || September-__- 16, 544 18, 951 1, 971 
EE nen we 3, 474 6, 405 | 1, 374 || October____-- 22, 659 17, 834 | 1, 899 
May...-- 7, 976 | 7, 378 | 1,010 |} November-- 21, 942 11, 726 | 475 
June i 12, 107 | 9, 858 | 3, 134 |] December__- 5, 103 4,300 |....-c.0e 








Source: Car Service Division, Association of American Railroads. 
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TABLE 22.—Freight cars repaired—Railways of class I in the United States, 1955, 
1956, and 1957 


























| 
Number of freight cars given heavy Percent increase 
repairs ! 
Month 
1955 | 1956 1957 1956 over 1957 over 
1955 1956 
(1) (2) (3) (4) (5) 

SN bis oon wate oe ni ain So RE Sie = oe 22, 035 28, 088 24, 850 27.5 211.5 
i enn anim pp Seb Mw dw Mdina eso ska 20, 583 27, 362 21, 551 32.9 221.2 
Ee wn us seven RANI AT cw en Siliihw tt on Sita | 27, 027 30, 337 24, 317 12.2 219.8 
SE Fd hin mannans hitb itshin do titinkdeniteh | 25, 599 26, 843 24, 493 4.9 23.8 
Rhine s own cin die dition do GiA ntiiads ! 27, 889 28, 284 24, 175 1.4 214.5 
oS. ennnnandbdiidiiina do Sti Rona’ 30, 456 24, 940 19, 805 218.1 2 20.6 
Ns alkyd nina dn mn tht an hadmhtwidie 25, 323 17, 613 18, 312 230.4 24.0 
I sos anc nmancieiidbiibin dois Hiptbini< 30, 866 22, 325 19, 510 227.7 212.6 
September--..----- i eae SPS ‘ eka 29, 420 21, 997 21. 126 225.2 24.0 
Oi. nab sbehialbn coi Giin ddn ae 29, 611 26, 255 23, 514 211.3 210.4 
PS eee soit Bede 28, 146 WE Bidens hic hendan PREC 1... ensues 
0” EEE eee eee a 27, 998 FE Bit =e. nee SIS {~~~ cunne 
Total, 12 months... ...........s..:..- 324, 953 COG Cie bs. 60- ses STi Ione assem 





1 Over 20 man-hours. 
3 Decrease. 


Source: Report CS-60A, Car Service Division, Association of American Railroads. 


TaBLE 23.—Freight cars installed and retired—Railways of class I in the United 








States 
Ownership | 
at beginning Installed {| Retired Net increase 
Year of year 
(1) (2) (3) (4) 
EEE ia dara bne-ceesearan mek gioninnedinedaaenuss 1, 759, 662 39, 299 59, 031 1 19, 7. 
i icknenebiundnecadanecahedndsahuobdmemnnmis 1, 739, 930 57, 031 65, 730 18, 699 
SE ikdncnan vue ndpieemmecdemneeicalaieomean 1, 731, 231 , 204 72, 595 23, 609 
De baa a iess cca cacansasibasstssesceussusese 1, 754, 840 78, 876 83, 980 15, 104 
iia ns, De i ncednbicasd inion easaabicmel 1, 749, 736 39, 872 71, 949 1 32, 077 
hid satecmedinok uhupiwge ankuchaenwasode 1, 717, 659 84, 218 50, 146 34, 072 
chs isca Sets bakeshacnak si owchadhmne elite ties 1, 751, 731 63, 748 58, 779 4, 969 
ed cdnwnnnddatnaannnabnan teat sanedeie 1, 756, 700 67, 548 48, 231 19, 317 
Es aa cdc an eb elenaehdibuapenceabssowen 1, 776, 017 28, 405 68, 869 1 40, 464 
a deiccc AiG anednaatnedGn ta ancedonaaiaiade 1, 735, 553 35, 738 71, 038 1 35, 300 
CAN cisecncnccnescsessconcutuuwecseusauwes 2 1, 700, 253 59, 768 46, 182 13, 586 
IIIT od ieigirgnn a sikindingxpeccisakttmheiie: 1, 707, 683 76, 314 41,779 34, 535 
NE DO ES 1 RE St 1 FG SU Ida tne cone dibs fesedecwcwucenaaanecesee Bs 
1 Decrease 


2 Revised to 1,694,097 due to reclassification of class I roads. 
Source: Car Service Division, Association of American Railroads. 


TABLE 24.—Equipment obligations outstanding and annual installment pay- 
ments—Railways of class I in the United States 




















Equipment | | Equipment 
obligations Installment obligations Installment 
Year outstanding | payments dur-|| Year outstanding ayments 
at beginning ing year || at beginning uring year 
of year | of year 
1] 
(1) (2) | (1) (2) 

Tas massa $772, 500, 000 $159, 700, 000 | BI sitehdisrheiess eccnsihrettiad | $2, 284, 700, 000 $299, 200, 000 
MOMs Sic aalsn 844, 600,000 | 152,200,000 || 1953__........-.--.- 2, 581, 600, 000 323, 600, 000 
Se 1, 084, 200, 000 178, 900, 000 || 1954. ........--..... 2, 675, 000, 000 336, 500, 000 
a icnnnbnhs ice 1, 441, 000, 000 248, 200,000 |} 1955..............-. 2, 600, 900, 000 348, 500, 000 
1950___............_.| 1, 692,600,000 | 262,900,000 || 1956.........___.__- | 2, 528,900,000 | 343, 300, 000 
1951__...............| 1,848, 000, 000 270, 500, 000 || 1957..........-..---| 2, 681, 200,000 | 1 333, 300, 000 


| | i | | 


1 Estimated. 
Source: Reports of carriers to the Interstate Commerce Commission. 
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TABLE 25.—Commercial intercity freight trafic in the United States * 
{Millions of ton-miles] 





Rail- Motor Great Rivers | Oil pipe-| Air car- 





roads? | trucks? | Lakes 4 and lines riers Total 
Year canals 
() (2) (3) (4) (5) (6) (7) 

26, 900 3 607, 375 

602 12} 543, 534 

59, 277 14 618, 592 

68, 428 19| 772,020 

75, 087 34 | 929, 004 

97, 867 53 | 1,081, 185 

132, 864 71 | 1,088, 266 

126, 530 91 | 1,027,115 

95, 727 93 | 903, 854 

105, 161 158 | 1,018, 651 

119, 597 223 | 1,044, 978 

114, 916 235 915, 877 

129, 175 318 | 1, 062, 637 

152, 115 379 | 1, 178, 075 

157, 502 415 | 1, 144, 264 

169, 884 413 | 1, 204, 098 

179, 203 397 | 1, 124, 462 

203, 244 481 | 1, 277,806 

230, 000 563 | 1, 360, 263 





1 Includes intercity freight traffic of private as well as contract and common carriers, except coastwise and 
intercoastal traffic. 

2 Ton-miles of freight, express, and mail of class I, II, and III line-haul railways and electric railways. 

3’ Highway ton-miles include movements between cities and between rural areas and urban areas; rural- 
rural movements, city deliveries and city movements to or from contiguous suburbs are omitted. 

4 Includes Canadian and overseas traffic on the Great Lakes. 

’ New coverage accounted for increases over the preceding year of 2,600,000,000 ton-miles in 1948, 
4,300,000,000 in 1951, 6,400,000,000 in 1953, and 6,700,000,000. in 1954. Thus, the table indicates a greater 
increase in traffic on rivers and canals in recent years than has actually occurred. 

Preliminary. 


Source: Interstate Commerce Commission; Corps of Engineers, U. 8S. Army, and Bureau of Railway 
Economics, Association of American Railroads. 


TABLE 26.—Commercial intercity freight trafic in the United States * 


- 





[Percentage distribution] 
Rail- Motor Great Rivers | Oil pipe-| Air car- 
roads? | trucks? | Lakes‘ and lines riers Total 
Year canals 
() (2) (3) (4) (5) (6) (7) 
A ie omemaicmniepthiate 74.9 3.3 16.0 1.4 
a ele ane chaadoninmabnnie 62.4 9.7 14.0 3.7 
a 61.3 10.0 15.5 3.6 
i iit jen daebeeansaeeet 62.4 10.5 14.7 3.5 
ie tena deinolni mania 69.5 6.5 13.1 2.8 
I dinine deonircidihienddiamnnweinelee 71.3 5.5 11.2 2.5 
Liha itis int yilthdiesedninerdeininchoed 68.6 5.4 10.9 2.9 
cht aint ciatc hi seieninitienciiiline avant 67.3 6.5 11.0 2.9 
icntensasdbansnticttendeesent=Gevinens 66. 6 9.1 10.6 3.1 
SE leds Pa aia tabi o> en ceiniraiiines oe 65.3 10.0 11.0 3.4 
Pint nonatetenannete sated 61.9 11.1 11.4 4,1 
i aticeniatepermmnwetiinumbete 58.4 13.8 10.6 4.6 
I da aati il ial eal 56.2 16.3 10.5 4.9 
ee etitctightin dasgadbbbiduasd 55.6 16.0 10.2 55.3 
Pb eideh cn nditpebeiueee cin 54.5 17.0 9.1 5.6 
Pe dtnn chp audeuddanainoda 51.0 18.1 10.6 56.2 
Ge diisianiswiacccccpicuvbede 49.5 19.1 8.1 57.4 
SD tnsincn colonels Ah ic adet haat cae me cothi 49.4 17.7 9.3 oe 
ke tsshntitipeddndtintatatntede 48.2 18,7 8.2 8.0 








1 Includes intercity freight traffic of private as well as contract and common carriers, except coastwise and 
intercoastal traffic. 

2 Ton-miles of freight, express, and mail of class I, II, and III line-haul railways and electric railways. 

3 Highway ton-miles include movements between cities and between rural areas and urban areas; rural-to- 
rural movements, city deliveries and city movements to or from contiguous suburbs are omitted. 

4 Includes Canadian and overseas traffic on the Great Lakes. 

5 New coverage accounted for increases over the preceding year of 2,600,000,000 ton-miles in 1948, 
4,300,000,000 in 1951, 6,400,000,000 in 1953, and 6,700,000,000 in 1954. Thus, the table indicates a greater 
increase in traffic on rivers and canals in recent years than has actually occurred. 

6 Preliminary. 


Source: Percentages derived from table 25. 
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TABLE 27.—Intercity passenger traffic in the United States, 1929 and 1939 to 1956 


[Millions of passenger-miles] 





Inland Electric | Totalcom-| Private 








Railroads Buses Air carriers water- interurban | mercial auto- 
Year ways! railways traffic mobiles 
(1) (2) (3) (4) (5) (6) (7) 

NE. cncias ance 31, 165 6, 800 30 3, 300 2, 800 44, 005 154, 300 
canadienne 22, 713 9, 100 683 1, 486 956 34, 938 234, 700 
DE nic ccnccee= 23, 816 9, 800 1, 052° 1,317 950 36, 935 245, 800 
ed can enens 29, 406 13, 100 1, 385 1, 821 1,177 46, 889 264, 300 
SS 53, 747 20, 900 1, 418 1, 860 1, 326 79, 251 199, 600 
intercedsweaw 87, 925 25, 500 1, 634 1, 927 1, 940 118, 926 147, 100 
Pithbcaccsene 95, 26, 920 2, 178 2, 187 2, 042 128, 990 151, 300 
nc sonwows 91, 826 27,027 3, 362 2, 056 1, 709 125, 980 179, 800 
Dc cewin 64, 754 26, 293 5, 948 2, 327 1, 484 100, 806 253, 600 
itivanccno= 45, 972 23, 948 6, 110 1, 845 771 78, 646 273, 000 
ch cancopece 41, 224 23, 529 5, 981 1, 670 670 73, 074 287, 400 
| 35, 133 27, 933 8, 616 1, 402 842 73, 926 376, 313 

EE, cascocsse 31, 790 26, 436 10, 072 1, 190 691 70, 179 402, 
Ete sccnenaxs 34, 27, 418 12, 938 1, 333 666 76, 995 457, 787 
ae 34, 033 28, 704 14, 988 1, 396 677 79, 798 495, 547 
a 31, 679 28, 397 17, 430 1, 487 582 79, 575 529, 194 
RR 29, 310 25, 614 19, 568 1, 701 157 76, 350 548, 763 
Stl ccconccun 28, 548 25, 500 22, 741 1, 738 147 78, 674 585, 817 
ae 28, 300 25, 200 25, 500 1, 900 200 81, 100 617, 700 





1 Great Lakes, rivers, and canals. 
2 Bus and automobile estimates for 1949 and later years have been expanded to include urban portions 
of intercity trips, plus more up-to-date load factors. Revised series for air carriers (1949 to date) includes 
r-miles of both scheduled and nonscheduled commercial carriers, and in pleasure or private and 
firm operated planes. 
3 Preliminary. 


Source: Interstate Commerce Commission; Civil Aeronautics Board; Office of Chief of Engineers, United 
States Army, and Bureau of Railway Economics, A. A. R. 


TasLe 28.—Distribution of commercial intercity passenger traffic, 1929 and 1939 
to 1956 


[Percent of total commercial traffic] 








Inland Electric Total 
Railroads Buses Air carriers | waterways! | interurban | commercial 
Year railways traffic 
(1) (2) (3) (4) (5) (6) 

70.7 15.4 0.1 7.5 6.3 100.0 

65.0 26.0 2.0 4.3 2.7 100.0 

64. 5 26. 5 2.8 3.6 2.6 100.0 

62.7 27.9 3.0 3.9 2. 5 100.0 

57.8 26. 4 1.8 2.3 1.7 100. 0 

73.9 21.5 1.4 1.6 1.6 100.0 

74.2 20.8 1.7 1.7 1.6 100. 0 

72.9 21.4 27 1.6 1.4 100.0 

64. 2 26.1 5.9 2.3 1.5 100.0 

58. 5 30. 4 7.8 2.3 1.0 100.0 

56. 4 32.2 8.2 2.3 9 100. 0 

47.5 37.8 11.7 1.9 1.1 100.0 

45.3 37.7 14.3 1.7 1.0 100.0 

45.0 35. 6 16.8 1.7 .9 100. 0 

: 42.6 36.0 18.8 1.8 8 100. 0 
} 39.8 35.7 | 21.9 | 1.9 of 100. 0 
38. 4 33.6 | 25. 6 2.2 .2 100. 0 

36.3 32.4 28. 9 2.2 2 100.0 

34.9 31.1 31.4 2.3 3 100.0 











! Great Lakes, rivers, and canals. 
? Preliminary. 


Source: Table 27. 
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TaBLE 29.—Passenger service deficit—Railways of class I in the United States, 








1925-56 
Passenger service 
Operating Operating Operating | Net railway 
Year revenues ! expenses |Net revenues ratio operating 
(thousands) | (thousands) | (thousands) (percent) come 
. (thousands) 

(1) (2) (3) (4) (5) 
a. ot cia che eaahnnes $1, 420, 216 $1, 189,,739 $230, 477 83.77 @) 
Eis oindnnahcendosetephenn 1,414,352 | 1, 207, 148 207, 85. 35 @) 
EE. dekaw span sadqckhous , 340, 205 1, 205, 133 135, 072 89: 92 (2) 
 titsiksiecbacdseenseobwas 1,.270, 465 1,.167,.824 102, 641 91. 92. @) 
ee eacticccdneay mei its 1, 295, 114 1, 170, 510 124, 604 90. 38 @) 
Average, 1926-29__............-- 1, 348, 070 1, 188, 077 159, 999 88. 13 @) 
Average, 1930-34... .......-.....- 708, 149 800, 875 3 92, 726 113. 09 @) 
Average, 1935-39... ...........-- 617, 899 764, 437 3 136, 538 122. 10 3 4 $245, 279 
as ie cn iane geaccdabnes 634, 858 780, 160 3 145, 302 122. 89 3 262, 058 
ee one salen dagnewanhs aq 751, 397 856, 776 3 105, 379 114. 02 3 226, 059 
re rere salen cas seas 1, 347, 563 1, 046, 936 300, 627 - 37.69 = 80,329 
stdin nestevkesanhaeabe ee 2, 079, 659 1, 346, 934 732, 725 64.77 279, 790 
aids ois Sabindscccndespws 2, 248, 142 1, 527, 117 721, 025 67. 93 234, 103 
ed vétetudeinnttonn sil dua 2, 173, 466 1, 669, 974 503, 492 76. 83 230, 060 
hs vo ctwoanpeucanbans 1, 643, 644 1, 649, 357 3 §, 713 100. 35 3 139, 736 
ES a ncn hocdensneeat< 1, 400, 107 1, 644, 704 3 244, 597 117. 47 3 426, 526 
ie antnh atinedegedebubedh 1, 434, 992 1, 827, 879 3 392, 887 127. 38 3 559, 782 
DE IGAS code ccplaadinccewapen 1, 295, 810 1, 770, 952 3 475, 142 136. 67 3 649, 627 
ee ba katicndendwe etm nines 1, 394, 007 1, 728, 606 3 334, 599 124. 00 3 508, 508. 
St nou mths sn deanshage nl 1, 449, 048 1, 944, 426 3 495, 378 134. 19 3 680, 822 
Elid ocinidchiaine4audsdip ass 1, 496, 689 1, 969, 977 3 473, 288 131. 62 3 642, 390 
a cadwn ata php heen snp eed 1, 416, 214 1, 953, 674 3 537, 460 137. 95 3704, 538 
CE oividepesticatibasedwcs awa 1, 312, 008 1, 812, 656 3 500, 648 138. 16 3 669, 533 
tn inaliadewnanwennees 1, 266, 828 1, 743, 097 3 476, 269 137. 60 3 636, 693. 
EE occhcesadcdt ys snscotius 1, 282, 390 1, 803, 809 3 §21, 419 140. 66 3 606, 938 








! Passenger service operating revenues include express, mail, baggage, dining and buffet, hotel and 
restaurant, and other miscellaneous revenues. 

2 Not available. 

5 Deficit. 

4 Average 1936-39. A deficit was shown in each of the 4 years. 


Source: Reports of Interstate Commerce Commission. 


TaBLE 30.—Passenger service revenues and expenses per train-mile—Railways 
of'class I in the United States, 1925-56 














Passenger Average per passenger train-mile 
train-miles 
Year (thousands) 
Revenues Expenses! | Net revenue 
(1) (2) (3) (4) 
etn ie leads aa. wavaitomattovbane 574, 608 $2. 47 $2. 07 $0. 40 
eS 578, 562 2. 44 2:09 . 36 
ana 573, 572 2. 34 2. 10 24 
Ne ee nS coud 566, 324 2. 24 2. 06 18 
a a A 565, 141 2. 29 2. 07 22 
IIE i. - oc calcncsbutencecacecceecec 571, 641 2. 36 2. 08 . 28 
SS eee sk em oS 443, 152 1. 60 1,81 2.21 
heed. ncndnccene 398, 765 1. 55 1.89 2.34 
a ok 391, 597 1. 62 1.99 2. 37 
le 400, 841 1, 87 2.14 2.26 
eS 427, 588 3.15 2. 45 .70 
Re or ne a me 463, 391 4. 49 2.91 1. 58 
NB 476, 093 4.7 3.21 1.51 
CI Bo os, cidnu inacw ceabes ose. 481, 385 4. 52 3.47 1.05 
ed ne Steele 448, 247 3. 67 3. 68 2.01 
a RE a cla afl eae 414, 909 3. 37 3. 96 2.59 
se i | 407, 133 3. 52 4.49 2.97 
se 380, 254 3.41 4. 66 2 1,25 
ERE hance hed pa dc duane obod ona Lt 357, 545 3. 90 4.83 2.94 
ee 355, 128 4. 08 5. 48 21,39 
1952__ eeeae 344, 468 4, 34 5.72 21.37 
1953____ oe 4 | 333, 128 4. 25 5. 86 21.61 
la 317, 141 4.14 5.72 21.58 
TS Sviidnedsnidaspivitinschesecd 298,838 4, 24 5. 83 21.59 
EN | 289, 866 4. 42 6. 22 21.80 








' Excluding taxes and rents. 
? Deficit. 


Source: Annual reports to Interstate Commerce Commission. 
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Senator SmarHers. Senator Monroney, do you have any questions 
to ask ¢ 

Senator Monroney. Very briefly. I come from an area which since 
its opening has been on one of the highest freight rate plateus in the 
country, Oklahoma. I can recognize very quickly the basis for the 
strong statement you made that the 3 percent tax on freight charges 
is discriminatory toward those who are already paying the higher 
rates. It compounds the evils of the existing discrimination. 

But, I can’t understand why the railroads conssitently have asked 
for precentage rate increases over the wartime and postwar yaers and 
have done exactly the same thing except they have compounded exist- 
ing discrimination by perhaps 150 percent, instead of asking for ad- 
justments, so that the principal burden would have been placed upon 
those who enjoy a more favorable rate, with a lesser increase for those 
of us who have historically had to pay the extremely high freight rates. 

Mr. Loomis, I think, referring to percentage increases, one of the 
things, there has been the need for a quick, general revenue increase, 
and the simplest and fastest way to get that is by an across-the-board 
increase. So that there has not been the time to study individual 
situations, individual commodities. There have been some adjust- 
ments following genreal rate increases. But in the present rate case 

nding before the Commission, the railroads have tried to be selective 
in the commodities on which they are seeking increases, and in the 
manner in which they are seeking them. So that there are efforts made 
in that direction at the present time. 

Senator Monronry. One other question. You referred to service 
charges being imposed upon other forms of transportation. Do you 
pay any tax at all on your coal as fuel, or on diesel oil as fuel for the 
railroads ? 

Mr. Loomis. I think I would have to supply that answer, Senator. 

(See Mr. Loomis’ letter following his presentation.) 

Senator Monronery. The general impression is, of course, that you 
do not, because these are highway users taxes, or airline user taxes, 
under which we impose a tax only on diesel oils for highway use, and 
on gasoline for aircraft, 

r. Loomis. I am told that that is correct as far as the diesel fuel is 
concerned. 

Senator Monroney. Then, not trying to specify whether the tax is 
adequate to cover the services to highway users or the air service users, 
these competing forms of transportation do pay a tax for the type of 
ry which they use, do they not, by the tax on their motive 
power 

Mr. Loomis. You would have to take into account there, Senator, 
that a railroad pays something for general government, schools, police, 

, in practically every town and county through which it operates. 

Senator Monroney. On your ad valorem tax? 

Mr. Loomis. Yes. 

Senator Monroney. And the airlines and trucklines also pay taxes 
to the States in the form of their licensing fees, which are a substitute 
for ad valorem taxes. All airlines also pay a tax on the ad valorem 
value of their aircraft. Of course, they are not necessarily subject 
to the police powers of a county which they are passing over at 20,000 
feet. It would seem to me that it is oversimplification in the extreme 
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to say that competing forms of transportaiton do not pay a tax for 
the facilities of government which they now use. 

Mr. Loomis. That would not apply to highway transportation, 
however, your airline example. 

Senator Monroney. Airlines pay a Federal gasoline tax of 2 cents 
per gallon, which is in compensation for the services provided to the 
airlines by the Civil Aeronautics Board, the Civil Aeronautics Ad- 
ministration, and other aids which they receive from the Federal] 
Government, do they not? 

Mr. Loomis. I don’t have the figures available on which to make any 
comparison. I don’t know how it compares with what the Federal 
Government spends. 

Senator Monronry. Of course they pay the same percentage income 
tax as the railroads or any other corporation pays on its profits. And 
they pay the same 10 percent tax on tickets that you do, and that goes 
into the total. So aside from the fact that they might use weather 
services to a great degree, I think this equality that you are talkin 
about exists to a considerable degree today between the railroads an 
your truck and airline competitors. 

Mr. Loomis. If you took an airport and a passenger station I don’t 
believe you would find that to be true. I think there will be some 
comment on that from other witnesses. 

Senator Monroney. Of course the Federal Government does ad- 
vance, under the Airport Aid Act, about 50 percent of the cost of 
landing facilities and terminal buildings. The other 50 percent is 
paid by the cities by floating bonds, because of their eagerness to get 
the airline service. While we are talking about equality, could you 
supply for the record the number of hundreds of thousands of acres 
of land—a whole empire—That was given the railroads when they 
began their service across this country ? 

(The material requested is supplied in Mr. Loomis’ letter following 
his presentation. ) 

Mr. Loomis. Which has been repaid many times over. 

Senator Monroney. That is, of course, subject to question. Con- 
gress recognized several years ago that some repayment had been 
made when the railroads were relieved of the special rate concessions 
that the Government had enjoyed for a number of years. 

Mr. Loomis. Granted. 

Senator Monroney. I would like to have for the record, if your 
statisticians have it, information as to the number of acres that were 
given free to the railroads in exchange for their establishing this form 
of transportation. None of that has gone to the airlines or to the truck- 
lines, has it? 

Mr. Loomis. I think there is already something of that in some of 
the statements that have been filed with the committee, dealing with 
that land-grant situation. 

Senator Monroney. The idea seems to be held by the railroads that 
the airlines are highly subsidized. There are no domestic trunklines 
today that are on subsidy. They are all subsidy free, and only feeder 
lines, which are trying to develop service for communities many of 
which do not now even have railroad service, are subsidized. It is the 
only part of the domestic industry that has been subsidized recently. 

Mr. Loomis. That depends on how you define “subsidy.” If you 
mean direct subsidy, yes. 
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Senator Monroney. The airlines, as I mentioned, are paying their 
ad valorem taxes, both State and National, just as you are paying: on 
the value of their airplanes, and they are paying the same Federal 
income tax that you are paying. 

Mr. Loomis. I would question the use of the word “same.” 

Senator Monroney. I think that you will find that over a number 
of years, State governments will receive about equal amounts from 
assessed valuation of utilities, railroads, and airlines. You do have 
to pay a tax on your right-of-way, don’t you? 

Mr. Loomis. Yes. 

Senator Monroney. On land that you own that runs through the 
counties ? 

Mr. Loomis. Yes. 

Seantor Monroney. Of course the book value of those rights-of-way 
probably have had about a 100-percent inflation, being real property, 
and I would think you would have a considerable asset in the value 
of that land when it is finally disposed of. 

Mr. Loomis. Was that a question ? 

Seantor Monroney. It was just a discussion as to the equality of 
this thing. I wonder whether you do not consider that the ap- 
preciation of the value of your rights-of-way has not offset to some 
degree the previous subsidies of the airlines. 

Mr. Loomis. I don’t see how that is furnishing any cash to keep 
up the railroad plant. 

Senator Monroney. It has furnished several million dollars of cash 
whenever the city has asked the railroads to abandon the down main 
street right-of-way which they have enjoyed in the past. 

Mr. Loomis. I would not be familiar with such an example. 

Senator Monroney. To keep the record straight, on the matter of 
subsidy on new equipment, to which Senator Lausche referred, it is 
merely insurance of these loans to the smaller airlines for the acquisi- 
tion of new equipment, and it is not a subsidy in any degree, unless 
there should be losses, which is highly problematical in the insurance 
of the airline equipment loans. 

Senator Lauscue. I have in mind that there is a subsidy involved 
in allowing the airlines to keep the capital gains, amounting to about 
$66 million. It is intended to supply them with money to buy capital 
equipment. It is not in fact apetaiie to an insured return so that 
they can survive. And that is what I had in mind about one type of 
approach in one instance, and it may be a different type of approach in 
another. 

Senator Monroney. To keep the record straight again, capital 
gains does not refer to the capital gains tax. It refers only to air- 
lines on subsidy, and as I mentioned earlier, there are no trunk- 
lines in the airline industry which are today on subsidy for domestic 
operations. 

We will continue this debate in the Senate. 

The Cuairman, Mr. Chairman, and Mr. Loomis: I understand, so 
we won't get off base here, you are not angry with anybody. You are 
just speaking for the railroads, is that correct ? 

Mr. Loomis. That is correct. That is absolutely correct. 

The CHarrman. Whatever Congress thinks is needed for other 
forms of transportation, within reason to keep them going, the rail- 
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roads have no objection to that so long as they get equality of treat- 
ment, is that correct ¢ 

Mr. Loomis. I think that is correct. 

The Cuamman. And you are asking for the same type of treatment 
for the reserve fund to buy equipment, is that correct ? 

Mr. Loomis. It may have some aspects. It doesn’t involve any 
use of Government funds as such, however. 

The Cuatrman. This involves no use of Government funds, either? 

Mr. Loomis. I really don’t understand the airline proposition. 

The Cuarrman. I asked you a question to get the record straight. 
Whether or not, in asking for this reserve fund, you would object to 
its 2 ee to other forms of transportation if it was deemed 
desirable? Yousaid you would not? 

Mr. Loomis. That is right. 

Senator Smatuers. Senator Monroney was not here when we opened 
these hearings, in which we previously stated that we were primarily 
interested in the general transportation system of the Nation, the air- 
lines, trucks, and so on. 

This particular hearing, however, is devoted primarily to the prob- 
lem with which the railroads are confronted. e do realize that each 
one of these modes of transportation has an important place in the 
country and we want to protect and help each one of them where we 
practically can. 

Senator Bible, do you have any questions? 

Senator Bree. No questions at this time. 

Senator Smatuers. Senator Thurmond ? 

Senator THurmonp. Thank you, Mr. Chairman. I am just sitting 
here observing. 

Senator Smatuers. Senator Purtell, you are a member of the sub- 
committee. Although, you didn’t hear all the testimony you may have 
some questions. 

Senator Purret.. Unfortunately we find conflicts of dates at times. 
T had to be at another meeting this morning. I have no questions. I 
assure the witness that I will read his testimony completely. 

Mr. Loomis. Thank you. 

Senator SmarHers. Mr. Loomis, I have 1 or 2 questions, and then 
we are most anxious to hear Mr. Symes, president of the Pennsylvania 
Railroad, before we recess for lunch. 

Mr. Loomis, are you aware as to when the last broadscale hearing 
on the problems of railroads was held by the Congress or by a com- 
mittee of the Congress ? 

Mr. Loomis. I believe the last rea] broad-scale hearing was under 
Senate Resolution 50. My recollection is that it was about 1951. 

Senator Smaruers. What has been the situation of the railroads 
since that time? Of course you have pointed out that it has deterio- 
rated. To what extent has it deteriorated since then? 

Mr. Loomis. I think the “Trends” exhibit shows general deteriora- 
tion, in revenue, in business, in working capital, practically all the 

statistics. 

Senator Smaruers. How long do you think this particular down- 
ward trend, with respect to freight and passengers, could be endured 
by the railroads before they would either have to go into bankruptcy 
or make a direct appeal to the Government to take them over ? 








PROBLEMS OF THE RAILROADS 69 


Mr. Loomis. For some railroads, a very, very short time. It would 
vary from road toroad. But for some, a very short time. 

Tinatist Smaruers. But the trend is down with all roads, as I under- 
stand it; isthat right? 

Mr. Loomis. That is correct. 

Senator Smaruers. And if this downward trend is not changed, 
then it is your belief that we would really be in a serious situation 
with respect to the railroads throughout the country ? 

Mr. Loomis. Yes, sir. 

Senator Smaruers. Then it is your judgment that the Congress 
should do something about that, with respect to some of the relief 
which you have shee for here today ? 

Mr. Loomis. Absolutely. 

Senator Smatuers. Is it you judgment that if the Congress does 
not take such action, that the railroads will actually go into bankruptcy 
or will have to be taken over by the Federal Government ? 

Mr. Loomis. Yes; 1 think probably the most likely alternative would 
be bankruptcy. 

Senator Smatuers. We don’t want to have that happen again. 

The CHarrman. Receiverships, we call that, not bankruptcy, in 
railroads. 

Senator Smaruers. Yes. How many employees did you say the 
railroad industry has in the United States? 

Mr. Loomis. ‘Apeoutinately a million. I think now it is nine-hun- 


dred-odd thousand. It has dropped in recent months. 

Senator Smatuers. Those are employees. That does not represent 
the families. 

Mr. Loomis. No; those are direct pms are 


Senator Smaruers. Do you know how much overall tax the rail- 
aoe are paying to the Federal Government today? Do you have 
any idea 

r. Loomis. The total tax bill is shown on page 3 for 1956 as $1,121 
million. I am not sure that we have a separation between Federal 
and State in that. 

Senator Smaruers. $1,121 million. Then in addition to your being 
the president of the Association of American Railroads, and having 
a particular interest in that, you would state, would you not, that the 
railroad industry is enormously important to the whole economy of 
these United States? 

Mr. Loomis. I think that there can be no question about that. 

Senator Smaruers. And it is something of which the Congress 
should be cognizant ? 

Mr. Loomis. Absolutely, Mr. Chairman. 

Senator Smatuers. Mr. Symes, of the Pennsylvania Railroad. 

The Cuarrman. Could I ask one more question before Mr. Loomis 
leaves the stand ? 

Senator Smatuers. Certainly. 

The Cuarrman. On page 36 of your statement you deal with the 
8-percent tax. 

r.Loomis. Yes. 

The Cuarrman. You make the statement that, and I quote: 

It is unfortunate but nevertheless a fact that there is no available method of 
measuring exactly the additional revenue which the Government can be expected 
to derive by way of income taxes from the repeal of these transportation taxes. 
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Then you go on tosay: 


Both of these taxes increase the cost to the consumer of practically every 
article dealt with on the American market. This is particularly true of the 
fregiht tax where, as an item of cost, it is subject to markup. Thus, it may be 
pyramided many times in the cost to the ultimate consumer, 


which would be the shipper in this instance. 

I want to say that I heartily agree with that statement. As far as 
I am personally concerned, I think that 3-percent tax should be severely 
modified or repealed. I hope you want’s compound the evil where it is 
discriminatory by asking for dat rates through more adjustment rates. 

Mr. Loomis. We will bear that in mind. 

Senator Smatuers. Thank you very much, Mr. Loomis. 

(A letter subsequently received by the subcommittee from Mr. 
Loomis is as follows :) 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., January 28, 1958. 
Hon. Greorce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, Committee on Interstate 
and Foreign Commerce, United States Senate, Washington, D. C. 


Dear SENATOR SMATHERS: During the course of the hearings on the railroad 
situation being conducted by the Surface Transportation Subcommittee of the 
Senate Committee on Interstate and Foreign Commerce at which, in response to 
the invitation extended me, I appeared on January 13, 1958, I was asked to under- 
take to supply at a later date certain information for the record. 

I wish now to supply the information for which I was asked; and I request that 
this letter (and attachments) be made a part of the record of the hearings. 

Senator Magnuson asked (transcript, pp. 28-29), in effect, that I furnish 
statistics indicating the extent to which the railroad industry of the United 
States is represented in the membership of the Association of American Railroads. 
As stated in my prepared statement filed with the subcommittee on December 31, 
1957, and made a part of the record of these hearings, the membership of the 
Association of American Railroads comprises railroads that operate more than 
95 percent of the total mileage of all railroads in the United States and have gross 
revenues aggregating 95 percent or more of the total gross revenues of all rail- 
roads in the United States. 

Senator Yarborough referred (transcript, pp. 42-43) to table 25 (freight cars 
installed and retired) on page 32 of the exhibit “trends in railroad operations” 
accompanying my prepared statement and asked that there be furnished & 
Similar table covering passenger-train cars installed and retired. Attached to 
this letter as exhibit A is a table showing passenger-train cars (passenger carry- 
ing and head end) installed and retired during the years 1946 to 1956, inclusive, 
and during the first 6 months of 1957. In this connection Senator Yarborough 
also asked (transcript, pp. 43-44) for information as to whether passenger-train 
cars, when retired, are scrapped or would be available on a standby basis in the 
event of an actual shooting war. By footnote on exhibit A it will be observed 
that as of January 13, 1958, 1,066 of the cars retired since World War II were 
stored in possession of the United States Army and thus could be made available 
if needed. These 1,066 cars are sleeping cars. Exact data are not readily avail- 
able but it is believed that the bulk of the remainder of the cars retired have 
been scrapped or are no longer in usable condition. 

Senator Monroney asked (transcript, p. 49) whether the railroads pay any 
tax (presumably meaning excise tax) on coal or diesel oil used as fuel. There 
is no excise tax on coal, and the railroads are not required to pay an excise tax 
on diesel oil used as railroad fuel. 

Senator Monroney also asked (transcript, pp. 51-52) to have supplied for the 
record information as to the number of acres of land the railroads received from 
the Government by way of land grants. House Report No. 393 (79th Cong., 
1st sess.), referring to House Report No. 1910 (77th Cong., 2d sess.) containing 
a statement of the history of land-grant legislation, shows (p. 2) that during 
the period 1850 to 1871, the Congress made grants of lands totaling about 130 
million acres in aid of railroad construction. Another source places the total 
of such grants at 131,350,354 acres (U. 8. General Land Office, Annual Report 
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of the Commissioner, June 30, 1943, table 76). A reasonably correct measure 
of the value of the lands granted and received is the one applied in all ordinary 
transfers between buyer and seller—the worth of the land granted and received 
at the time of sale. During the period in which the land grants were being 
made to the railroads, the average sale price of Government lands in the land- 
grant States was less than $1 an acre (report of Federal Coordinator of Trans- 
portation Joseph B. Eastman, Public Aids to Transportation, vol. II, p. 36). 
Applying that price to the lands granted to the railroads gives a value, as of 
the time of the grants, of something less than $131 million. 

It ought to be emphasized that the railroads of the Nation have long since 
paid to the Government for the land grants received a direct monetary return 
far exceeding the value of the lands granted. This came about through the 
application of land-grant rates based upon the statutory obligation to transport 
certain Government traffic over land-grant lines at 50 percent less than regularly 
established tariff charges for such transportation, and reduced charges enjoyed 
by the Government as the result of so-called equalization agreements entered 
into with the Government by other railroads to enable them to handle Govern- 
ment traffic. It is stated in the House report to which I have already referred 
(H. Rept. 398, 79th Cong., Ist sess., March 26, 1945) that “it is probable that 
the railroads have contributed over $900 million in payment of the lands which 
were transferred to them under the Land Grant Acts. This is double the amount 
received for the lands sold by the railroads, plus the estimated value of such lands 
still under railroad ownership. Former Commissioner [and former Federal 
Coordinator of Transportation] Eastman estimated that the total value of the 
lands at the time they were granted to the railroads was not more than $126 
million.” 

Thorough treatment of the railroad land-grant transactions is to be found in 
the enclosed reprint of the Railroad Land-Grant Legend in American History 
Texts, by Robert S. Henry, from the Mississippi Valley Historical Review, volume 
XXXII, No. 2, September 1945. 


(This reprint may be found in the committee files.) 


The chairman of the subcommittee asked (transcript, p. 148) that figures be 
furnished showing the decrease in the purchase by the railroads of rails, loco- 
motives, and cars since the end of World War II, together with figures showing 
the decrease in the orders for steel by reason thereof. Attached to this letter 
as exhibit B is a table captioned Railroad Use of Steel—Selected Indicators. 
This tabulation shows for each of the years 1946-56, inclusive, the amount of 
steel used in new railroad cars and locomotives and in new rail laid, and the 
total amount of steel used by the railroad industry during each of those years. 
Column 2 of the exhibit just mentioned shows, for the years covered, the net 
tons of new rail laid and thus reflects the purchase of rails during those years. 
The number of freight cars installed in each of the postwar years (reflecting 
freight-car purchases during those years) appears in column 2 of table 23 at 
page 32 of the exhibit, Trends in Railroad Operations, accompanying my pre- 
pared statement filed with the subcommittee on December 31, 1957. Purchases 
of passenger train cars during the postwar years are reflected in column 2, 
new cars installed, of the table appended to this letter as exhibit A. Similar 
figures as to locomotive units installed during the postwar years are as follows: 
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Also attached to this letter, as exhibit C, is a table showing the consumption 
of lumber by railroads of the United States for each of the years 1946-56, 
inclusive. 

At one point during the hearings Senator Magnuson expressed the hope (tran- 
Script, pp. 173-174) that there would be furnished for the record information 
as to the application of the Federal excise tax to amounts paid for the transpor- 
tation of passengers within the United States on tickets purchased outside the 
United States. The specific question leading up to the inquiry was “If a ticket 
is purchased in Vancouver, British Columbia, down to Seattle and over the 
Northern Pacific, is that taxed?” 
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Section 4261 (b) of the Internal Revenue Code imposes the passenger tax on 
amounts paid outside the United States for taxable transportation but only if 
such transportation begins and ends in the United States so that the 10-percent 
excise tax is inapplicable to amounts paid for travel within the United States 
on tickets purchased in Canada for travel beginning in Canada and ending in 
the United States. 

However, I call your attention to Revenue Ruling 54-141 (C. B. 1954-1, p. 267) 
reading as follows: 

“The tax on the transportation of persons * * * applies to an amount paid 
in Canada or Mexico by a resident of the United States who intends to travel] 
between two points in the United States and who would normally make payment 
for such transportation in the United States but instead goes to Canada or 
Mexico to purchase his transportation for the ostensible purpose of having an 
‘outside leg’ as evidence of a journey from or to a point outside the United 
States.” 

Apparently this is an attempt to prevent travelers resorting to subterfuge to 
avoid the tax. 

Finally, the chairman asked (transcript, p. 522) that there be obtained for 
the record figures “as to what the airlines pay in their license fees and their 
landing charges” and “what percent of their revenue they have to pay for 
their operation.” Since this followed Mr. Simpson’s statement that based upon 
1955 ICC reports “22.5 percent of railroad revenues were consumed in providing 
maintaining, and paying taxes on the right-of-way, while the motor carriers 
paid out only 4.2 percent of their revenues as charges for the use of the public 
highway and the barge carriers paid nothing at all,” it appears that what is 
sought is a comparable showing for the airlines. 

In 1956, domestic trunk airlines paid a total of 1.9 percent of each dollar of 
revenue for property, franchise, and fuel taxes, divided: property, 2/10 of 1 
percent; franchise, 3/100 of 1 percent; and fuel, 1.65 percent. Information is 
completely lacking as to payments for landing fees. Most of the fuel tax paid 
is actually the Federal manufacturers’ gasoline excise tax of 2 cents per gallon. 
No Federal tax applies to fuel used in jet aircraft. 

Trusting that this letter (and attachments) will serve to supply for the 
record the information I was asked to furnish, I am, 

Respectfully yours, 
Danret P. Loomis. 
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Pxuisir A.—-Passenger train cars installed and retired—Class I railroads and 
Pullman Co. 


PASSENGER-CARRYING CARS! 
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at beginning 


rship New cars 


of year 


2 30, 442 
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28, 623 
28, 440 
27, 688 


27, 582 
26, 812 
25, 602 
24, 239 
23, 092 
22, 243 





BES acticdaem advesenede 





HEAD-END CARS 


16, 331 
15, 865 
16, 218 
16, 007 | 
15, 890 | 
15, 790 | 
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15, 409 | 
15, 293 
14, 676 | 
14, 628 


‘ 14, 049 
— 





! Includes self-propelled cars. 


2 Includes 1,651 troop sleepers, subsequently retired. 
3 Includes 739 troop kitchen cars, subsequently retired. 
4 Increase resulting from conversion of troop sleepers to head-end cars. 
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Net decrease 


Note.—As of Jan. 13, 1958, there were 1,066 retired sleeping cars stored in possession of U. . Army. 
Source: Interstate Commerce Commission except 1957 from car service division, Association of American 


Exnuisit B.—Railroad use of steel—Selected indicators 
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equipment 


(1) (2) 


$416, 303, 000} 1, 388, 286 
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454, 079,000} 1, 448, 365 
509, 506,000} — 1, 368, 208 
703, 885,000} 1, 281, 850 
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612, 584,000] 1, 302, 474 
406, 476, 000 992, 571 
509, 829, 000 963, 350 
613, 077, 000 882, 893 
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961, 00C 
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727, 000 
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Steel in 
new loco- 
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unit) 
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Source: Cols. (1), (3), (4), and (5) from Bureau of Railway Economics, Association of Americ; n Railroads, 
=. (2) from Interstate Commerce Commission. Col. (7), years 1946-54 from “Iron Age, June 1955; years 


955-56 from Steel, Jan. 6, 1958. 
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ExHIBIT C.—Lumber consumption by United States railroads * 


]Thousand board-feet]} 


Class I Line-haul railways Lumber con- 
___| sumption 
. | : by all 
| Sawed cross | Switch and | Othert’mber Total United States 
ties bridge t'es | and lumber lumber ra lroads 


ea |_| 


908, 074 131, 906 629, 139 | 1, 669, 119 
974, 999 134, 717 590, 711 1, 700, 427 
1, 105, 110 149, 534 609, 459 
886, 999 130, 580 357, 842 
998, 343 118, 091 412, 284 


1, 756, 967 
1 
1 
1 
1 
920, 481 119, 138 453, 671 3, : 1 
1 
1 
1 
1 
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, 789, 923 
, 962, 214 
, 447, 812 
, 609, 177 
, 571, 
1, 040, 622 122, 132 340, 128 , on 
1, 098, 212 125, 201 403, 576 ’ 
871, 297 105, 872 234, 621 ‘ 
958, 577 99, 886 314, 263 ’ , 
954, 004 99, 759 317, 590 | , 371, 443 | ; 
l 


581, 981 
712, 620 
275, 568 
444, 975 
443, 624 














1 Exclusive of that consumed by private car manufacturing companies for car construction. 
Source: Lumber Industry Facts, 1957, table 57. 


Senator Smaruers. Mr. Symes? 


STATEMENT OF JAMES M. SYMES, PRESIDENT OF THE 
PENNSYLVANIA RAILROAD C0. 


Mr. Symes. My name is James M. Symes. I am president of the 
Pennsylvania Railroad Co. I have had 42 years railroad experience, 
all with the Pennsylvania Railroad, except for about 4 years from 
1935 to 1939, when I was vice president, operations and maintenance, of 
the Association of American Railroads here in Washington. 

I have gone to considerable length in my statement and exhibits 
already filed with this committee, as to the possible seriousness of the 
railroad outlook to our overall economy, the things that are causing 
this dismal outlook, what could happen unless immediate corrective 
measures are taken, and some of the remedies that should be applied 
to prevent its happening. 

am not going to burden you by reading into the record what has 
already been submitted to you in written form. But I would like to 
make it very clear, and possibly avoid some questioning, that I am 
speaking as an individual and for an individual railroad. 

I am trying to give you, to the best of my ability, my honest con- 
victions of what ought to be done to bring this railroad industry back, 
and probably the best way to get started would be to refer to the 
exhibits I have filed, which I can hurry through to give you the 
background. 

Senator Smaruers. Without objection we will make each of these 
exhibits a part of the record, together with your statement. 

(The above-mentioned documents are as follows :) 


STATEMENT OF JAMES M. SyMEs, PRESIDENT, THE PENNSYLVANIA RAILrRoap Co. 


Mr. Chairman and gentlemen of the committee, my name is James M. Symes. 
T am president of the Pennsylvania Railroad Co. I have been associated with 
the railroad industry for 42 years, mostly in the operating department. 

I understand you have invited the presidents of 22 other railroads, located in all 
sections of the country, together with representatives of regulatory agencies, 
labor, and transportation economists, to testify on the question “What is wrong 
with the railroads, and what can be done about it?” This indicates your desire 
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to know whether the situation is the same in all parts of the counrty, and whether 
all railroads are affected the same. Such consideration is essential to a real 
understanding of the problem. 

Before commenting on that subject, it might be well to furnish here some idea 
as to how the Pennsylvania Railroad fits into the overall railroad picture of the 
country. Your attention is directed to page 1 of my exhibit. The heavy black 
lines on the map indicate the rail lines of the Pennsylvania Railroad. It will 
be noted we serve, generally, the 13-State area east of St. Louis, Peoria, and 
Chicago to the eastern seaboard between New York and Norfolk. The southern 
boundary of our territory is, generally, the Ohio and Potomac Rivers, and the 
northern boundary the Great Lakes. 

Now refer to page 2 of my exhibit. It is a statistical comparison of the 
Pennsylvania Railroad with all class I line-haul railroads of the United States, 
for the year 1956. As to comparative size—it will be noted, in line 11, we han- 
dled 13.20 percent of the total passenger-miles produced by class I railroads in 
the country, and 8.26 percent of the total revenue ton-miles of freight—as 
shown in line 13. The rest of the figures shown on the statement give com- 
parisons as to a number of other important items, and need no additional com- 
ment here. 

Now, going back to the question of whether or not the railroad situation is 
the same as between individual railroads and territories. Because of varying 
situations involving traffic as to kind, volume and competition, plus differences 
in physical characteristics of properties, conditions are not identical as between 
all railroads and territories. Some roads are worse or better off than others. 
The same is true with respect to territories. But, even with the so-called bet- 
ter roads, it is generally true only by comparison with the weaker roads. 

Considering the overall picture, the entire industry is in a precarious position 
and must be so considered. Special considerations for individual railroads or 
territories, although helpful, cannot, in themselves, adequately strengthen our 
national system of rail transportation or properly protect the competitive flow 
of commerce so essential to our economic well-being. Relief requires national 
consideration and handling, because, as I have stated, the industry, as a whole, 
is in a precarious position. I use the word “precarious” advisedly—because 
it is the one word that best defines our present plight—and, according to Web- 
ster, it means— 

“Precarious.—Depending on the will or pleasure of another ; held by courtesy ; 
liable to be changed or lost at the pleasure of another; uncertain. Dependent 
on circumstances or unknown causes or conditions; open to failure, insecure; 
characterized by instability ; supplicant ; begging ; importunate. 

“Synonyms: Unsettled ; dubious ; insecure ; unstable. 

“Note——The word ‘precarious’ is much stronger than ‘uncertain’—the word 
implies such dependence upon future contingencies as involves a high degree 
of insecurity or instability. Precarious is from the Latin word precarius— 
meaning—obtained by begging or prayer, depending on request or on the will 
of another.” 

If the railroad industry is in a precarious situation—and it is—it follows 
that the country is, too—because the railroads are an absolute necessity to our 
future growing economy and defense protection. 

Russia has substantially and steadily increased its railroad mileage since the 
1920's, while we have been greatly reducing ours during the same period. This 
can best be illustrated by statistical comparison of the size of the railroads in 
each country, as well as traffic growth since 1940, as indicated on page 2-A 
of my exhibit. Apparently they are recognizing the importance of rail trans- 
portation, as indicated by the growth in their country. 

The Government owns and operates all forms of transportation in Russia. 

There the railroads continue to handle well over 80 percent of the total inter- 
city freight traffic, as shown on page 2-B of my exhibit. This contrasts the dis- 
tribution of freight traffic between various forms of transportation in Russia 
and in the United States. While other forms of transportation are growing 
there, the inland waterways handle a smaller, and the highways only a slightly 
larger, percentage of the total traffic in 1955 than in 1940, as shown in columns 
9 and 17. 
; We, with transportation strength, are taking it for granted and could lose 
it by default, because of not facing up to the facts. I am glad to see that the 
Senate Interstate Commerce Committee recognizes the seriousness of the situa- 
tion, now, and is endeavoring to find a cure before it is too late. 
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Volumes have been written and said as to causes for the present plight of 
the industry. The real cause is simple of understanding and can be illustrated 
by the use of a few figures. I will compare 1955 with 1929—a span of 26 years. 
I will first refer you to page 3 of my exhibit. In 1955, physical productive out- 
put of the country, as reflected in manufacturing, mining, and agriculture, 
showed a weighted average increase of 108.6 percent over 1929—indicated in the 
middie portion of the chart. Freight transportation ton-miles of all agencies, 
including rail, highway, water, air, and pipeline, increased 110.4 percent dur- 
ing the same period—indicated in the right portion of the statement. So it 
takes a little more transportation, per ton of productive output today than it 
did 26 years ago, regardless of the decentralization of industry that we have 
been hearing so much about. 

I will next refer you to page 4. It shows corporate sales, in dollars, of all 
industries of the country, other than transportation, and we find it has gone 
up 323 percent during this 26-year comparative period, i. e., 1929-55. For 
transportation, the dollar sales have gone up but 141.8 percent during the same 
period. 

Then refer to page 5. It shows that corporate income, after taxes, has gone 
up 177.7 percent for all industries other than transportation. For transporta- 
tion, the corporate income, after taxes, shows a decrease of 42.1 percent. 

Now refer to page 6. The Wholesale Price Index for all commodities has 
gone up 78.8 percent during this 26-year period. Then look at revenue per ton- 
mile for freight transportation—it has gone up 52.3 percent. Revenue per pas- 
senger-mile has gone up but 9.6 percent. 

Now, why do these figures, used in the 4 pages of my exhibit, 3 through 6, 
show up so unfavorably to the transportation industry? It is largely due to one 
thing—a longstanding transportation policy of Government that is grossly unfair 
in that it provides direct subsidy for some transport, indirect public aid for 
other forms, and, for the backbone of the system—the railroads—imposes arti- 
ficial cost burdens and inequitable regulation. 

All transport agencies are competitive with each other. One, or some, obtain 
more subsidy than the other. The one without subsidy, or with very little of it, 
tries to compete with the one which obtains a greater amount. To do this 
requires maintenance of a competitive rate structure that is so low that it is im- 
possible for nonsubsidized transportation to participate in the prosperity of our 
economy. It is just that simple—and a continuance will eventually destroy free 
enterprise in transportation—and it might not stop there. 

Now—what are the results to the nonsubsidized railroads? A shortage of 
dollars to do the things that ought to be done. Why? Because the three sources 
of securing dollars are entirely inadequate, i. e., earnings, depreciation, and 
borrowings. 

A 3 to 4 percent rate of return on investment, for the rail industry, indicates 
the seriousness of the earning situation and the inability of using that source 
as a means of providing dollars for needed capital expenditures and in attracting 
equity capital. To show you why it is practically impossible to attract equity 
eapital to the railroad industry, I will refer you to page 7 of my exhibit. 

The statement shows rate of return on net assets by industrial groupings for 
the leading corporations in the United States for the calendar year 1956, as 
published by the First National City Bank of New York. It will be noted that 
class I railroads rank second from the bottom. It is perfectly obvious why 
equity capital is practically nil insofar as the railroad industry is concerned. 

Dollars generated from depreciation are entirely inadequate, with inflation 
causing replacement costs to mount to 3 or 4 times original costs. 

The only source of borrowing dollars is in the equipment field, and that source 
is entirely inadequate to meet requirements. 

While speaking of dollars, or the inadequacy of dollars, here is a good place 
to comment on the deficiency of working capital so apparent in the railroad 
industry, and I will first use the Pennsylvania Railroad as an example. It is in 
these figures that you really find the seriousness of the present and future 
situation. I will refer you to page 8 of my exhibit, showing comparisons of 
working capital with gross annual operating revenues, after deducting debt due 
within 1 year and the inventory account of materials and supplies. 

Column 7 (the last one on the statement) shows the unfavorable trend in 
these figures. It will be noted that, as of September 30, 1957, we have a minus 
figure of nearly $15 million, and it will be only slightly better at the end of the 
year. There has been but 1 year since 1940 when the situation has been as bad— 
it was at the end of 1947, when we showed a minus figure of nearly $18 million. 
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But the situation then, as compared with now, was entirely different. The 
seriousness then prompted us to inaugurate a program for liquidation of assets 
to improve our cash position, and I will show you what we accomplished under 
that program. ‘To doso, I will refer you to page 9 of my exhibit. ; 

It shows cash realized from the liquidation of assets. It lists the sources, 
cash realized and the year in which accomplished. You will note that we have 
disposed of our hotel in New York, our interest in the Greyhound Bus Lines, our 
water companies, our ferry company, and many valuable land holdings. Carry- 
ing out the program created about $99 million in cash—and went a long way 
in postponing the situation we are now confronting. 

Another example of how we were able to generate cash to help carry us 
through the postwar period is illustrated on page 10 of my exhibit. It has to do 
with shrinkage of plant and elimination of excess capacity (not very healthy 
for the long pull in a growing economy such as ours). It resulted in the raising 
of cash to the extent of over $96 million, from the abandonment of track and 
the dismantling of equipment in the period 1946 through 1957, as shown at the 
bottom of column 4. The use of salvageable materials from this heavy aban- 
donment program avoided the expenditure of $46,500,000 in our normal main- 
tenance work, as shown in column 7. So, as you take the proceeds from the 
liquidation of assets and shrinkage of plant and equipment in the period 1946 
through 1957, you come up with the staggering sum of approximately $241,500,000, 
which was used to help bolster our cash situation in these postwar years. 
Unfortunately, those programs for generating additional cash have just about 
reached their end, and the future offers very little possibility along this line. 

Another more favorable situation in 1947, that is not apparent today, in- 
volves the diesel locomotive. We had very few of these locomotives in 1947. 
Since then, we have practically eliminated the use of steam locomotives. The 
cost of converting from steam to diesel locomotives was high—approximately 
$400 million. But we have saved in the neighborhood of $100 million a year 
on this investment. There are no such savings to be had in the future, as the 
replacement of steam locomotives with diesels has just about run its course. 
The savings have already been used as a partial offset in meeting inflationary 
costs. 

Another step necessary to conserve our cash situation has been in the elimina- 
tion of capital expenditures that should have been made to improve the ef- 
ficiency of operation, reduce costs, and provide additional equipment to take 
. care of shipper demands. This can be best illustrated by examining page 11 
of my exhibit, showing gross capital expenditures for road and equipment during 
the years 1929 to 1956, inclusive. The left one-third of the statement shows 
comparative expenditures in current dollars. Even on that basis, during the last 
4 years, i. e., 1953 through 1956, annual expenditures were less than for the pre- 
depression years of 1929 and 1930. But as you deal with constant value dollars 
(the true measure of comparison)—shown in the middle third of the page—we 
are spending only about one-third as much now as during the pre ‘epression 
years. And in only one depression year—1933—did we spend less than during 
the last 4 years. 

Traffic volume, as expressed in ton-miles, is shown in column 9, and indexed 
in column 10. Capital expenditures should go somewhat hand in hand with 
traffic volume if railroad plants are to be kept modern and up to date. It takes 
but a quick glance to see how badly we are falling behind in this respect, but 
there is no alternative to our present restrictive program, as we just cannot 
afford to do otherwise. 

Another necessary source of economy to conserve cash has been in deferred 
maintenance—the most costly thing that can happen for the long-run pull, par- 
ticularly in an inflationary economy, where costs of materials and wages are 
mounting rapidly each year. To discuss this situation, I would like you to look 
at page 12 of my exhibit. 

The upper part of the statement shows deferred maintenance in rail renewals— 
both new and fit, as to quantities and cost—and cost of other track material, as 
well as labor costs for handling and laying the rail. It will be noted, in column 
2, we are short 162,342 tons of new rail, in column 3, we are short 211,045 tons 
of fit rail, and in column 4, the net cost of the new rail deficiency alone is 
indicated to be $15,212,988. 

Then, as we consider the cost of other track material, plus the cost of placing 
the rail in track, we come up with a total deferred maintenance figure, in rail 
renewals, of $43,225,444, as indicated in column 9. 


21278—58—pt. 1_—-6 





78 PROBLEMS OF THE RAILROADS 


We then drop to the middle part of the statement, dealing with track raising, 
and, without going into the many ramifications of this question, come up with 
deferred maintenance of $24,445,567, as indicated in column 12. 

Now, drop to the lower one-third of the statement, showing deferred main- 
tenance in other fixed property accounts—we find it amounts to $65,249,087, as 
indicated in column 13. This makes, then, a total deferred maintenance in the 
roadway and structures account of $132,920,098, as shown at the bottom of the 
statement. 

But this does not take into account deferred maintenance in equipment. That 
is indicated on page 13. The left one-third of the statement shows our pas- 
senger train car ownership, and it totals 3,073 units. Of this ownership fleet, 
2,453 units are due, or overdue, for class or intermediate repairs, which would 
cost $28,257,249 to provide for. 

The middle of the statement indicates freight car ownership, and it totals 
175,345 units. Three percent is the generally recognized percentage of owner- 
ship that is usually undergoing or awaiting repairs. We exceed that 3-per- 
cent figure by 15,996 units. To bring it down to the so-called 3-percent margin 
would cost $23,386,150. 

The right one-third of the statement shows the locomotive situation, where we 
have 161 diesel-electric units due or overdue for periodic maintenance, and 66 
electric locomotives due or overdue for class repairs. The cost of repairing 
these locomotivés would be $5,786,000. So, we come up with $57,429,399 de- 
ferred maintenance in our equipment account, as indicated at the bottom of the 
statement. Add this to the deferred maintenance already indicated in our 
fixed property account, and it amounts to approximately $190 million. 

Deferred maintenance is not caused by the lack of foresight on the part of 
management—it is caused by the lack of dollars to take care of it. This story 
of lack of dollars, and the reasons therefor, has been told over and over again 
to those regulating our destinies—the Interstate Commerce Commission, as to 
pricing; Presidential fact-finding boards, as to wages—and State public-service 
commissions, as to services and, sometimes, pricing. But you can see the re- 
sults have been negative. I think I can tell you why. 

The three important categories in the management of any corporation are 
pricing, costs, and service. Let’s examine them in our industry : 

As to pricing—Management can only recommend what they think prices 
should be. Then regulation tells us what they will be, and when. Ever since 
World. War II, price increases have been inadequate in amount and delayed in 
being made effective. To indicate the inadequacies of rate increases, I refer you 
to page 14 of my exhibit. The statement shows the trend of our wage and 
material costs since 1929, using 100 as the index for 1929. Also the average 
revenue received for a ton-mile of freight and per passenger-mile. Had our 
pricing since 1940 kept pace with our increased costs, or even half way, there 
would be no serious railroad problem in the country today. 

As to delay in receiving increased freight rates, I refer you to page 15 of 
my exhibit. This statement shows, at the left, the freight-rate increases re- 
quested and the dates filed with the Interstate Commerce Commission since 
1946. .The middle portion of the statement shows the amount of the increases 
granted and the effective dates. The last column to the right, No. 8. shows the 
amount of revenue which would have been realized by the Pennsylvania Rail- 
road had the increases been granted within 60 days from date of filing, instead 
of what actually took place. This time lag beyond 60 days cost the Pennsyl- 
vania Railroad alone $131,900,000, this figure being arrived at by using the 
amount finally authorized, not what was originally requested. 

As to costs.—Over half of our gross revenues go to wages. We get into a 
dispute with labor unions as to what wages or working conditions will be, and 
they are settled under procedures of the Railway Labor Act, usually by a 
fact-finding board appointed by the President. 

As to service.—We can seldom remove passenger trains, or close stations, 
without approval of State public-service commissions. Rules regarding main- 
tenance and inspection of equipment and facilities are, to a large extent, pre- 
scribed by regulation. 

So. we find the Interstate Commerce Commission prescribing our charges; 
Presidential fact-finding boards prescribing our wages; and public-service com- 
missions prescribing our services—none of which have any tie-in with the other, 
and none of which are managerially responsible for their actions. Is there 
any wonder we are in difficulty? 
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Now, again referring to the troubles that lie ahead, I would like to indicate, 
briefly, the outlook for 1958 on the Pennsylvania Railroad. Naturally, a fore- 
cast must be based on certain assumptions. It assumes the following: 

(a) Freight volume will show a decrease of 10 percent under 1957. The de- 
crease is running much more than that now, and for January we estimate it 
will be down 17 percent as compared with a year ago. 

(b) There will be no increases in our charges (although we will endeavor 
to have them increased). 

(c) There will be only a 7-cent-per-hour increase in wages on November 1, 
1958, which is already definitely committed. It does not take into account the 
possibility of any increases as the result of cost-of-living index formulas, to 
which we are a party. For 1957, the cost-of-living increase amounted to 8 cents 
an hour, and for each 1-cent-per-hour increase in wages, it costs us over $2 
million annually. 

(d@) It means discontinuance of heavy repair work to freight and passenger 
ears, provides for only 12 percent of normal rail renewal program, and one- 
third of normal tie replacements. 

(ec) It involves laying off an additional 3,000 employees on top of the reduc- 
tion of over 11,000 employees in the past 12 months. 

With these assumptions, it appears we will operate at deficit of about $5 
million—after putting approximately $55 million additional deferred mainte- 
nance in the property. And the Pennsylvania is not an exception but indicative 
of the industry situation, particularly in eastern territory. 

The railroad industry is being regulated as if it were a monopoly, which 
it no longer is. But even if it were a monopoly and required strict regula- 
tion, certainly that regulation should be extended all the way instead of half 
way, as at present. By that I mean that pricing is now strictly regulated to a 
much lower level than the inflationary economy in which we live. Our services 
are strictly regulated—so much so that unprofitable services cannot be elimi- 
nated. But when it comes to our costs, which are mostly wages 2nd materials, 
we are obliged to pay the current inflated rates. In short, our pricing and serv- 
ices are regulated on the low side, while our costs are regulated on the high 
side. Such a system of regulation is unworkable, under our free enterprise 
system. 

I would now like to show you, in another way, how and why we have lost a 
great percentage of participation in the country’s total transportation require- 
ments. I will use exhibits for this purpose. The same exhibits portray, very 
forcibly, why the railroad industry should not longer be considered a monopoly. 
I will first refer you to pages 16 and 17 of my exhibit—and as you turn to 
them, they will unfold so that you can see both of them at once. 

Page 16 shows paved intercity highway routes for the United States in 1930. 
Page 17 shows the situation in 1957. The growth in the short span of 27 years is 
astonishing. , 

I next refer you to page 18, showing the high-speed, limited-access multilane 
system of toll highways in the United States today. Then look at page 19, 
showing the system of similar high-speed, but toll-free, highways being devel- 
oped under the Federal Higfihway Act in 1956, to be completed in 1969. It will 
be noted that it is a closely woven network of highways into the principal ton- 
nage-producing areas of the country. 

I now refer you to pages 20 and 21, showing scheduled airlines in this country 
in 19830 and 1957. The growth is remarkable. 

Then, look at pages 22 and 23, the inland waterways of the United States in 
1930, and now. Notice the expansion in eastern territory. This subsidized 
System of transportation is taking millions of tons of freight away from the 
railroads. 

Next are pages 24 and 25, showing the natural gas trunk pipelines in 1930 and 
1957. The growth here is phenomenal. 

Turn next to pages 26 and 27, showing oil pipelines in 1930 and 1957. Again, 
expansion almost beyond comprehension. 

Lastly, we look at pages 28 and 29—railroads in the United States in 1930 
and 1957. It is still quite a spider’s web, but is shrinking in size each year— 
249,052 miles in 1930 and 220,000 miles of line in 1957. 

Now, with this greater expansion of transporiation facilities (other than the 
railroads) as indicated by pages 16 to 27 of my exhibit, what has been the 
change in the traffic pattern of the country as between the modes of transport? 
I refer you to page 30 of my exhibit. This shows the distribution in intercity 
freight traffic by public and private carriers for the years 1929 to 1956, in- 
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clusive. It will be noted, in colums 2 and 3, that the rail and Great Lakes traffic 
show decreases in 1956, as compared with 1947. 

Then look at the other modes of transport—and see the sharp increases that 
have taken place, as shown graphically on page 31. Then refer to page 32 of 
my exhibit, indicating the percentage comparison of distribution of total traffic 
between the various modes of transport. These figures simplify the equa- 
tion of the figures shown on page 30. 

Now refer to page 33, which indexes page 30,, to show the trend of traffic 
handled by each type of transport from 1929 to 1956, inclusive, using 1929 as an 
index of 100. I' is also of interest to note the trend of increase in ton miles 
per capita, as shown in columns 8 and 9. These pages clearly indicate not only 
that the railroads are losing in their percentage participation in the transportation 
requirements of the country, but also that the railroads are no longer a monop- 
oly. They have moved out of that position and others are moving in. It should 
be recognized in regulation before it is too late. 

There has been much comment ever since World War II as to the railroads’ 
ability to again meet possible wartime demands. Some have said that if there 
is another war, it might be over within a few weeks. If that be true, there 
would be little use in discussing the subject here. But, nobody knows that it 
would be true, and I doubt if those responsible for protecting our future wel- 
fare would be willing to gamble that it would be so—hence, my comments will 
be on the assumption that it would not be true. 

During the winter of 1940-41, question was raised as to the ability of the 
railroads to meet the transportation demands of World War II. I happened 
to be 1 of a committee of 3 appointed to study and report on the situation. 
It was our view then that we could handle the expected war load of World 
War Il—and, fortunately, we did. One of the principal reasons was that 
the railroads of the day had much more excess capacity than did other industry 
asa whole. It took other industry quite a long time to catch up with transporta- 
tion then. That would not be so now, following so closely on the tremendous 
increase in industrial capacity during and following World War II. The quick 
potential output of industry today is much greater than it was going into 
World War II. It would be extremely unfortunate if industrial output, under 
wartime conditions, were curtailed, due to lack of transport. 

But perhaps we should make a few transport comparisons today with the 
situation then. The peak rail traffic during World War II occurred in 1944, 
when the railroads carried almost 747 billion revenue ton miles—and I don’t think 
anyone will take exception to the statement that we were then operating at 
capacity. As a matter of fact, we were operating much beyond our economical 
capacity, in many instances. 

But let’s see what the equipment situation was then. The class I railroads 
owned 1,750,000 freight cars in 1944, Their ownership now is about 1% percent 
less than it was then, although in eastern territory the ownership is about 10 
percent less. The total tractive effort, or pulling power, of our locomotives is 
now about 20 percent less than it was in 1944. Even with the relatively greater 
efficiency and utility obtainable from diesel locomotives, which are now in use 
in large numbers on the American railroads, I would say that, insofar as 
motive power is concerned, we would not be able to handle the same ton miles 
today that we did during the peak traffic year of 1944—probably 5 percent to 
8 percent less. As to freight car ownership, our carrying capacity should about 
equal the load of World War II. These capacity assumptions are based on a 
6- and 7-day workweek in industry, instead of 5, as at present. 

So, assuming that our present locomotive and freight car ownership is 
capable of handling transportation nearly the equivalent of what it was in 1944, 
the next question to consider is: “What can we reasonably expect transportation 
requirements to be in the event of another war?’ Here, of course, a large 
amount of speculation and personal opinion naturally come into the picture. 

We do know that in 1939 the total ton-miles of intercity freight traffic handled 
by all transport agencies amounted to 543 billion, and that this figure more 
than doubled in 1944. Also, that the railroads’ participation in this total traffic, 
on a ton-mile basis, increased from 62 percent in 1939 to 71 percent in 1943— 
and has since dropped to less than 50 percent. 

When the final tally sheet for 1957 is available, it will probably show 
that the railroads participated in just about 47 percent of the total. It is also 
true that the total transportaion requiremens of the country, as expressed in 
intercity ton miles, were 25 percent greater in 1956 than in 1944, the peak war 
year. This increase is because the trend of normal transportation requirements 
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per capita in this country is definitely on the increase, as is, of course, the 
population itself. 

Therefore, I think it is reasonably safe to assume that because of increased 
population, and ability of industry to step up production quickly, transportation 
could, within a comparatively short time, be called upon to meet freight traffic 
requirements of 1% trillion ton-miles, in the event of another war. That is 
only about 10 percent more than it actually was in 1956, and the demands of 
World War II increased transportation requirements by 25 percent in 1941 
over 1940, by 20 percent in 1942 over 1941, by 11 percent in 1943 over 1942, and by 
67 percent in the 3-year period 1941-43, as compared with 1940. 

I think it is also safe to assume that rail transportation will be called upon to 
handle a much larger percentage of the total requirements during wartime con- 
ditions than during peacetime conditions—and for the same reason that was so 
during World War II, namely, the railroads can produce more transportation, 
with less manpower and less strategic materials, than can other agencies. To 
support that statement, I refer you to page 34 of my exhibit. 

This statement compares the fuel and manpower requirements involved in 
moving 100,000 tons of freight between New York and San Francisco, by each 
of the four modes of transport—rail, highway, water, and air. The comparison 
is limited to manpower and fuel, because they are so essential to the waging of a 
war that they certainly should not be wasted. 

In each case, the total gallons of fuel, or the total man-days, is shown on the 
first line, with a ratio thereof to the rail requirement shown on the second line. 
As to fuel, it will be noted, at the top of the statement, in column 1, that it would 
require 832,300 gallons of diesel oil to move 100,000 tons of freight by rail from 
New York to San Francisco. In column 2, it will be noted that it takes four times 
that amount of fuel to move the same tonnage by truck. Column 3 shows it would 
take 5.2 times as much fuel to move by oceangoing vessel—and in column 4 it will 
be noted that it would take 25 times as much fuel to move by air. 

In the lower section, it will be found that in moving this tonnage across the 
country, it would take 3,220 man-days to move it by rail—13.5 times that amount 
by truck, 3.5 times the rail amount by oceangoing vessel, and 11.4 times the rail 
amount of man-days by air. Conservation of manpower and fuel, in our defense 
effort, would dictate that the railroads be called upon to handle maximum traffic. 

Again an assumption—and I think on the low side: 

It is my considered opinion that, in the event of another major war, the rail- 
roads would be called upon to handle not less than 60 percent of the total freight 
transportation requirements of the country—much lower than their percentage 
during World War II. On the basis of 1% trillion ton-miles, the railroads would 
have to handle 900 billion ton-miles—20 percent more than they actually handled 
during the peak year of World War II, and 37 percent more than they handled 
during 1956. 

Another thing to consider is the vast network of rail lines spread over our entire 
country—about 220,000 miles. The handling of a 20-percent increase in traffic over 
1944, and 37 percent over 1956, would be quite a task, even if the job could 
be evenly distributed over the entire railroad plant. But actually we know it 
would be concentrated on main lines and: routes,.meaning that a big increase in 
traffic would be channeled through a relatively small portion of the total rail 
line mileage—and the quickest way I know to curtail rail transportation output 
is to channel traffic via congested routes. 

So far I have been talking entirely of freight traffic. I am not going to burden 
you with the passenger problem in wartime, except to say that the railroad 
industry cannot do now what it did in World War II in the way of handling 
passenger traffic. On the railroad I am associated with we handled 8 billion 
passenger-miles in 1939. This increased to 13 billion passenger-miles in 1944. 
It has been dropping off ever since and is now back to around 3% billion pas- 
senger-miles. By operating as we did in 1944, under wartime conditions, exist- 
ing equipment could probably double present business. But even that would be 
only around half of what we were called upon to handle during the last war. 

So I say to you, quite frankly, that if my appraisals of rail transport require- 
ments in the event of another war are approximately correct, and I believe they 
are, then certainly we are not now prepared to do the kind of job we would be 
called upon to perform, and we will not be prepared to do so if present policies 
with respect to transportation are continued. The same line of reasoning that 
caused me to indicate 17 years ago that the railroads could handle the expected 
load of World War II causes me to say now that they are not prepared to do 
what will be expected of them in the event of another war. 
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You have indicated in your call for this investigation that you wanted to 
develop what the railroads could do to help themselves. That is a good ques- 
tion. Certainly the railroads have failed to solve their own problems. Regard- 
less of how capable and efficient management might be, it simply cannot cope 
with a situation where their three most important functions are controlled by 
others—that is, pricing, costs, and service—and, as previously indicated, each 
without relation to the other. 

This is particularly true in a growing inflationary and subsidized competitive 
market such as we now find in transportation. Because of the many compli- 
cations and conflicts of interest in this competitive market, the public is so con- 
fused that it fails to realize the seriousness of the situation from an economic 
and defense standpoint and is content to leave the matter with the legislators 
and regulators, who up to now have done little or nothing about it. 

But I will say it has been my observation recently that perhaps the efforts 
of management during the past 10 years to focus attention on the railroad situa- 
tion are beginning to bear fruit, as evidenced by the many newspaper and maga- 
zine articles appearing throughout the country every day insisting that correc- 
tive legislative action be taken before it is too late. 

Insofar as the actual operations of the railroad properties are concerned, 
there has been, or will be, a great amount of testimony introduced to show 
that from an efficiency and productivity standpoint they are very well man- 
aged. It is the other things I mention that are causing the trouble and where 
assistance is needed from the outside. 

Probably the most important subject for many railroads, and especially in 
eastern territory, that requires careful consideration and intelligent remedial 
action is the matter of railroad passenger-train service. This segment of the 
service is building up such large deficits that it will not only eventually destroy 
itself but adversely affect essential freight service because of the huge losses the 
latter is being required to absorb. For example, this year on the Pennsylvania 
Railroad net railway-operating income from freight service will be approximately 
$100 million, but $57 million of that amount will be offset by the passenger-service 
deficit. 

To give you some idea of the seriousness of the situation on the Pennsylvania 
Railroad, I refer you to page 35 of my exhibit. It shows the results of passen- 
ger-train operations, by years, from 1929 to 1957, inclusive, with 1957 estimated. 
The figures speak for themselves, showing the downward trend in patronage, as 
indicated in column 2, and the inadequacy of increases in pricing, as shown in 
column 5. There we see that the average revenue per passenger-mile, includ- 
ing commutation, is today only 9 percent higher than it was in 1929—having 
increased from 3.238 cents to 3.540 cents. 

But look at column 8, showing net railway operating income resulting from 
the passenger service. Attention is directed to the war years, 1942 to 1945, 
inclusive. The average income for these 4 war years was $44,471,000. In 1945 
the income was nearly $57 million. Then look at the last 11 years, 1947 to 1957, 
inclusive. The average annual loss for these 11 years was a little over $51 mil- 
lion. In 1951 the loss was nearly $71 million. 

There are those who say that the formula, prescribed by the Interstate Com- 
merce Commission for determining passenger-train service deficits, is unrealistic, 
and does not portray a correct appraisal of the situation. That subject is now 
under investigation by the Commission. My personal opinion is that the formula 
being used probably understates, rather than overstates, the deficit, insofar as 
the Pennsylvania Railroad is concerned. I say that for these reasons: 

1. Studies have indicated that, if the Pennsylvania Railroad could discontinue 
all passenger train service, it would realize millions of dollars in cash from 
the sale of valuable land holdings, such as the passenger stations and supporting 
yards in large cities like New York, Newark, Philadelphia, Washington, Pitts- 
burgh, Detroit, Chicago, ete. 

2. Salvageable value of materials would be tremendous. 

8. Taxes would be substantially reduced. 

4. Thousands of miles of track could be eliminated. 

5. Maintenance of track and signal systems, for high-speed passenger train 
service, would be substantially curtailed for the lower speed freight train move- 
ments. 

I would say that, within a few years after the elimination of all passenger 
trains, we would not only realize many millions of dollars from the disposal of 
unneeded facilities but, in addition, the deficit, under the Interstate Commerce 
Commission formula, would be more than eliminated. 
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But, as a practical matter, such an objective would be impossible of accom- 
plishment for many years to come. This country is not ready to give up rail 
commuter service in metropolitan areas, or leave the handling of all mail and 
express to other modes of transport, and do away completely with rail passenger 
service between metropolitan areas. Moreover, I doubt if those responsible for 
the defense protection of this country would as yet go along with the complete 
abandonment of rail passenger train service, and the disposal of equipment and 
facilities necessarily required to operate it. But the long range trend is very 
definitely toward eventual complete abandonment of such service, as will be in- 
dicated in the pages of my exhibit we will review next. 

First, turn to pages 36 and 37, which face each other. The statement on page 
86 shows distribution of intercity passenger traffic in the United States, by the 
various modes of transport, and, as a yardstick, the population of the United 
States, by years—from 1929 to 1956, inclusive. I would call attention par- 
ticularly to column 10, showing a 252 percent increase in total passenger miles, 
from 1929 to 1956, compared to the less than 38 percent increase in population, 
shown in column 11. 

The private automobile, with the buses and the airlines, accounts for the 
tremendous increase in intercity passenger traffic since 1929. As shown in 
column 5, total passenger miles by rail actually decreased 16 percent, compared 
with the increase of 252 percent in the total transportation market, shown in 
column 10. Expressed in another way, the railroads handled 1 out of every 6 
passenger-miles in 1929, while in 1956 they handled only 1 out of every 25. 

Page 37 portrays graphically the data set forth statistically on page 36. Most 
striking, of course, is the tremendous, and steadily growing, volume of intercity 
passenger traffic handled by private automobile. But note how this declined 
during the war years, while rail passenger traffic was called on to take up the 
burden by quadrupling in volume within 4 years. Isn’t it likely that military 
demands for available oil and rubber, in another war, would bring the same 
result? 

Page 38 is a restatement of page 36, to show the percentage of the total for 
its group constituted by each form of transportation. Note, in column 11, the 
declining percentage of the total transportation handled by all “for hire” mo:'es 
of transport, and, in column 6, the declining percentage, of that total, handled 
by the railroads. Both have been declining steadily since the World War II 
peak in 1944. Both are now far below any previous year. As shown in column 
5, the percentage of the total handled by private transportation reaches a new 
peak each year. 

Page 39, of my exhibit, indexes page 36, using 1929 as the index base of 100. 
It indicates the trends in passenger traffic volume by the various modes. It 
shows in detail the rapid trend of passenger travel away from the railroads 
to other forms of transport, and emphasizes the growth of the total travel 
market at a rate faster than the population increase. 

To show you how the Pennsylvania Railroad is curtailing passenger train 
service, to meet the lessening demand and reduce its deficit, I refer you to page 
40 of my exhibit. It is typical of what is being done generally throughout the 
industry. It indicates the total train-miles operated by years, 1929 to 1956, 
inclusive, divided between freight and passenger. 

In column 5, which indexes the annual train-miles in passenger service, it 
will be seen that in 1956 we operated less than half of the passenger train-miles 
that we operated in 1929. It will be noted also that during 1945 we operated 
57,248,141 passenger train-miles, which annual total was cut in half by 1956, 
when it was 28,702,134. This reduction of 28,546,007 train-miles, in the 11-year 
period since 1945, is at the rate of about 2,600,000 train-miles annually. If 
that rate of reduction should continue, and existing regulations were to permit 
it, we would be completely out of the passenger business in 11 years, or by 
1967—unless, as is more likely, we should be forced into bankruptcy by the 
mounting losses in the meantime. 

To further illustrate shrinkage in passenger train service since 1929, I refer 
you to pages 41 and 42 of my exhibit. They are passenger-carrying train traffic 
density charts, one for 1929 and one for 1957. These charts show not only the 
complete abandonment of passenger-carrying train service on many lines of our 
railroad, but also the shrinkage of service on lines where it is still being op- 
erated. 

Now refer to page 43 of my exhibit. In columns 10 through 15, it also indi- 
cates the trend of passenger-train discontinuance, as reflected in the reduction 
in miles of road operated in passenger service, from 1936 to 1956, inclusive. The 
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figures are not available for prior years. Columns 11, 13, 14, and 15 are indexes, 
using 1936 as an index base of 100. 

It will be noted, in column 11, that in 1956 passenger-train service was pro- 
vided on only 64.7 percent of the rail line mileage having such service in 1936, 
This is for the country as a whole, which, as shown in column 14, in 1956 had 
passenger service on only 51.9 percent of the total rail line mileage. For the 
Pennsylvania Railroad, the corresponding figures are 61.2 and 43.4 percent, as 
shown in columns 13 and 15. 

We saw, on pages 41 and 42, traffic density charts for all passenger-carrying 
trains operated on the Pennsylvania Railroad. You might also be interested in 
seeing similar density charts for passenger-carrying suburban service commuter 
trains. For that purpose I refer you to pages 44 and 45 of my exhibit. 

Page 44 shows the commuter train density in 1929, and page 45 shows the 
situation today. It will be noted that we have completely abandoned such service 
in the Cincinnati, Buffalo, and Harrisburg areas, and greatly reduced it in the 
Pittsburgh, Baltimore, and south Jersey areas. It will also be noted that the 
Philadelphia area has been remaining somewhat constant, while there has been 
a substantial increase in the New York area. 

Losses occurring in commuter service are caused primarily by the morning 
and evening peak hours, when passengers are going to and from work. Phila- 
delphia is typical of the situation occurring in all metropolitan areas where 
such service is provided. It involves a tremendous loss in the utilization of 
equipment and manpower. There is no way to greatly stimulate travel in the 
off-peak periods, as fare adjustments and other experiments have proven. The 
potential is simply not there. 

Pages 46 and 47 of my exhibit show how the peak periods occur. Page 46 
shows suburban travel in and out of Philadelphia, for a typical week in October 
1946. Note the peaks during the morning and evening periods. 

Page 47 shows the same situation for a typical week during October 1956, 
The same situation prevails, although both peak and off-peak travel have sub- 
stantially diminished, on weekdays. In addition, it will be noted that the Satur- 
day and Sunday travel has practically disappeared. The 40-hour week no doubt 
is partially responsible for the Saturday showing. 

To show you the effect of this peak travel on equipment usage, I refer you 
to page 48 and 49 of my exhibit. These statements show the number of suburban 
passenger-train cars in service, by hours of the day, in the Philadelphia area 
during typical weeks of 1947 and 1957. The small usage of such a large invest- 
ment in equipment, during other than the peak periods, is the principal cause 
of the commuter deficit. 

By reason of the heavy density of this traffic in many of the metropolitan 
areas along the Atlantic seaboard, together with the practical difficulties in the 
way of charging fares which would be adequate to cover the cost of the service, 
it is apparent that the commuter business will remain for the foreseeable future 
a deficit operation. And yet it is entirely unfair and unrealistic to expect the 
railroads, as free private business enterprises, to continue the heavy subsidies 
now required by the users of this service. 

Contributing to the huge deficit from passenger train operation is the matter 
of handling United States mail service. I refer you to page 50 of my exhibit, 
showing the seriousness of that situation, as exemplified by the Pennsylvania 
Railroad. Our costs of handling the mail exceeded the revenues received from 
the Government every year since 1947—as indicated in column 3. You will 
note that the deficit in 1956 was $10,564,000. It is unfair to expect the rail- 
roads to subsidize the Government in the handling of mails when it, in turn, 
subsidizes railroad competition. 

I have gone to considerable length in endeavoring to show you why the 
railroads are not keeping pace with our economy, how important they are to 
it, and the adverse results it is apparent will obtain if the situation is not im- 
mediately recognized by corrective action. 

I will now tell you, as briefly as possible, the things I think should be 
done—and as quickly as it is possible to do them. I will first deal with the 
passenger part of the operation, which is the most serious one confronting the 
Pennsylvania, and any other railroads, and is also substantially affecting the 
entire industry and our entire economy. The far-reaching nature of this 
problem is clear, from the fact that the maintenance of a freight-rate structure, 
high enough to offset the huge passenger deficits, must seriously affect the 
entire business community. 
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We are losing money in handling practically all phases of the passenger service, 
j. e., passengers, mail, express, and dining car. I take no exception to the Inter- 
state Commerce Commission formula for determining passenger deficit figures, 
except possibly that it is on the low side. It is realized that the passenger 
service of the railroads is constantly losing ground to their competition, and 
is becoming less important to our welfare each day, but not to the extent of 
our being able to abandon it, in its entirety, for a good many years to come. 
The mounting losses, going through the long transition period to eventual 
elimination, could bankrupt many railroads. 

I would recommend that consideration be given to the following, as the 
most important forward steps in correcting this situation : 


1. Fully compensatory mail pay 


A major phase of the passenger deficit problem, which is solely and directly 
a responsibility of the Federal Government, is the heavy loss suffered by the 
railroads in transporting United States mail. Congress must provide a solu- 
tion to this problem, before it can, in fairness, expect others to cooperate in 
the solution of many additional features of the passenger problem. 

The Post Office Department, and the Interstate Commerce Commission, should 
be clearly directed, by law, to allow the railroads full cost, plus a reason- 
able profit, for handling and transporting United States mails. 

Also, present law should be changed, so that years of hearings are no longer 
the only means of securing, or keeping, mail rates on a fully compensatory 
basis. As in the case of freight and passenger traffic, the Interstate Commerce 
Commission should be authorized, by law, to permit increases in mail rates 
without hearings, where necessary to meet increases in railroad wages and 
other costs. 

If these two things are not done, then the railroads should be released from 
their obligation to sort and carry the mail, and they should be placed on the 
same voluntary basis as the motor carriers. 


2. Discontinae parcel-post competition with express 


The parcel-post service should be limited to very small packages of true-mail 
type, or the Post Office Department should be directed to take over the Railway 
Express Agency service, by buying its facilities and equipment, and increasing the 
parcel post weight limit to 100 pounds. 

The costly duplication, in services and facilities, by having these two agencies 
handle the same type of packages, should be eliminated, in the interest of lower 
cost and better service. There is no good reason for thinking that a privately 
owned tax-paying express service can successfully, or indefinitely, compete against 
the Government. 


8. Compensatory fares and services 


The railroads should be given authority to establish fares and services that 
will eliminate operating deficits for specific trains. The existing authority over 
these matters should be removed from State public service commissions, where 
local pressures and political considerations prevent relief. The Interstate Com- 
merce Commission should have complete authority as to both fares and services. 

If the railroads are required to operate unprofitable service, because it is found 
by the Commission to be in the public interest to do so, then the Government 
should reimburse the railroads for the deficit in operation. 


4. Commuter service support 


Commuter service, by railroads, in metropolitan areas, should be supported 
by direct subsidy, or its equivalent. 

Users will not pay fares sufficient to cover the cost of providing the service, 
and regulation will not permit its discontinuance. Certainly, the handling of 
thousands of persons via mass transportation, during the morning and evening 
peak periods, is in the public interest. Public authority should contract to buy 
mass-rapid-transit service from the railroads, where necessary. 

The Authority would prescribe the service required, and establish such fares 
as it deems necessary. It would pay the railroads full cost, plus a reasonable 
profit, for services rendered. 

Additionally, consideration should be given to providing Federal funds, similar 
to Federal aid highway funds, for mass transportation facilities in metropolitan 
areas—in the direct interest of avoiding excessive highway expenditures and 
costly parking facilities. It is generally recognized that each dollar spent for 
mass rail transportation in metropolitan areas will avoid the expenditure of 
many times that amount for the same capacity in highway facilities. 
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5. Remove Federal eacise tar 


The 10-percent Federal excise tax on passenger travel should be removed. It 
was originally established for the purpose of discouraging passenger travel dur- 
ing World War II. Its discontinuance should attract additional revenue, so 
urgently needed to partially offset the terrific losses that are now occurring in a 
service that is supposedly necesary in the public interest—according to regulatory 
authorities. 

The Pennsylvania Railroad has collected $537 million for the Government in 
transportation taxes. $280 million of which was derived from passenger travel, 
during the period from its beginning in 1941. It cost us about $6 million to make 
these collections, for which we were not reimbursed. The figures used here are 
shown on page 51 of my exhibit. 


6. Federal transportation policy 


In order to help correct many of these problems, and to provide the basis for a 
solution in other important areas, Congress should specifically prescribe the 
policy which the Federal Government will follow in its direct dealing with dif- 
ferent forms of transportation. To accomplish this, there should be a clear state- 
ment in the law to the effect that : 

(a) Government shall collect adequate user charges, including a reasonable 
return on its investment, for the use of facilities which it provides. 

(b) Government shall, in all instances, pay transportation charges, for services 
rendered to it, sufficient to cover full cost, plus a reasonable profit. 

The principles which I have just stated are the very foundation on which our 
free-enterprise system is built. Government, being the largest business in the 
country, should encourage the principles of free enterprise by being a party to it, 
rather than be an exception and deny that right to others endeavoring to live 
under the system. 

There are, however, many other areas in which Congress must take action, if 
it hopes to achieve a long-range, sound program to restore vitality to the railroad 
industry, and to transportation generally, and to avoid ultimate Government 
operation of railraods and other transportation—a step which would be a most 
damaging blow to the free-enterprise system, which we are trying to prove to the 
world is far superior to socialistic systems. 

To this end, I offer briefly the following additional proposals, each of which 
I believe will be discussed more fully by other witnesses : 


7. Freight transportation tar 


I have referred to the desirability of eliminating the Federal transportation 
tax of 10 percent on passenger travel. It is equally important that the Federal 
transportation tax of 3 percent on freight traffic also be removed. 

It is discriminatory as to its application, and is causing diversion of a sub- 
stantial amount of traffic to private carriage, where the tax is not applicable. 
The cost of the tax differential, as between public and private carriage, is the 
margin that controls the movement of freight via private as against public 
carriage, in too many instances. 


8. Railroad equipment supply 


Legislation introduced in the last session of Congress (S. 2906 and H. R. 
9597 )—too late in the session to obtain action—would provide for the estab- 
lishment of a Government agency to acquire railroad equipment and lease it to 
the railroads on a full-pay-back basis. 

It is not a subsidy. 

The enactment of these bills into law would go a long way in providing needed 
cash to the railroads. A full explanation of the plan—which has the vigorous 
support of the eastern railroads—and the reasons why it should be enacted into 
law, are contained in the back of my exhibit, starting on page 52. 


9. Redefinition of private carriage 


Legislation is needed to redefine private carriage, so as to clearly limit it to 
its lawful and proper sphere. The railroad industry recognizes that genuine 
private carriage has its place in the transportation field, and we are not advo- 
eating legislation to bring such trucking operations under regulation. 

But we are feeling, with increasing severity, the heavy loss of traffic to truckers 
operating under the guise of private carriage, and thereby enjoying freedom 
from regulation, who are actually providing motor common- or contract-carrief 
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services. These spurious private carriage operations are illegal, but extremely 
difficult to police, under the present law. Therefore, remedial legislation is 
required. 


10. Agricultural and bulk commodity exemptions 


The provisions of the law which exempt motor-carrier hauling of agricultural 
products need clarificaiton. The law exempts from regulation motor transpor- 
tation of agricultural commodities, but does not exempt motor transportation of 
products manufactured from agricultural commodities. 

Recent court decisions have broadened the exemption to a very considerable 
extent and have deregulated frozen poultry, frozen fruits and vegetables, and 
other extensively processed food items. Because of the exemption, and particu- 
larly because of its recent expansion by the courts, there has been an extensive 
and increasing diversion of valuable rail traffic to the exempt truckers, who 
operate without responsibility to the Interstate Commerce Commission or any 
other regulatory body. 

It is our belief that if any exemption for agricultural commodities is justified, 
it should be limited to movement from the farm to the primary market. This 
should at least include a roliback of the list of exempt items so as to exclude those 
deregulated by recent court decisions. Senate bill No. 2553, introduced by 
Senator Smathers, would help bring about this result, and it should be adopted 
by Congress as promptly as possible. 

Another like inequity in regulation exists in the exemption enjoyed under 
present law by water carriers of bulk commodities. If a particular vessel or 
tow of vessels carries not more than three different commodities, there is com- 
plete freedom from the regulatory requirements as to rates and standards which 
their common carrier competitors must meet. This discrimination against the 
railroads, in the movement of such major commodities as ore, coal, coke, grain, 
and sand, should be removed by repeal of the bulk commodity exemption. 

11. Competitive equality in ratemaking 

Essential steps to restoration of competitive equality in freight transportation 

must include relief for the railroads from present unfair and burdensome regu- 
lation of rates. While two-thirds of highway freight traffic, and over 90 percent 
of waterway traffic, remains free from all regulation, the railroads can no 
longer compete effectively under the monopoly-type of rate regulation which 
now restricts them. New legislation is needed to correct this situation. 
' The railroads should be allowed to price their services so as, on the one 
hand, to meet their costs and earn a reasonable profit; and, on the other hand, 
to compete fairly and equally with other modes of transport. The application 
of these rules should be primarily a matter for decision by management, as it 
is generally for other businesses in our competitive private enterprise system, 
and especially for the majority of our competitors in transportation. Authority 
to prevent rates from going below a compensatory level, or from exceeding a 
fair profit to the carrier, should, of course, remain with the Interstate Commerce 
Commission. 


12. Transport diversification 


Under present law and Government policy, a railroad is, in effect, prohibited 
from offering a complete transportation service to its customers. The public 
is required to “shop around” for different transport services, and is denied the 
economy and efficiency of “department store” facilities, solely on the notion 
that some types of carriage and the improvements therein would be stifled if one 
company had the right to use all forms. 

Congress should move promptly to eliminate these restrictions, which are 
based upon an antiquated and unrealistic theory. Experience in other countries 
which do not erect these artificial barriers—our neighbor, Canada, being an 
outstanding example—demonstrates that these restrictions are unwarranted. 


18. State and local taw burdens 


The railroads pay very heavy taxes to State and local governments, all of 
which moneys go to the general support of Government services. These taxes 
have become a serious burden on interstate railroads. For example, in one 
State in which we operate, State and local taxation consumes twice as much 
income as we earn in that State. 

All of our competitors, with the exception of pipelines, use facilities which are 
not subject to such taxation. Sound competitive conditions in transportation 
can never be achieved so long as that basic and costly inequity is permitted 
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to continue. I believe that the Federal Government can and should take action 
to eliminate these burdensome taxes, and am advised that it may constitution- 
ally do so by congressional statute. Without going into detail as to the exact 
nature of the legislation, I urge that this subject be given early consideration 
and implementation. 


14. Relief from highway-crossing costs 

Legislation should be enacted relieving the railroads from burdensome and 
unfair distribution of costs in conneetion with grade-crossing elimination proj- 
ects, protective devices, and maintenance. There are 226,000 grade crossings 
in the country today. By reason of the continuing increase in number and use 
of motor vehicles and the necessity for expediting their movement and protecting 
them at railroad crossings, demands for elimination and/or protection will 
multiply and become insistent. Elimination or protection of those crossings is 
today practically entirely for the benefit of highway users, each one of whom is 
competing with the railroads. But the railroads are still required in many 
instances to pay one-half or more of the cost of grade separations and the full 
eost of protection devices and maintenance thereof. This unjust burden should 
be corrected by relieving the railroads entirely of protective and mainte- 
nance costs and by limiting the railroads’ share of elimination costs in all 
eases to the 10 percent portion now applicable when Federal funds are in- 
volved. 


15. Consolidations 


Consolidation of railroads into a fewer number of systems should be en- 
couraged and expedited, where it is shown to be in the public interest. New 
legislation is not needed to this end, but enhanced railroad initiative and Com- 
mission approval should be urged. The many railroads of this country must 
be consolidated into a fewer number of large systems, and wasteful duplication 
and overlapping of facilities and services thereby eliminated, if we are to 
avoid having one nationalized system, operated with the aid of direct Govern- 
ment subsidy. 


16. Thirty percent depreciation reserve 

For a great many years nearly all railroads used the “retirement” method 
of accounting for depreciation on roadway properties, for both Interstate 
Commerce Commission and Internal Revenue purposes. 

In 1942 the Interstate Commerce Commission ordered the railroads to 
change from “retirement” to “straight-line” depreciation on roadway prop- 
erties. The railroads applied to the Commissioner of Internal Revenue for 
permission to make the same change for tax purposes. The Commissioner, re- 
lying on what he then understood to be the nature of retirement accounting, 
required, as a condition of his permission, that the railroads agree to set up a 
30 percent reserve and depreciate only 70 percent of the cost of the assets 
involved. 

From court decisions and many discussions of the subject, the correct prin- 
ciple which slfould have been applied is now clear. The railroads should be 
entitled, in the case of a change to straight-line depreciation, to the same ag- 
gregate deductions as if they had always been on straight-line depreciation— 
no more, no less. Furthermore, the proper deductions should be allowed the 
railroads for 1942 and all subsequent years. However, the amount of these 
refunds would be substantial, with interest reaching 80 percent thereof. 

As a practical solution, the railroads have agreed with the Treasury on a 
prospective settlement providing for the reeovery of the cost of presently ex- 
existing assets through future deductions. But the Treasury insists that the 
agreed-upon settlement be covered by appropriate legislation, even though the 
problem arose from administrative action. Accordingly, a bill granting legisla- 
tive aproval was introduced in the Congress and considered at the last session, 
without final enactment. The passage of this legislation would provide a fair 
settlement of this long-drawn-out controversial issue, eliminate the burden of 
large refunds upon the United States Treasury, and prevent protracted and 
expensive litigation for both the railroads and the Government. This legis- 
lation should be enacted promptly during the present session of Congress. 


17. Realistic depreciation allowances 


Because of the inadequacy of’the cash generated from depreciation to take 
care of replacements in our inflationary economy, legislation should be enacted 
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to provide for allocation of a certain amount of income before taxes to a reserve 
account, definitely earmarked for capital expenditures or for retirement of 
debt within a prescribed period. If not used for that purpose within the pre- 
scribed time, the amount not used should be taxable, to the extent it other- 
wise would have been, during the year it was placed in the fund. 

Legislation should also be enacted to reduce the excessive length of time 
over which the railroads are required to depreciate facilities and equipment, 
so as to be in accord with realistic useful life spans and promote modernization. 

Other witnesses will discuss this plan, or ones of similar nature, affording 
the same relief, in greater detail. 


18. Secretary of transportation 

Transportation is so essential to the economic well-being of this country that 
its strength should be carefully guarded by the executive branch of Govern- 
ment, through a newly created Cabinet position, i. e., Secretary of Transporta- 
tion. The duties of this office would be to see that the policies enunciated by 
Congress for preserving and strengthening transportation are effectively carried 
out. However, it should in no way supplant or impair the regulatory functions of 
the Interstate Commerce Commission and the Civil Aeronautics Boards. The 
purpose of the office should be promotional rather than regulatory. 


19. Adverse legislation 

Finally, there must be a moratorium on legislation and regulatory orders 
which would in any way add to the burdens of cost and regulatory inequities 
now borne by the railroads. I have said enough to indicate that in my judg- 
ment the railroads of our country are already near the breaking point. Any 
additional “‘straw” might “break the camel’s back.” I understand that other 
witnesses will discuss more fully the specific proposals now pending which 
would adversely affect the railroads. 


CONCLUSION 


In closing my testimony, I would like to make this general statement. I have 
been closely associated with the railroad industry for 42 years, during World 
Wars I and II, the depression period in the early twenties, followed by the 
“boom” years ending in 1929, then the depression years of the thirties, and 
the World War II postwar period. During all this time, and with the many 
varying conditions that prevailed, I have never. seen the outlook for the railroad 
industry so alarming as it is now. Throughout my testimony I have endeavored 
to show the causes for this situation, the serious effects of these causes, what 
will happen to the industry unless they are corrected, and some of the things 
that can be done to correct them. 

We simply cannot affort to stand idly by and see the eventual socialization 
of one of the greatest natural resources of the country—the Nation’s railroad 
system. I refer to it as a natural resource because it is over 100 years old, 
covers the length and breadth of the United States, and can produce mass trans- 
portation at a lower true cost than any other transport agency, with the possible 
exception of the pipeline. 

The railroad industry is necessary for the protection and future well-being 
of the country, in peace and war. It has arrived at the crossroads, and decisions 
must be made now as to which road will be used—the free enterprise road or 
the socialistic road. The former can be used, providing we obtain relief along 
the lines recommended. If not, then the other road will have to be used and 
it will necessarily require direct subsidy through Government ownership and 
operation. And, in that event, other forms of transportation, even with present 
subsidy, would have difficulty in surviving against the competition of a sub- 
sidized national railroad system. Eventually they, too, would be operated by 
Government. 

I do not believe this country can afford to gamble with a nationalized trans- 
port system. It is too great a segment of our overall economy, and national- 
ization might not stop there. It would be a serious setback for us in the 
worldwide economic and ideological warfare that is now being waged. 

I strongly urge that efforts be made to correct the present illness of the rail- 
road industry by proven American prescription methods, rather than resorting 
to alien remedies with exceedingly dangerous implications. 
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Mr. Symes. Page 1 is a map of the Pennsylvania Railroad, as 
indicated by heavy black lines. 

It shows the 13-State area that we serve, which is generally east 
of Chicago, Peoria, and St. Louis, to the eastern seaboard lying be- 
tween New York and Norfolk, the southern boundary of which is 
generally the Potomac River and the Ohio River, and the northern 
boundary the Great Lakes. It gives you an idea of the area we serve. 


Pennsylvania R. R.—Comparison of Pennsylvania R. R. with class I railroads 
of United States—Year 1956 








Pensyl- 
United States | Pennsylvania vania © 
Item class I line-haul Railroad Railroad 
steam railroads percent . 
of total 
(1) (2) (3) (4) 
1. Miles of road, owned and leased_-_.-_..........-...---. 9, 511 4. 58. 
2. Miles of road, operated..___...........-----. ‘ 9, 963 4. 46. 
3. Miles of track, owned and leased __...._..-......-..--- 22, 535 6. 60 
4. Miles of track, operated _-____.-._.-- Ces 23, 855 6. 33 
5. Total number of all employees. - ----_----- : 103, 624 9. 94 
6. Compensation. -__..........--. stine dhapoawon $539, 872, 230 10.14 
7. Total number of locomotive units in service__........- 30, 433 2, 865 9. 41 
8. Number of freight cars, Dec. 31, 1956___.......-...---. 1, 727, 417 172, 344 9. 98 
9. Number of passenger cars, Dec. 31, 1956. .......-....-- 30, 717 4, 378 14. 25 
10. Total passengers carried_.._...........--...--...-...-. 428, 510, 000 62, 476, 000 14. 58 
i conc acnanctusssenmsiohmnshin 28, 184, 928,000 | 3,720, 098, 000 13.20 
es ce oncseeeonnawdl 1, 891, 008, 000, 000 |157, 589, 245, 000 8.33 
13. Revenue ton-miles of freight.................-......--. 647, 077, 000, 000 | 53, 428, 000, 000 8. 26 
14. Gross operating revenues____.__........-..---.----.--- $10, 551, 000, 000 $991, 107, 000 9. 40 
15. Net railway operating income $1, 068, 000, 000 $67, 121, 000 6. 28 
16. Total net investment__.____.__- cba ini aes $27, 233, 000, 000 | $2, 434, 000, 000 8.94 
ie ee Ry ee $9, 989, 000, 000 $903, 618, 000 9.05 





Source: Col. 2, Transport Statistics in the United States, Interstate Commerce Commission; col. 3, Annual 
Report of the Pennsylvania Railroad to the Interstate Commerce Commission. 


Page 2—hurrying through it—is a comparison of the Pennsylvania 
Railroad with all class I railroads of the United States. It will be 
noted in line 5 that we have 9.94 percent of all employees, a little over 
10 percent of the total compensation, 9.98 percent of freight cars, and 
14 percent of passenger cars. As to volume of passengers carried, 
on line 10, we have 14.58 and revenue ton-miles of freight, as shown 
on line 13, 8.26. Over the period of years the Pennsylvania Railroad 
has been generally recognized as representing about 10 percent of the 
industry, and that is about true today. So that we are very representa- 
tive, particularly in the East. 

If you will look at page 2A of the exhibit, I referred several times 
in my testimony as to a comparison of the rail growth, in Russia as 
compared to thiscountry. I don’t believe I need comment on it except 
to state that they are growing in mileage, they are growing in volume, 
and that they are holding their own with respect to the participation 
in the total traffic. 
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The Curran. Mr. Symes, if I might interrupt right there, on 
line 14, your gross operating revenues were $10 billion. 

Senator Smaruers. That is on page 2. 

The CuarrMan. $991 million plus. 

Mr. Symes. That is correct. 

The Cuarrman. And your net railway operating income was $67 
million ? 

Mr. Symes. Yes, sir. 

CuarrMAN. So the record will be clear, that is before taxes, 
is it 

Mr. Symes. It is before charges. 

The Cuarman. Or is that profit? 

Mr. Symes. Our net income, as such, for 1956, was $41 million. 

The Cuarrman. What percentage did you have as net profit ? 

Mr. Symes. That is it, $41 million, last year, in 1956. 

The Cuarrman. $41 million as compared with gross operating 
revenues of $991 million plus? 

Mr. Symes. That is correct. This year, with about the same gross 
it will be under $20 million. 

The Cuarrman. I want the record to indicate that. 


21278—58—pt. 1——-7 
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PER CENT INCREASE, i956 OVER i929, IN POPULATION, 
PRODUCTION, AND TRANSPORTATION VOLUME 





POPULATION PRODUCTION TRANSPORTATION VOLUME 


MANUFACTURING g 
FREIGHT | 
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SOURCE: POPULATION ——— U.S. Dept. of Commerce. 
PRODUC TION U.S. Dept. of Cormmerce and U S. Department of Agriculture. 
TRANSPORTATION —— L.c.c,. and AAR. 





p * Preliminary figures RESEARCH & DEVELOPMENT O€PARTMENT, PRR. 12-9-S7 
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TRENDS IN CORPORATE SALES, THE TRANSPORTATION INDUSTRY 
AND ALL OTHER INDUSTRIES, !I929- ISSG- 


INDEXES 
S20" 100 


Soo 


Corporate sales (in millions ): %e Change Over %e Change Over 
1929 1355 —_1929 i986, _Ii929_ 


All other industries...... . 128,952. %545,454. + 323.0 $ 580,544. +350.2 
23,424 + 141.8 24,914. +157.2 
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| TRANSPORTATION 
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i929 i93s 


SOURCE: U.S. Department of Commerce. 
p- Preliminary figures. 
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TRENDS IN CORPORATE INCOME AFTER TAXES, THE TRANSPORTATION INDUSTRY 
AND ALL OTHER INDUSTRIES, i929-1956, 


INDEXES INCOEXES 
is29*i100 Is29"100 
350 350 








ne Corporate income (in millions): % Change Over %e Change Over et 
1929 i955 _i929 956) 


All other industries... . .° 7,357 °20,431. +!777 %°20,563. +179.5 
Transportation S22. - 42.! 486. 
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SOURCE: U.S. Department of Commerce. 
p- Preliminary figures. 
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TRENDS IN WHOLESALE PRICES (ALL COMMODITIES) AND IN 
TRANSPORTATION REVENUES PER TON-MILE* AND PER PASSENGER-MILE 
SINCE 192° 


* class 1 0, & I STEAM RAILWAYS, AND OIL PIPE LINES,FROM IS29, DOMESTIC REVENUE AIRWAY SERVICE INCLUDING FREIGHT, 
( INDEXES, 1929 100 ) EXPRESS, MAIL AND EXCESS BAGGAGE, FROM 1938. CLASS I ,1,&11 MOTOR CARRIERS, FROM 1959. 


Sa 


* CLASS I RAILWAYS (EXCLUDING COMMUTATIONS), INTERCITY BUSSES, AIRLINES, AND WATERWAYS. 


PRICES: 


Wholesale price index , é ‘ 184.7 +84.7 
Revenue per pass.- mile 5 P ; N.A. NLA. 
Revenue per ton-mile......... |. g : A. N.A. 


SOURCE: Wholesale Prices — of Currerm Business. 
Revenue Per Pass.-Mile - rvey of Current Business,and Bus Facts and Figures. 
Revenue Per Ton-Mile- |.C.C. and C.AB. 
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PREPCRED BY THE RESEARCH @ CEVELOCPMENT CEPARTMENT, PRR. \2-17-ST. as. 





RATE OF RETURN ON NET ASSETS - LEADING CORPORATIONS 
Calendar Year 1956 





1, Drugs and Medicines 
2. Aircraft and parts 
Other mining, quarrying 
Other business services | 


Printing and publishing 
Soft drinks 


TOTAL MINING, QUARRY ING 
Tires, rubber products 


Building, heating, plumbing, equipment 
Wholesale and miscellaneous 
Restaurant and hotel 


48 
Department and specialty 
Shoes, leather, etc. 
Real estate 
Electric power, gas, etc, 





Railway equipment 

Chain stores, variety 

TOTAL PUBLIC UTILITIES 

pines and telegraph 
pl 


TOTAL TRANSPORTATION 
Tract ion and bus 


Souree: First National Sar ean ’ New York 
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Mr. Symes. Then if you will refer to page 2B, it shows a distri- 

bution of the ton-miles of intercity traffic as between the various 
modes in this country as compared with Russia. And if you will 
look at column 5, indicating the percent of participation by railroads 
in Russia, you will notice that they are remaining somewhat constant, 
whereas you will notice in column 7 how it is shrinking in this 
country. ; 
I am not attempting to say here the conditions in the two countries 
are the same with respect to transportation, but I do believe that the 
tremendous increase in their growth of railroads and their volume of 
traffic in that country as compared to here does require some very 
close scrutiny. 

Now, if you will turn to pages 3, 4, 5, and 6—I think that this 
really goes to the heart of the trouble in the railroad industry today. 
On page 3 it compares 1956 with 1929 as to the productive output of 
this country in tons, and also the transportation volume. If you 
will look at the middle block of that page, it shows that the tonnage 
productivity of the country for manufacturing, mineral, and agricul- 
tural, has increased 112 percent, which is the weighted-average line 
across, in 1956 as compared with 1929. Then if you will examine the 
last block, you will ncte that in freight transportation, which includes 
private, the transportation ton-miles to take care of that physical 
ees? has increased 124 percent during the same period. Passenger, 
excluding private, shows an increase of about 83.9 percent. 

Senator Smatuers. That is all kinds of transportation ? 

Mr. Symes. That is all transportation—freight—all public and 
private. 

Then if you will examine the next sheet and find out the dollar 
sales, corporate sales for other than transportation and transporta- 
tion, you will notice that it is illustrated there by graphic chart and 
shows that the dollar corporate sales in millions of dollars for other 
than transportation during this same comparative period has gone 
up 350 percent, whereas for transportation it has gone up 157.2 per- 
cent. 

Senator Lauscue. Does this “transportation” include all modes of 
transportation ¢ 

Mr. Symes. All modes. I am speaking of all transportation in 
these exhibits. 

Then if you take a look at page 5, you will notice the trends in cor- 
porate income after taxes for the transportation industry and all other 
industry, and you find that for all other industry, corporate income 
after taxes during this comparative period has gone up 179.5 percent, 
and for transportation it has gone down 46.1 percent. 

if you examine page 6 you will see from the price index, the 
wholesale price index, since 1929, and for 1955—1956 not being avail-. 
able for several of the categories—it has gone up 78.8 percent—that 
is the wholesale price index, revenue per passenger mile has gone up 
9.6 percent, and the revenue per ton-mile of freight has gone up 52.3 
percent, 
_ Now, in summary as to what those four statements show, I think 
it is very important that these figures be regarded seriously. The 
tonnage output in this country, 1956 as compared with 1929, has in- 
creased 112 percent. Transportation ton-miles, 124 percent. 
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So, regardless of what we hear about decentralization of industry, 
which you would think would have the effect of reducing transporta 
tion, it shows that it takes a little more transportation per ton oj 
output in this country today than it did in 1929. 

hen as you go into corporate sales in dollars, up 350 percent for 
other than transportation, up 157 percent for transportation. Then 
corporate tax, income after taxes—corporate income 

Senator Lauscue. May I ask a question at this point ? 

Mr. Symes. Yes. 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. One is up 350, you said ? 

Mr. Symes. 350. This is dollars. 

Senator Lauscue. How much is the other up? 

Mr. Symes. 157. 

Senator Lauscug. How does that difference arise? 

Mr. Symes. I am going to come to that in a second. Then the 
third, the corporate income after taxes, other than transportation is 
up 179 percent; transportation is down 46 percent. 

Now, what has caused it? Your question. Inequality; largely 
subsidy, where one form of transportation secures more subsidy than 
the other form which is trying to compete with him. The one fellow 
who gets none or little has to put in a rate structure that is entirely 
too low to combat this inflationary matter we have had in the last 15 
years. 

You asked, I think, whether all transportation is in good shape. 
I said all transportation in this country is not in good shape. Weare 
not keeping pace with inflation, as these figures very well bring out, 
I think it is very important as to the real cause of the plight that 
CopneeTsnteen, and particularly the railroads, find themselves in 
today. 

Senator Smatuers. You say that is the only cause? 

Mr. Symes. No, it is the principal cause, 1 would say. I will refer 
to some of the others. But this, to me, is the principal cause for the 
situation today. 

Senator Smatuers. What do you call it? Unfair what? 

Mr. Symes. Inequality of treatment. 

Senator Smaruers. Inequality of treatment ? 

Mr. Symes. That is correct, which several Senators spoke of a lit- 
tle while ago and which I will discuss later. 

Senator Smaruers. Inequality of treatment by whom? 

Mr. Symes. By government. 

Senator Smaruers. Do you apply that inequality of treatment only 
to the Federal Government or to the State governments ? 

Mr. Symes. Also State and local regulatory authorities—legisla- 
tive and regulatory. 

Senator Smatuers. Do you arrive at that inequality of treatmem 
solely on the basis of considering the subsidy program ? 

Mr. Symes. That is a large part of it. Very large, which I wi 
revert to later. 

‘Senator Smaruers. You don’t go so far as to say that the Inter 
ate Vamamanee Commission as such administers unequal treatment, 

o-you! 

Mr. Symes. No; I do not, not as far as the ICC is concerned. It 
is legislation and regulation in many of the States. 
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Senator Smaruers. In other words, you are limiting it to legislation 
and subsidy programs, what you base your inequality-of-treatment 
statement on ¢ 

Mr. Symes. That is correct. 

The CuarrmMan. Would you repeal those other treatments that you 
mentioned ? 

Mr. Symes. Would I repeal them? 

The CuatrMan. Yes. 

Mr. Symes. You mentioned “user charges” to Mr. Loomis. That 
is the answer to the treatment, user charges. You referred also to 
the airlines. 

The Cuarrman. No. 

Senator Smaruers. Senator Monroney made that statement. 

Mr. Symes. If you want to listen to something that is local here in 
Washington, about equality of treatment, I would like to refer to the 
Washington National Airport right here in our own bailiwick, and the 


wae Union Station. I think these figures are very interesting. 


The CHarrman. I thought we got rid of that last year. 

Mr. Symes. The Washington Terminal Co., which is the railroad 
station here, represents an investment of $23 million. It has been 
depreciated to $19 million. During the last 16 years it has paid $21 
million in taxes and $5 million in interest on the debt. Since 1940, 
the owners, which are the Baltimore & Ohio and the Pennsylvania, 
have received in dividends an average return of one-half of 1 percent 
on investment, but there have been no dividends during the last 10 
years, but the 2 owners have had to advance $2 million in corporate 
advances and $1.5 million in working funds. 

Contrast this with the Washington National Airport. It was 
started in 1938, finished in 1941. It is owned and operated by 
government, even though only 3 percent of its usage is for military 
pu .. It has paid no taxes or interest, nor repaid any portion 
of the original investment during the 16 years of its operation. It 
has accumulated an operating deficit of $4 million. There are 4 mil- 
lion passengers a year who use the airport; 17 million a year use the 
Union Station. 

Now think of this, gentlemen. If we could donate the Washington 
terminal property, which is the Union Station, to the Government, 
and if the Government permitted use in the same manner as the air- 
port to us, the owners would accrue about $5 million in cash and save 
well over a million dollars a year in operating expense. 

That is a very good example, I think, of equality or inequality of 
treatment as between modes. So we would like very much to donate 
that to the Government and use it on the same basis as the airport. 
a SmaTuers. We don’t have the authority to accept. [Laugh- 

r. 

Mr. Symes. No, but I did want you to get an illustration of what 
I was talking about. 

Senator Lauscue. Would you specify again how this savings would 
aceumulate; what part of it would be in the savings from nonpay- 
ment of taxes, operating expenses 

Mr. Symes. We would get on the sale, if we gave it to them, we 
would be able to write off the loss on our books, which would give us 
the $5 million in cash I referred to, and well over a million dollars 
a year would be tax free, which we wouldn’t have to pay as a user. 
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Senator Lauscug. Is there a loss on the operations ? 

Mr. Symes. We are assuming as far as operations are concerned 
that they would pay standard wages and so on, just the same as we do, 

Senator Smatuers. Go ahead, Mr. Symes. 

Mr. Symes. If you will refer to page 7 of my exhibit, I have com- 
mented on the inability to attract equity capital to the industry. [I 
think that shows very forcibly why it is difficult to get equity capital. 
As you will note, with the competition of the fellows with the big 
return, we being third from the bottom, they sort of keep away from 
us in financing. 

To show you the seriousness of the situtaion from the standpoint 
of the Pennsylvania Railroad, I would like to refer you to page 8, 
which is a comparison of working capital after deduction of 1 year’s 
maturities, which is a pretty generally accepted practice, and also 
materials and supplies, and I will refer you to column 7 without going 
through the whole picture, to show that after you deduct debt due 
within the year, mA g our inventory—materials and supplies—that we 
have at the bottom of the line $14,900,000 deficit at the end of Septem- 
ber. And that will be just about the same at the end of December. 


Tue PENNSYLVANIA RR. Co. 


Comparison of working capital, afier deduction of 1-year maturities, with gross 
operating revenues 


[In millions] 





Excess of Working Working 

Operating current 1-year Working | capital as | Materials capital 

Year revenues | assets over | maturities capital percent of and (less mate- 
current operating | supplies rials and 

liabilities revenues supplies) 

(1) (2) (3) (4) (5) (6) (7) 
Ne ius. $477.6 $94.0 $8.3 $85.7 17.9 $35.0 7 
TE iaGinisettinta pnts 614.0 70.7 10.7 60.0 9.8 58.3 7 
ndddassscedecs 838.5 | 101.9 9.7 92.2 11.0 51.1 4.1 
a 979.8 93.5 16.4 77.1 7.9 45.1 32.0 
awa ratinkegsiedinces 1,010.0 113.1 11.7 101.4 10.0 47.2 54.2 
BD. dive boseisddee 936. 5 156. 2 12.1 144.1 15.4 45.5 08.6 
Siniaduiineowiens 822.0 108.5 12.6 95.9 11.7 52.8 43.1 
i ieekinddthdandnd 903. 3 86.9 41.2 45.7 5.1 63.5 117.8 
Bn cecesenn—sem 1, 000. 0 165. 7 18. 5 147.2 14.7 69.4 77.8 
Sl neces oan 848. 2 147.2 20.5 126.7 14.9 68.5 58.2 
PO ciddasiecdasee 930. 1 154.7 23.1 131.6 14.1 65.7 65.9 
imate dincaceninsdinte 1,044.4 161.9 37.5 124.4 11.9 89.6 44.8 
We cdetuntasecde 1, 028.8 163.5 35.1 128.4 12.5 68.6 50.8 
il lita cael 1, 034, 4 143.7 36.4 107.3 10.4 69.1 38.2 
SS osnt.oe beveseaaage 848.8 144.6 37.5 107.1 12.6 63.9 43.2 
ip iisiath Aiden aiid 935. 0 122.2 36. 4 85.8 9.2 56.3 20.5 
ee E imine 991.1 109. 8 38.0 71.8 7.2 67.1 4.7 
BOOT Panu cacecsncses 31, 008.8 | 85.4 36.8 48.6 4.8 63.6 1149 
1 Deficit. 


2 As of Sept. 30, 1957. 
312 months ended Sept. 30, 1957. 
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Cash realized through liquidation of assets 










: ctl 

: Source Year | Cash realized 
Pennsylvania Terminal Real Estate Co. (Hotel Pennsylvania) -.._-...-...-:-... 1948 $3, 800, 000 

ee ae a nehuniedoceenbersareestae tent 1949 11, 800, 000 

I IEE, INN nos i cn nncinencendsnsecssineinketubede tates dianiiogs 1949 4, 250, 000 
Pennsylvania RR. covered debentures and general mortgage bonds, sale of re- 

& ET ET CN on onwawas see banc tneenennmteiebmngudenawebin’ 1949 14, 000, 000 
ees. occtusloseseeneacedyemamanigeomonntann 1951 1, 065, 000 

y Pennsylvania Greyhound stock. --_._...............-....------ casita bactiaaian ieee 1954 10, 500, 000 

A wanmesepnis (city of Philadelphia) ._..........-....-.<.-+----2----------.---.--- 1954 1, 000, 000 

Suburban station ._.______- aici eis aaliind tetiiag dismal Sate dailies Alaina mtletancdatiancaeikchi eae ae 1954 7, 000, 000 

eNO COND CUE TNC a in dine cha dnodtun dau tiedndanacedrcadadeudoasphdudeatowe 3, 100, 000 
t nes in Ee ae 5 aS eet ee 3, 900, 000 
, UNE, TINUED CO PUNE CONNIE D6 3 ois nn cur edtipdeocsduceccadscessteboan 1954 1, 500, 000 
8 ee nO CRUD COR NRG, ncincin non dbdediininisbadcmmpeadeehossachasalanacuacaaa 1, 500, 000 
0 I et oninghay ne -ic~ob apiece amp ~> 4abateipe chen nnetighniipise~ calorie saa anne a. 
8 i so sr ask ceaabnaiee epicnmeadieletecoaiouivasimaatoee 1954 2, 950, 000 
e Less balance due on mortgage. .........-..-.-..........--.....-.. Lanchttomsdaeael 2, 500, 000 
8 SN octievecewsdeanbinnsthins sxeussvtuckatmnseneeeuniaaeal 450, 000 
- National refrigeration terminal... -- ase bade a Geen ae eae nee 1954 450, 000 

ee nen ee EE NIN 262, 500 

i el ie ae se i il cel ai aaa i i ae 187, 500 

Water companies and related facilities in Pennsylvania and Delaware. .-.-._.-.- 1955 5, 500, 000 

e ’ eg” ie inlldih— septlnieae Bi pbs liege! viele aad 1955 1, 500, 000 

Pittsburgh, land under warehouse_---._-____- adideowkJdiee~dhhdbubduddladackencobel 1955 1, 700, 000 

I a a se cae alt aisle eniin mines baie aaaibe anita 1956 6, 563, 000 

ED GP FUMIE ONE wie else wal ash wine abdadssbhbowcadubesusaeee 1956 1, 100, 000 

_ TERS DR TITY 32] OUTS) CD AES SEY ERR TO Oe 67, 315, 500 

; Balance account miscellaneous real-estate sales of less than $1,000,000.............]..-.-..... 31, 509,500 
x Grand total. ............- a LE, Se Si Sk Aaa laden Ah le nh ag oem ed Semel Sash dcnpee 98, 825, 00 

} 

You also note that it was only 1 year that it was lower, and that 
ae | was in 1947, when it was $17.8 million. In other words, $17,800,000. 
7 But here the conditions are so much more serious than they were then 
a from the standpoint of cash, and I will refer to some of the next ones 
+ and hurry through them, to show you that. 

8.6 If you will look at page 9 it shows the cash realized through the 
! liquidation of assets on the Pennsylvania Railroad since 1947, where 
+ we were able or had to, rather, sell our hotel in New York, dispose of 
as our office building in Philadelphia, our water company, our invest- 
a8 ment in Greyhound Bus Co., our ferry companies, and a lot of prop- 
a erty, not for industrial sale, but just to get rid of the property and 
9.5 uire cash. That amounted, as indicated on the righthand side, to 
| at ’ l g ’ 

49 a little over $98 million. Then we had been going through a very large 
x abandonment program, and that is reflected on page 10, where we are 


tearing down equipment, and also lifting a lot of track. 
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Net increase in cash as result of abandonment program 











From sale of | From sale of By avoidance of purchase of new 
maintenance | equipment material 
Year of ways and | and disman- Total 
structures /|tling program 
scrap Rail Equipment Total 


q) (2) (3) (4) (5) (6) (7) 








$1, 873, 629 | $1, 873, 529 |._.......--- ; $438, 928 

5,072,940 | 5,072,940 |_.-......._- 5, 012, 850 5, 012, 850 

7, 494,030 | 7,494,030 |__.....__. -| 4,711,683 | 4, 711, 683 

7, 820,283 | 7,820,233 |..........-- 6, 218, 260 6, 218, 260 

7, 002,132 | 7,602,132 |........--.- , 044, 6, 044, 836 

6, 322,347 | 6,322,347 |..........-- 3, 583, 078 3, 583, 078 

12, 162, 141 | 12, 162, 141 |_........_-- 3, 365, 668 

7, 479, 569 TE Oe Livsivencaders 1, 476, 673 1, 476, 673 

3, 143, 755 3, 260, 355 $465, 400 1, 145, 978 1, 611, 378 

12, 903,078 | 14, 517,211 2, 072, 000 5, 705, 475 7, 777, 475 

12, 587,172 | 15, 665, 857 1, 755, 000 3, 182, 450 4, 937, 450 

4, 913, 070 7, 213, 070 669, 800 796, 590 1, 466, 3% 

Total 1946 to 1957__- 7, 109, 418 89, 373, 996 | 96,483,414 | 4,962,200 | 41,682,469 | 46, 644, 669 

1 Estimated. 


We show in column 2 the cash realized from the sale of maintenance- 
of-ways scrap, which is mostly rail; column 3, Sn of equip: 
ment, locomotives, freight cars and passenger cars, $89 million. 

And then over in the other half of the sheet it shows the salvage 
value of materials that we were able to realize out of this abandon- 
ment program in our regular maintenance program. It amounted to 
$46, in rail, rail that we could take up and use elsewhere, and in part 
from freight cars largely, which is trucks and wheels and brakes and 
so forth. 

So in those two programs alone, liquidation of assets, and cash 
realized from the dismantling program, amounted to $241 million 
in this period. We haven’t got that as a fallback as we go from here 
on. Liquidation of assets, yes, we have some, and are trying to dis- 
pose of them, but not in this kind of money; and the same on dis- 
mantling. We are now down to a pretty low figure on equipment, and 
the picking up of track from here on is going to be very difficult. 

Page 11 represents the gross capital expenditures. 
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Senator Smatuerrs. May I ask a question before you leave that page? 

I haven’t looked at these figures very closely, but would you say 
that what profit that you have been realizing up until 1956, when you 
had one would you say that the profit that you have been realizing 
prior to that time resulted from a great extent from the dismantling 
program ? 

Mr. Symers. Oh, yes. That is shown, really, in column 3 on page 10, 
which is the dismantling of equipment. 

Senator Smatruers. In other words, in order to show a profit, you 
had to dismantle the railroad in order to get it? 

Mr. Symes. Well, this is a cash realized from the dismantling. 
It iscapital scrap. It does not get into the income accounts. But isis 
cash, I don’t mind telling you, that provided the down payment for 
the new equipment we got in this period, which is generally 20 percent, 

Page 11 merely indicates the capital expenditures over the period 
of years and then reduce to constant dollars. And then as you will 
note in column 7, our expenditures are pretty low as compared with 
the period, even much lower than during the depression years of the 
1930’s. And columns 9 and 10 merely indicate the traffic volume, and 
capital expenditures should go somewhat in hand with traffic volume, 
which we are certainly not doing, particularly in the last 4 years. 

Page 12 gets into the deferred maintenance in our track with respec 
to rail, ties, and other materials. 
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Without going through the whole thing—also buildings and sig. 
nails—it amounts in our opinion to $132 milion. This is not the result 
of any of these old formulas that are used to determine deferred main- 
tenance. It is a result of a close-on-the-ground check by the most 
capable engineers on the property, as to what the real deferred mainte- 
nance is, rather than formula. 

Senator Smaruers. The title says “Deferred track maintenance.” 
Is that deferred track maintenance payments? 

Mr. Symes. No; that isthe amount. For example, in the first block 
on sheet 12, that shows the amount of new rail that should have been 
in track, that we are short, the same as the fit rail. And the fit rail is 
the rail that you take out and transfer to a branch line and so on, and 
the cost of the rail and the cost of placing it in track, which requires 
laying and surfacing. 

The second section shows the maintenance of track, not the new rail, 
which requires raising and ballasting periodically, which we have 
not been doing. And, of course, the bottom one is the deferred main- 
tenance of roadway signal systems, office buildings, and so on. 

Senator Smatuers. How does this affect safety ? 

Mr. Symes. Fortunately so far we do not believe that we have 

otten—and we won't if we can help it—into the safety feature. We 
a had to put slow orders on track, where we had cut it from 6) 
miles an hour to 50 miles an hour, and 50 to 40, because of this deferred 
maintenance. So it has affected our service. And incidentally, some- 
one asked the question of Mr. Loomis as to whether or not as we re- 
duced passenger-train miles and get these passenger cars out of service, 
what we are doing with them. We are actually cutting them up and 
taking advantage of the scrap that we can get for them. 

I would say there, when you are relating the passenger equipment 
to the war load on the Pennsylvania Railroad, where we handled a 
little over 13 billion passenger-miles during the war, we are now down 
to about 314 billion. I would estimate, by repairing the—— 

Senator Lauscue. Per year? 

Mr. Symes. Yes [continuing] by repairing the cars we have, we 
could probably double what we now have under the same conditions, 
which would only be about half of what we were called on to perform 
during World WarII. That is about our situation. 

Senator Smatuers. Let me see if I understand that. What you 
are saying is, if you were called on to carry such a load in the future 
as you did during World War II, you oulbe not be able to do it. 

Mr. Symes. We definitely would not. 

Senator Smatuers. You would not for the reason that you have dis- 
posed of passenger cars ? 

Mr. Symes. Yes, sir. 

Senator Purreu. It is also true there is $132 million that you should 
have spent on track maintenance and so on that you haven’t. Was 
that deferred ? 

Mr. Symes. That is correct. 

Senator Purrety. In order to operate correctly you would have to 
have a good bit of that, or would you? 

Mr. Symes. We certainly should, to give a good service, and also 
you get into a lot of yards, and so forth, that are not dangerous but 
cost money, and delay traffic. $13 million deferred maintenance an 
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equipment. Passenger-train cars, indicating the amount we have 
there, freight-train cars, and locomotives, indicating also the formula 
ysed. And wecome up with about $57 million. 

The CuatrMan. What do you mean, for the purpose of the record, 
by “overdue for class repair” ¢ 

Mr. Symes. In other words, here is a lomocotive, for example, that 
we have on mileage, 200,000 miles, that ought to go in for periodic or 
class repair. We are cheating a little on that, we are going to 225,000 
and 230,000, because we don’t have the money to put into it. 

The Cuairman. Is that in violation of the ICC regulations? 

Mr. Symes. No,sir. That is our own regulation. 

The Cuarrman. I think the record ought to show here whether or 
not, because of this situation, you are in violation of the ICC. 

Mr. Symes. No, we are not. We are complying with the ICC. 

The Cuamman. You have more stringent regulations than they? 

Mr. Symes. On inspection mostly, yes. 

The Cuarrman. But this is a serious situation. 

Mr. Symes. It is a very serious situation, particularly if we have a 
sudden pickup in business. 

And the total deferred maintenance, as indicated in my statement, 
both maintenance of way and equipment, shows about $190 million. 

That doesn’t mean that we ene spend that this year, particularly 
on rails. 

For example, we are only putting in 6,500 tons of new rail in the 
program for 1958. We know that it should take about 50,000 tons. 

So in order to catch up on what we have not been doing, if we could 
just put in 60,000 tons for the next 8 or 10 years, you would catch up 
to it gradually and not put in additional maintenance on property, and 
that is the way it has to be picked up. It isa long-term job. 

Senator Purrexy. There is great danger, of course, in stretching it 
over too many years? 

Mr. Symes. That is correct. And we would have to take a very 
careful analysis as to which is the worse. But that is the way it would 
have to be done. If we could get about 60,000 tons of new rail each 
year, we could get into that. But we couldn’t put in 220,000 tons of 
new rail. We wouldn’t have the manpower or forces to do it. 

Senator Smatuers. We have other witnesses to testify here, but 
is it your opinion that other railroads are cutting down on their main- 
tenance of rails? 

Mr. Symes. I would say that is not entirely true of the industry. 
It is generally true of a great many railroads, particularly in eastern 
territory. 

Senator Smaruers. In other words, the purchase of steel rails in 
the last couple of years obviously has been decreasing, and you see—— 

Mr. Symes. Entirely inadequate. 

Senator Smatuers. And unless there is some change—— 

Mr. Symes. You can live on that fat for a little while, but it eventu- 
ally moves in on you. 

enator Purrety. May I ask a question ? 

Senator Smatuers. Yes. 

Senator Purrets. At the rate that you are catching up, as you in- 
dicated, what did you say your normal replacement would be on rails? 

Mr. Symes. Our normal replacement to keep even is about 50,000 
tons a year. 
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Senator Purreti. And this year you are putting in 

Mr. Symes. Sixty-five hundred tons. 

Senator Purreiy. Only 6,500? 

Mr. Symes. That’s right, about one-eighth. And about a third of 
our ties. 

Senator Purreitt. What would that represent in tonnage on your 
grand total of $132 million, $133 million really, of deferred track 
maintenance. 

Mr. Symes. If you have a minute I can comment on that right 
here. I think it is very important, getting into deferred maintenance 
for 1958. 

You have to have certain assumptions, as I have indicated. If we 
have a 10 percent decline in traffic volume—by that I mean ton-miles— 
in 1958, under 1957—and it is running much greater than that right 
now, and it looks like January will be 17 percent—and with the same 
rate structure that we have, assuming we wouldn’t get any increase 
in rates, which I hope will not be so, but it is on that assumption, 
and assuming a 7-cent-per-hour increase on November 1, next fall, 
which we are tied to with our labor contract—only 7 cents, without any 
cost-of-living increase, which incidentally in 1957 was 8 cents, and 
with us a cent is well over $2 million a year, so you can see what that 
means—but on those assumptions, and with only 6,500 tons of rail 
laid, actually not class repairing anything—passenger cars, freight 
cars or anything else, but just shoving them aside as they come due— 
and after laying 3,000 more employees off this month on top of the 
11,000 that we laid off in 1957, a total of 14,000 since last March, we 
come up with a $5 million deficit after that. And that means about 
$55 million additional deferred maintenance in the property. 

The situation is just that serious. 

Senator Bricker. That will bring it up to around 253 million? 

Mr. Symes. Yes, sir. 

Senator Purrett. What you are saying, you can’t even maintain the 
status quo, is that correct ? 

You are continuing to deteriorate ? 

Mr. Symes. Yes,sir. We are deteriorating badly. 

Senator Smaruers. Do you think that the decrease in the amount 
of steel rails which you and other railroads are buying might account 
for the drop in the amount of steel production that we see resulting 
to the steel industry. 

Mr. Symes. It could very well. Our purchasing, our capital ex- 
penditure program, is having a very adverse effect on our whole econ- 
omy and life, and on the communities. For example, we used to have 
156,000 employees right after the war. We are down to 87,000 now, 
In towns like Altoona, with eight or ten thousand people out of work, 
it is really a serious situation. 
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Pennsylvania RR.—Deferred equipment maintenance as of Dec. 31, 1957 
(A) PASSENGER-TRAIN CARS 








| 


| 


| Cars due and overdue | 








Kind Number | | Money 
| Class repairs | Intermediate | 
| repairs 
(1) (2) (3) | (4) (5) 
MOON. coc acnhonnsteescee 1, 142 | 689 | 318 | $12,681,625 
Passenger baggage...............--.- 58 | 34 18 638, 000 
pap sianed 165 | BT Bechet 1, 544, 000 
Dining and cafe cars... 184 | 130 | 39 | 2, 923, 000 
Baggage express. — 766 | OO6O-beeeanswecz 4, 153, 000 
SS ae ae 66 | Rs ase ate 309, 000 
Refrigerator express _ : 215 | 199 | aa 1, 352, 000 
Electric cars---_- sail 458 | 303 | 32 | 4, 611, 624 
Rail motor cars. -- -_- 11 | tae ete ----| se 
Tubular train--__----- s | } 
Total. -.- 3, 073 2, 046 | 407 28, 257, 249 
(B) FREIGHT-TRAIN CARS 
— - 8 um ae —_—_—_______ 
. | Bad order 
Kind Number | cars in excess Money 
of 3 percent 
(6) (7) (8) 9) 
— — — = —_ — _ — ————$———— eee tae _ —_ 
Box... 68, 051 | 3, 921 | $5, 097, 300 
Hopper. - - 63, 589 | 8, 247 | 14, 130, 050 
Gondola - 37, 397 | 3, 048 | 3, 352, 800 
Flat... -- 3, 067 | 59 | 88, 500 
Stock. -- 1, 140 | 520 416, 000 
Cabins... 2, 101 | 201 | 301, 500 
Total. 17 5, 348 | 15, 996 | | 23, 386, 150 
(C) LOCOMOTIVES 
(10) | (11) (12) 
en | —— ——— —— 
161 $3, 542, 000 


66 





Road diesel electric locomotive units due or overdue for wha wees maintenance - -..-- 
Electric locomotives due or overdue for class repairs - ~ pachoed mis 


2, 244, 000 





SUMMARY 








Number Money 
of units 
Passenger-train cars: Number of cars due or overdue for class or intermediate 
repairs_____ -| 2, 453 $28, 257, 249 
Freight-train cars: “Number of class repairs s required to reduce bad order cars | 
from 12.1 percent to 3 percent | 15, 996 23, 386, 150 
Locomotives: Number of locomotive units due or overdue for class repairs or 
periodic maintenance.__-' Soatena i ae pated 227 5, 786, 000 
vier UnIUDIRITINGDS TURINONNOUIIIN 58 SB te cnuuceickaW@aecaceunel 57, 429, 399 


The next, page 14, merely indicates the revenue per passenger-mile 
and the revenue per ton- mile, as compared with wages and materials, 


and you can see the terrific lag between the two. 


21278—58—pt. 1——-8 
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The next, page 15, referred to in my testimony, is the time lag in 
being able to obtain increased rates to meet increased costs. And 
this covers the period 1946 to 1957, and it shows when we applied, 
how much we ulead for, when we got it, and how much. Had we been 
able to obtain the increases we sought within 60 days from the time 
of filing—I should say that again, not what we sought but what we 
finally get, and we didn’t get what we asked for—what we finally 
eceiaii the Pennsylvania alone would have had $131,900,000 addi- 
tional revenue. a erie “ 

So you can see that lag with this terrific inflation, in trying to get 
increased rates to meet these costs, just hasn’t been just. 

The Cuarrman. What was the reason for the lag? 

Mr. Symes. Opposition and the proceeding that the ICC must go 
through. 

The CuamMan. We are interested in the ICC, because that is our 
field. In your opinion what was it due to in the ICC? Was it lack 
of manpower ? 

Mr. Symes. I would prefer to have the ICC say that. And I am 
not condemning the ice too much, knowing the procedures they have 
to go through, the hearings, oral arguments, filing of briefs and so 
forth. It does take time. In an emergency of this kind it could be 
shortcutted. 

I will also say in the last few cases we have had before the ICC it 
has been much quicker than prior to that time. 

Senator Smatuers. It is a fact that they have improved over the 
the last 2 years. 

Mr. Symes. Substantially so. 

Senator Bricker. This table dates back to 1946. 

Mr. Symes. That is right. And the opposition, for example. We 
go in there for a rate increase, and we not only get the shippers but 
we get Government in there opposing us, Agriculture, at Defense 
sometimes, and the Post Office Department on mail. All of that takes 
a lot of time which I will comment on later, if I can. 

Senator Purrett. This simply shows the picture would not have 
been as dismal. This is not the answer to your problem. 

Mr. Symes. No, sir. The things that are causing our trouble are 
not entirely that. It goes back to a deeper-seated thing over a longer 
period of time. 

Senator SmAtuers. Off the record. 

(Discussion off the record.) 

Senator Smatuers. On the record. 
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Do you believe that if you had had those increases that you would 
still have had as many passengers ? 

Mr. Symes. Would you repeat that ? 

Senator Smatuers. If you had had the increase in rates—— 

Mr. Symes. These are all freight that I just referred to. 

Senator Smaruers. As to the freight items, would you still have 
had as much freight, or would the increase in rates have diverted some 
of that traffic to other means of transportation ? 

Mr. Symes. There is not any question that any increase in freight 
rates or passenger rates does divert some traffic to other modes of 
transport. But we know also from experience, that unless we did it, 
it would have a very serious effect on net income. 

Senator Bricker. Your $131,900,000 has not been weighted by the 
loss that would have accrued ? 

Mr. Symes. No. In other words, what they have given us, had we 
gotten it within 60 days 

Senator Bricker. On the traffic that you had ? 

Mr. Symes. That is right, on the traffic that we had. 

The next exhibits I think are important to show that the railroads 
are no longer a monopoly, which we have all been talking about, and 
also why we are losing in our participation of the total traffic volume. 
I will hurry through it. Pages 16 and 17 show the paved intercity 
highway routes in 1930 and what is is in 1957. 

The next two pages show the high speed limited-access system of 
toll highways in the United States this year, 1957, and what it will 
be under the similar highway system planned under the 1956 Federal- 
Aid Highway Act in 1969. And you can very well see that it extends 
itself into practically all of the heavy tonnage-producing areas of 
this country. 

The next shows the same for airlines. The next for inland water- 
ways, which are taking millions of tons away from the railroads in 
the east. 

Next are shown the natural gas trunk pipelines, and then the oil 
trunk pipelines. 
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I. Intercity freight traffic by public and private carriers and United States 
population, years 1929 to 1956 


[Millions of ton-miles]} 


| 
| Steam | 





Rivers | Population 
Year and elec-| Great and Motor | Oil pipe-| Airlines | Total ton- residing in 
tric rail- | Lakes? | inland trucks lines | miles the United 
roads ! canals § | States 
() (2) (3) (4) (5) (6) Gy | (8) (9) 

WO9D Ss cuntincnave 454, 800 97, 322 8, 661 19, 689 26, 900 3 607, 375 121, 770, 000 
OO dnesniennende 389, 600 77, 366 9, 087 20, 345 27,900 4 | 524, 302 | 122,775,046 
| RE IE 314, 200 49, 079 9, 233 20, 153 29, 200 4 421, 869 | 124, 040, 000 
TOUR 56 cine r ane 237, 600 24, 734 7, 905 18, 806 30, 900 3 319, 948 | 124,840, 000 
1933 _. ane 253, 000 45, 069 10, 232 18, 691 32, 800 3 |} 359, 795 | 125, 579, 000 
MOOG in cnccktedes 272, 900 48, 267 9, 423 20, 652 34, 300 3 | 385, 545 | 126,374,000 
WGC Lo cavckheatue 286, 300 54, 690 13, 406 24, 628 44, 400 5 | 423,429 | 127, 250, 000 
WOO se xu ocmenae 344, 600 77, 264 15, 387 28, 52, 000 8 518, 103 | 128, 053, 000 
SE RS 366, 500 93, 244 16, 883 32, 306 58, 200 9 | 567,142 | 128, 825, 000 
a oe 294, 800 49, 004 17, 743 37, 000 55, 000 10 453, 557 | 129, 825, 000 

} | 

} | 

Revised series | 
B00 oc aawe 338, 850 76, 312 19, 937 52, 821 55, 602 12 | 543, 534 | 130, 880, 000 
BONDS hc dcepmicck 379, 201 95, 645 22, 412 62, 043 59, 277 14 | 618, 592 | 131, 669, 275 
BOO) 6a dapcebatieu 481, 756 113, 639 26, 815 81, 363 68, 428 19 | 772, 020 | 133, 121, 000 
BOR iideccnstesen 645, 422 112, 167 26, 398 59, 896 75, 087 | 34 | 929, 004 | 133, 920, 000 
OUD aig aco tee 734, 829 115, 346 26, 306 56, 784 97, 867 53 1, 031, 185 | 134, 245, 000 
RUB Sa cbacasnade 746, 912 118, 769 31, 386 58, 264 132, 864 71 | 1,088, 266 | 132, 885, 000 
BONG Scale ceae ede 690, 809 113, 028 29, 709 66, 948 126, 530 | 91 1, 027,115 | 132, 481, 000 
IO ie ten kcwale 602, 069 96, 022 27, 951 81, 992 95, 727 93 903, 854 | 140, 054, 000 
BON dhaicueiin sca 664, 523 | 122, 165 34,549 | 102,095 | 105, 161 158 | 1,018,651 | 143, 446, 000 
RN os crete ct 647, 267 | 118, 707 43,139 | 116,045 | 119, 597 223 | 1,044,978 | 146, 093, 000 
WOR iottcntonet 534, 694 97, 503 41, 893 126, 636 114, 916 | 235 | 915, 877 | 148, 665, 000 
BORR aeciinisscesces 596, 940 111, 687 51, 657 72, 860 129, 175 318 1, 062, 637 | 150, 697, 361 
Peer RN 655, 353 119, 984 62, 232 188, 012 152, 115 379 1, 178, 075 | 153, 384, 000 
oo 623, 373 104, 530 63, 837 194, 607 157, 502 415 | 1, 144, 264 | 155, 761, 000 
1068 cascade in tansidae 614, 199 127, 383 75, 056 217, 163 169, 884 413 | 1, 204, 098 | 158, 313, 000 
TOE Sic nscoauvdn 556, 557 91, 175 82, 504 | 214,626 | 179, 203 397 | 1,124, 462 | 161, 191, 000 
W966 cccrsanscnar 631,385 | 118,845 97,663 | 226,188 | 203, 244 481 | 1,277,806 | 164,303, 000 
1006 Scticue cies 655, 900 110, 700 109, 300 253, 800 230, 000 | 563 | 1,360, 263 | 167, 259, 000 


1 Includes mail and express. 

2 Includes Canadian and overseas traffic on the Great Lakes. 
3 Excludes coastwise and intercoastal traffic. 

4 Preliminary. 


Sources: Col. 2, 1929-38: Bureau of Railway Economics, AAR; 1939-56: Annual Report of the Interstate 
Commerce Commission. Cols. 3 and 4, Annual Reports of Chief of Engineers, U. 8. Army. Col. 5, 1929: 
Estimated by Bureau of Railway Economics, based on motor truck registrations; 1930-56 American Trucking 
Trends, American Trucking Association. Col. 6, 1929-38: Estimated by Bureau of Railway Economics, 
AAR; 1939-56: Annual Report of the Interstate Commerce Commission. Col. 7, 1929-33: Estimated by 
Bureau of Railway Economics; 1934-56: Statistical Handbook of Civil Aviation, Civil Aeronautics Admin- 
istration. Col. 9, Bureau of the Census, U. 8. Department of Commerce, 1930, 1940, and 1950 as of Apr. 1, 
other years estimated as of July 1. 
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IT. Distribution of intercity ton-miles in the United States, years 1929 to 1956 























[Percent !] 
Steam and Great Rivers Motor Oil pipe- 
Year electric Lakes and inland trucks lines Airlines Total 
railroads canals 
(1) (2) (3) (4) (5) (6) (7) (8) 
OOO S OOOO OS )s oOo | | | 
oe 74.9 16.0 1.4 3.3 9 Snare ee 100 
Enns aimee 74.3 14.8 1.7 3.9 OO hit ackcccann 100 
i hdéccdemenene 74.5 11.6 2.2 4.8 WO Bodcbsat ie canae 100 
EL sna 3 ebcmmee 74.3 8 2.5 5.9 Wel Achanwencen 100 
ssn ndireeeae 70.3 12.5 2.9 5.2 MI lace cresmpecete 100 
i ivdnanbmammalec 70.8 12.5 2.4 5.4 OP Cen chanuntions 100 
nnd hicncoreinne 67.6 12.9 3.2 5.8 ED Bae nncukeone 100 
icc dink etetunaian 66. 5 14.9 3.0 5.6 RD Bs cipieomitinace nace 100 
i ndoumpaeniies 64. 6 16. 4 3.0 5.7 TEP Adoni dmmoauunt 100 
ids wocne apie 65. 0 10.8 3.9 8.2 BED Dic ciiewasew 100 
Revised series 
62.4 14.0 3.7 9.7 100 
61.3 15.5 3.6 10.0 100 
62.4 14.7 3.5 10.5 100 
69. 5 13.1 2.8 6.5 100 
71.3 11.2 2.5 5.5 100 
68. 6 10.9 2.9 5.4 100 
67.3 11.0 2.9 6.5 100 
66. 6 10. 6 3.1 9.1 100 
65.3 11.0 3.4 10.0 100 
61.9 11.4 4.1 11,1 100 
58.4 10. 6 4.6 13.8 100 
56. 2 10. 5 4.9 16.3 100 
55.6 10.2 5.3 16.0 100 
54.5 9.1 5.6 17.0 100 
51.0 10.6 6.2 18.1 100 
49.5 8.1 7.4 19.1 100 
49.4 9.3 qe 17.7 100 
48.2 8.2 8.0 18.7 100 








1 Based on tabulation of companion chart I. 
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Ill. Intercity freight transportation and United States population, years 
1929 to 1956 
[Index of ton-miles]} 
| | 
Steam Rivers | Index of 
and Great and Motor | Oil pipe- | Total United 
Year electric | Lakes? | inland trucks lines Airlines ton- States 
rail- canals % miles popula- 
roads ! tion 
(2) (2) (3) (4) (5) (6) (4) (8) (9) 
1929... psc’ 100. 0 100.0 100.0 | 100.0 100. 0 100. 0 100.0 100. 0 
1930 _. ead 85.7 79.5 104. 9 103. 3 103.7 133.3 86.3 100. 8 
eee 69. 1 50. 4 106. 6 102.4; 1086 133.3 69.5 101.9 
so vsacntine crews 52.2 25.4 91.3 95.5 114.9; 100.0 52.7 102. 5 
RG Oia he Scia 55.6 46. 3 118. 1 | 94.9 121.9 100. 0 59.2 103, 1 
1934... ara 60.0 49.6 108.8 | 104.9 127.5 100.0 63.5 103.8 
1935. - i 63.0 56.2} 154.8 125. 1 165.1 | 166.7 69.7 104.5 
Ss ob Sees 75.8 79.4 177.7 146. 5 193. 3 266. 7 85.3 105. 2 
1937. pss 80.6 95.8 194. 9 164. 1 216. 4 300. 0 93. 4 105. 8 
Re sid babs owen 64.8 50.4 204. 9 187.9 204. 5 333. 3 74.7 106. 6 
Revised series 
| 
78.4 230, 2 268. 3 206. 7 400. 0 89.5 | 107.5 
98. 3 258. 8 315.1 220. 4 466.7 101.8 | 108. 1 
116.8 309. 6 413.2 254. 4 633.3 127.1 | 109. 3 
125. 5 304. 8 304. 2 279.1 | 1,133.3 153.0 110.0 
118.5 303. 7 288. 4 363.8 | 1,766.7 169. 8 110. 2 
122.0 362. 4 295. 9 493.9 | 2,366.7 179. 2 109. 1 
116. 1 343. 0 340. 0 470.4 | 3,033.3 169. 1 108.8 
98. 7 322.7 416. 4 355.9 | 3,100.0 148. 8 115.0 
115.3 398. 9 518. 5 390.9 | 5, 266.7 167.7 117.8 
122.0 498. 1 589.4) 444.6] 7,433.3 172.0 120.0 
100. 2 483, 7 643.2 | 427.2] 7,833.3 150.8 122.1 
114.8 596. 4 878.0 | 480.2 | 10, 600.0 175.0 123.8 
123, 3 718. 5 954. 9 565.5 | 12,633. 2 194.0 126.0 
107. 4 737: 1 988. 4 585.5 | 13, 833. 2 188. 4 127.9 
130.9} 866.6! 1,103.0| 631.5 | 13,766.7| 198.2 130.0 
93. 7 | 952:6 | 1,090.1 | 666.2 | 13, 233.3 185. 1 132. 4 
122.1} 1,127.6] 1,148.8) 755.6 | 16,033.3 210. 4 134.9 
113.7 | 1,262.0 | 1,289.0 | 855.0 | 18, 766.7 224. 0 137.4 








‘Includes mail and express. 
* Includes Canadian and overseas traffic on the Great Lakes. 
3’ Excludes coastwise and intercoastal traffic. 


On pages 28 and 29 are shown the 


‘ailroads in 1930 and 1957. 


I assure you we didn’t intentionally lighten that last one. We had 
a shrinkage of railroad miles during that period. 
The next exhibits show the distribution as between the various 


modes of transport and indicate how the railroads are diminishing, 
which of course is the result of those maps that I have just shown. 
Thirty-two and thirty-three show the intercity freight percentage 





distribution, by ton-miles, and the other 
which makes it a little easy to follow. 


an index of those ton-miles, 


The Cuamman. Right here, Mr. Symes, the record ought to show 
that on the trucklines, the traffic is divided appr oximately, according 


to the number of 


contract carriers and one-third private carriers. 
Mr. Symes. I think that is correct. 


The CHAIRMAN. 


One-third 


carrier, and one-third private carrier. 
Mr. Symes.That is right. 


The next statement 


defense. 


is of 


interest 


common carrier, 


arriers, into one-third common carriers, one- third 


one-third contract 


in connection with national 


a 
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Senator Lauscur. May I ask a question? You were speaking about 
the overall carriage by all modes of ‘transportation. You compared 
that with two other items. Now, in the tonnage carried by all modes 
of transportation, did you include private carriage ? 

Mr. Symes. In freight; yes. In passenger, no. It was not available. 
And that freight, incidentally, Senator Lausche, was the result of 
equations made by various bureaus here in Washington on gasoline 
consumption and registration, which is the closest thing you can get. 

Senator Lauscue. Then will you explain to me, if items 1 and 2 
have a very conspicuous rise upward and your transportation doesn’t 
have it, what is the cause of it? Has it moved from one to the other 
or have you included it in your figures ? 

Mr. Symes. That is correct. This is the total picture; it has moved 
from one to the other. These figures I have just used show the divi- 
sion between the different markets. 

Senator Lauscue. If it has moved from one to the other, and you 
still have the disparity, what is the cause of it ? 

Mr. Symes. The disparity is not very great. It still takes just a 
little more ton-miles per ton of output now than it did in 1929, much 
to my surprise, but it does. But it is distributed differently through 
the various modes. That is what I was trying to show. 

The next sheet has to do with defense, and shows the comparison. 
I think it is very interesting. In other words, it would seem to me if 
we ever get into another war—— 

Senator Lauscure. What page are you on now? ° 

Mr. Symes. Page 34. 


Comparison of fuel and manpower requirements by different forms of transporta- 
tion in the movement of 100,000 tons of freight between New York and San 
Francisco 


Rail Highway Water Air 
(1) (2) (3) (4) 
A. Fuel: 
Bsc doe cu'n vd mest ee eee 832, 300 3, 366, 300 4, 346, 100 20, 801, 200 
ep SOREN s | conc cacadewbeceweesee 1.0 4 
B. Manpower: 
ae ete fe 3, 220 43, 416 11, 137 36, 708 
13. 5 3.5 11.4 


Be NT oi net deecce keecssadeies | 1.0 








If we ever get into another war, the same as the last war, we will be 
called upon to share greater in the total transportation than we would 
during peacetime, and for the same reasons, because there is a tre- 
mendous saving, both in manpower and fuel, two very valuable assets 
toany war. And that is what this is proposed toshow. And you will 
note, in A, if you will, the number of gallons of fuel it takes to move 
100,000 tons of freight between New York and San Francisco, by rail, 
by highway, by water, and by air. And certainly it is in the interest 
of fuel to move it by rail when you are trying to conserve it during a 
war. And B has to do with manpower on the same basis, the man- 
days required by the several modes, which again shows up very much 
lower for the railroads and would dictate I think that the railroads 
would be called upon to handle the maximum transportation because 
of the two savings in these very important items. 
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Senator Purrety. May I ask a question ? 

Senator Smaruers. Senator Purtell? 

Senator Purrexy. This is predicated upon the movement of 100,000 
tons. You show in both instances that you have a very decided ad- 
vantage in fuel consumption and in manpower, is that correct? 

Mr. Symes. That is correct. 

Senator Purrett. Then why aren’t you showing a better operatin 
picture than you are when the cost of fuel and the manpower requir 
are so different? Are we then utilizing the railroads efficiently when 
you have these advantages of fuel consumption and manpower in 
relation to the other ? 

Mr. Symes. It gets back to the very thing I spoke of, that we are the 
lowest true cost transport agency in this country, probably, with the 
exception of the pipelines; true cost. 

Senator Purretx. With those two advantages—and they are very 
decided advantages—particularly the one of manpower—you still find 
yourself in the position of facing bankruptcy ? 

Mr. Symes. That is correct, because of the subsidy of other modes. 
I will give you a good example of that, pure economics. We can move 
from New York to Chicago, in the so-called piggyback service of ours, 
handling trucks on flatcars, taking six 5-man crews, we can take 150 
trucks on 1 train, and we can do it with 30 men. And it takes the 
truckers about 400 men to move the same tonnage over the highway, 
if they were moved by highway. Yet the cost, I mean that we are 
able to give the truckers, is not a whole lot different from those of the 
highway costs. 

Senator Purrett. What you are saying then, is that we ought to 
remove what you call subsidies, indirect support of various kinds, or 
else give it to you? 

Mr. Symes. That is correct. In other words, I am advocating that 
there should be user charges for the facilities used, if provided by 
Government. 

Senator Purreti. And it can’t be done through increased efficiency 
in any degree. You have already shown in the consumption of fuel 
and in manpower that you are more efficient. 

Mr. Symes. I think everybody will admit that in mass transporta- 
tion we are the cheapest form on a true cost basis. 

Senator Purrez. Certainly the figures will indicate it. 

Mr. Symes. That is correct. 

Senator Purretu. So it comes down to a question of whether or not 
we shall stop what you call subsidizing, indirect support, that is being 
given to other t yee of transportation, or give it to you? 

Mr. Symes. We 1, it is one of the two. You have either got to have 
it to compete or take it away from the other fellow. 

Senator Lauscue. Which of the two are you advocating ? 

Mr. Symes. I am advocating user charges for facilities used. In 
other words, I am taking this position as far as Government is con- 
cerned and I think it is sound in our free enterprise system and I think 
it answers a couple of questions that I heard you raise this morning. 
In my opinion, Government, being the biggest business we have, should 
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be a party to this free-enterprise system of ours, which means operating 
a business at a profit. And I think Government should charge the 
user the full cost plus a fair return for the facilities they provide for 
that user. 

And by the same token I think Government should pay transporta- 
tion the full cost plus a reasonable profit for the services they buy from 
transportation, or wrens else for that matter. 

The Cuarrman. Then vou are in favor of repeal of section 22? 

Mr. Symes. Personally, I am in favor of it. But as I said, I am 
not speaking for the entire industry, and we do have some differences 
of opinion. That is my personal opinion. 

Senator Lauscuer. Isn’t the net effect of your last statement that 
you don’t favor subsidies for either mode of. transportation, but you 
urge the adoption of a program that would make them self-sustaining ? 

r.Symes. That is absolutely correct. 

Senator Lauscue. Without subsidy ? 

Mr. Symes. That is correct, sir. I think that is sound thinking. 

Senator Lauscue. Then do you take the position that subsidies to 
competing carriers must be eliminated or they must be granted to you? 

Mr. Symes. That is my position. And I would say user charges, as 
a substitute for subsidy. : 

Senator Lauscur. Do you consider the imposition of tolls as the 
granting of a subsidy to yourself—to the Pennsylvania Railroad ? 

Mr. Symes. I don’t believe I follow that. 

Senator Lauscue. Probably you haven’t followed my questions. 

Mr. Symes. I didn’t follow that one. 

Senator Lauscue. The imposition of tolls, in your opinion, will or 
will not constitute a gabeidy? I put that as a question. 

Mr. Symes. Do you mean tolls on highways? 

Senator Lauscue. User tolls? 

Mr. Symes. Yes. I think that if the Government provides facilities 
such as highways, or the St. Lawrence seaway, or waterways, that 
rae the tolls provide for the cost and maintenance, I don’t call that 
subsidy. 

Senator Lauscne. That is not a subsidy ? 

Mr. Symes. No, sir. 

Senator Lauscue. This is what you favor, the imposition of the 
user charge ? 

Mr. Symes. As the strong, long-range, sound transportation system 
in this country. 

Senator Lauscue. Will you agree that that is not a subsidy ? 

Mr. Symes. That is right. If the charges are adequate. 

Senator Lauscue. But you answered the question of Senator Purtell 
that you favor a program of either discontinuing subsidies to competi- 
tors, or granting it to you. 

Mr. Symes. Well, I still say that unless that is done, then we are 
going to have to have some similar relief. That is the point. 

Senator Lauscue. That is the alternative. 

Mr. Symes. I hopeI made that clear. 
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(Following is the remainder of Mr. Symes’ statement :) 


The Pennsylvania RR. Co.—Passenger-service operations and results, years 








1929-57 
Bee 
Average Passenger 
Revenue Revenue revenue Other Total service net 
Year passengers passenger- Passenger | per pas- | passenger-| passenger- railway 
carried miles revenue senger- service service operating 
mile revenue ! revenue income 
(cents) 
(1) (2) (3) (4) (5) (6) (7) (8) 
ck wnnail 108, 051,041 | 4,002,210, 159 | $129, 583, 665 3. 238 |$50, 177, 233 | $179, 760, 898 (2) 
1930. -| 97,086,571 | 3, 580,732,800 | 113,802,911 3.178 | 39,664,235 | 153, 467, 146 (2) 
1931_ -| 79,483,996 | 2,917,314, 123 86, 817, 698 2.976 | 31,995,145 | 118, 812, 843 @) 
1932_ -| 61, 028, 479 2, 187, 225, 633 59, 738, 930 2.731 | 25, 072, 505 84, 811, 435 (2) 
1933_ -| 52,842,776 | 2,016, 644, 556 52, 930, 251 2. 625 | 21,914, 362 74, 344, 613 (2) 
1934_ -| 55,544,011 | 2, 200, 927, 783 57, 740, 587 2. 613 | 23, 138, 890 80, 879, 477 (2) 
1935_ -| 56,739,729 | 2,217, 260, 257 59, 797, 179 2. 697 | 23, 003, 659 82, 800, 838 2) 
1936_ -| 64, 617, 913 2, 881, 802, 420 67, 552, 238 2. 344 | 26, 159, 637 93, 711, 875 |? $12, 158, 674 
1937. -| 65, 394, 792 3, 294, 745, 624 71, 643, 262 2.174 | 27, 184, 415 98, 827, 677 | 3 15, 218, 944 
1938___ -| 58, 593,288 | 2,913, 408, 446 65, 796, 195 2. 258 | 24, 226, 466 90, 022, 661 |? 10, 363, 74 
1939___ -| 60, 476, 322 | 3, 147, 222, 511 71,106, 822 * 2.259 | 26, 575, 039 97, 681, 861_| 3 13, 099, 269 
4 eee 64, 243,942 | 3, 441, 634, 923 71, 623, 220 2.081 | 27, 411, 504 99, 034, 724 | 3 15, 601, 445 
Bien scenes 74, 500, 567 | 4,329, 900, 913 89, 022, 891 2.056 | 29,668,399 | 118, 691,290 | * 10, 792, 345 
| ae 114, 694, 200 | 7, 829,325,781 | 169, 122,194 2.160 | 38,947,210 | 208,069,404 | 31, 262,915 
ee 158, 183, 306 | 12, 168, 328,832 | 245, 537, 445 2.018 | 51,612,850 | 297,150,295 | 48, 179, 849 
Pccivess. 164, 611, 427 | 13,051, 158,071 | 260, 804, 982 1.998 | 52,740,560 | 311,545,542 | 41, 609, 313 
| RES 159, 680, 534 | 12, 802,328,169 | 258, 864, 371 2.022 | 46,441,470 | 307, 246, 452 834, 
BR sine iced 133, 745,122 | 9,605, 343,671 | 207,023, 702 2.135 | 39,449,043 | 246, 472, 745 789, 
WN wecdocce 112, 900, 366 | 6, 783,773,154 | 159, 327, 226 2. 349 | 49, 701, 514 | 209, 028, 740 | ° 39, 536, 470 
abe hice 100, 481, 264 | 6,033, 767,077 | 160, 304,005 2. 657 | 55,985,339 | 216, 289, 344 | 3 44, 735, 974 
A oer ae 86, 895,802 | 5,049, 454,648 | 149, 241, 889 2.956 | 52,721,190 | 201, 963.079 | * 49, 430, 743 
Pe stitnetnsa! 75,191,753 | 4, 367,658,432 | 142,373,976 3. 260 | 71, 834,153 | 214, 208, 120 | ® 34, 845, 221 
Med anbenn 76, 872, 554 | 4,840,992, 392 | 156, 148, 680 3. 226 | 67, 554,380 | 223, 703,060 | 3 71, 687, 703 
ae 72, 879, 385 | 4, 749,917,852 | 156, 316, 370 3.201 | 71, 446,383 | 227, 762, 753 | 3 60, 537, 229 
BA aisaas 68, 794, 294 4, 322, 524, 811 142, 097, 087 3. 287 | 85, 665,666 | 214,091,072 | ° 56, 649, 727 
Bi anencad 64, 861, 527 | 3, 881, 216,079 | 126, 503, 3. 259 | 68,082,537 | 194, 586, 321 | ? 43, 691, 408 
We dc. 63, 147,597 | 3, 744,399,639 | 121, 156, 635 3. 236 | 64, 568,618 | 185, 725, 253 | * 49, 976, 138 
es 62, 476,136 | 3, 719,881,765 | 123, 782, 131 3. 328 | 65,870,708 | 189, 652, 839 | 3 54, 682, 661 
BOO Pisccnes 57, 100,000 | 3, 435,000,000 | 121, 600, 000 3. 540 | 65, 200,000 | 186,800,000 | * 57,000, 000 





! Included in mail revenue for 1950 is retroactive mail pay of $14,050,211 account of the years 1947 
($3,595,172), 1948 ($4,944,519), and 1949 ($5,510,520). Included in mail revenue for 1954 is retroactive mail 
pay of $1,101,805 account of 1953. 

2 Not available. 

3 Deficit. 

« Estimated. 


Source: Pennsylvania RR. annual reports to the Interstate Commerce Commission; 1957 estimated by 
PRR Office of Comptroller. 
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Il. Distribution of intercity passenger-miles in the United States, years 1929-56 








[Percent +] 
Private transportation For-hire transportation 
Sh cha cialit Si I a icieesineriapeeiinailamaaiiesin’! Total pas- 
Year senger 
Private | Private) Total | Ratio Rail- Air- | Inland} Total | Ratio | transpor- 
auto- air- | private} private | roads |Buses| lines| water-| for- | for-hire} tation 
mobiles | planes to total ways hire | to total 
(1) (2) (3) (4) (5) (6) () | @&) (9) (10) (11) (12) 

1929. ..-- 99. 9 0.1 100 77.8 77.0} 15.4] 0.1 7.5 100 22.2 100 
ME Kcase 99.9 a 100 80.4 74.6 | 18.2 a 7.1 100 19. 6 100 
| = 99. 9 ot 100 83.7 72.5 | 20.5 .3 6.7 100 16.3 100 
99.9 3 100 88.0 62.3 | 30.6 -5 6.6 100 12.0 100 
1933_..-- 99.9 »e 100 87.9 59.9 | 32.9 we 6.5 100 12.1 100 
1994_..-- 99. 9 oa 100 87.2 60.0 | 33.2 .7 6.1 100 12.8 100 
1935... .- 99. 9 ad 100 85. 3 63. 5 | 30.7 9 4.9 100 14.7 100 
Sines 99.9 va 100 84.5 65.2 | 29.0] 1.1 4.7 100 15.5 100 
1937... -- 99. 9 a 100 85. 4 65.8 | 29.1} 1.1 4.0 100 14.6 100 
1938... -- 99. 9 os 100 86. 5 63.9 | 30.6) 13 4.2 100 13.5 100 
1939... .- 99. 9 a 100 87.1 67.8 | 26.0] 2.0 4.2 100 12.9 100 
1940... -- 99.9 0.1 100 86.9 67.0 | 26.5] 2.9 3.6 100 13.1 100 
1941. ..-- 99.9 0.1 100 $4.9 65.2 | 27.9) 3.0 3.9 100 15.1 100 
1942. .--- 99.9 0.1 100 71.4 69.0 | 26.9 1.8 2.3 100 28.6 100 
1943. ..-- 99.94) (2) 100 54.9 74.4 | 22.7) 1.3 1,6 100 45.1 100 
1944... 99.94) (2) 100 54.0 76.0 | 20.6} 1.7 1.7 100 46.0 100 
1945... .- 99.9-+| (2) 100 58.8 74.3 | 21.4] 2.7 1.6 100 41.2 100 
1946... .- 99.8 2 100 71.7 66.2 | 25.6] 5.9 2.3 100 28.3 100 
99. 6 4 100 77.7 59.4 | 30.4) 7.8 2.4 100 22.3 100 
1948. .... 99. 6 4 100 79.8 57.3 | 32.2| 8.2 2.3 100 20. 2 100 
1949..... 99.6 4 100 83.9 49.5 | 38.5 | 10.1 1.9 100 16.1 100 
1950....- 99.7 3 100 85. 5 47.2 | 38.4 | 12.7 17 100 14.5 100 
1951_.... 99.7 3 100 85.9 46.7 | 36.2 | 15.3 1.8 100 14.1 100 
1062..... 99.7 3 100 86.4 44.3 | 36.6 | 17.3 1.8 100 13.6 100 
1963_...- 99.7 3 100 87.2 41.4 | 36.4 | 20.2 1.9 100 12.8 100 
1954..... 99.7 3 100 88. 2 39.8 | 34.0 | 23.9 2.3 100 11.8 100 
1955..... 99.7 3 100 88.5 37.5 | 33.3 | 27.0 2.2 100 11.5 100 
1966. .... 99.7 .3 100 88.7 36.1 | 32.0 | 29.5 2.4 100 11.3 100 





1 Based on tabulation of companion chart I. 
2 Not available but considered negligible during war years. 
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(Index of passenger-miles '] 


| Private transportation 


Private | Private | Total 


For-hire transportation 





auto- air- pri- Buses 
mobiles | planes vate 
(2) (3) (4) (5) (6) 
100.0 100.0 | 100.0 | 100.0 
104.3 104.3 86.2 | 104.2 
109. 3 109. 3 70.2 | 98.9 
101.4 101.4 39.2 | 96.2 
101.4 101.4 | 38.2 | 104.7 
108.9 108.9 | 43.6 | 120.6 
115.5 115. 5 57.4 | 138.6 
127.9 127.9} 69.4] 154.8 
148. 0 148.0 75.9 | 167.9 
146.6 146.6 | 66.7 | 159.6 
152.1 152.1 69.7 | 133.9 
159.3 159.3 72.9 | 144.2 
171.3 171.3 | 90.0 | 192.7 
129. 4 129.4 | 162.1 | 316.5 
95. 4 95.4 | 264.6 | 403.3 
98.0 98.0 | 287.7 | 390.6 
116.6 116.6 | 275.4 | 396.2 
164.3 588 164.6 | 195.1 | 376.3 
176.9 980 177.4 | 137.6 | 352.3 
186.3 1,108 | 186.9 | 123.3 | 346.2 
243.9 1,328 | 244.6 | 105.9 | 411.0 
261.1 1,340 | 261.8] 95.6 | 388.9 
296. 7 1,355 | 297.4 | 103.9 | 493.4 
321.2 1,371 | 321.8 | 102.2 | 422.3 
343.0 1,625 | 343,8 | 95.0 | 417.8 
355. 6 1,906 | 356,7 | 86.8 | 370.2 
379.7 2,065 | 380.8 | 84.5 | 375.2 
400.3 2,204 | 401.5 | 83.9) 370.4 


1 Based on tabulation of companion chart I. 
2 Not available but considered negligible during war years. 








III, Intercity passenger transportation and United States population, years 
1929-56 


Index of 








____|Total pas-| United 
| senger States 
Inland | Total |transpor-| popula- 
Airlines | water- |  for- tation tion 
ways hire 

(7) (8) (9) (10) (11) 
100. 0 100. 0 100. 0 100. 0 100.0 
243.3 84.8 89.0 100. 9 100.8 
310.0 66. 7 74.5 101.5 101.9 
370.0 42.4 48.4 89.6 102. 5 
503.3 42.4 94.0 89.8 103.1 
543.3 45.5 55.9 97.2 103.8 
930. 0 45.5 69.6 105. 3 104. 5 
1, 293. 3 51.5 82.0 117.7 105. 2 
1, 373.3 48.5 88.9 134.9 105.8 
1, 600. 0 45.1 80.4 131.9 106. 6 
2, 276.6 45.0 79. 2 135.9 107.5 
3, 506. 7 39.9 83.8 142.5 108. 1 
4, 616.6 55.2 106.3 156. 9 109.3 
4, 727.6 56.4 181.1 140.9 110.0 
5, 446.6 58.4 274.1 135.0 110.2 
7, 259.9 66.3 291.7 141.0 109. 1 
11, 206. 6 62.3 285. 5 154.0 108.8 
19, 826. 5 70.5 227.0 178.5 115.0 
20, 366. 5 55.9 178. 4 177.6 117.8 
19, 936. 5 50.6 165.7 182. 2 120.0 
24, 293. 1 42.5 164.6 226. 8 122.1 
29, 106. 4 36.1 156.1 238. 3 123.8 
38. 699. 6 40.4 171.5 269. 4 126.0 
45, 389. 5 42.3 177.9 289. 9 127.9 
52, 682. 8 45.1 176.8 306. 7 130. 0 
58, 872.7 51.5 167.8 314.7 132.4 
68, 919. 3 52.7 173.7 334. 8 134.9 
77, 449. 2 57.6 178.8 352.0 137.4 
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Pennsylvania RR.—Annual train-miles, by class of service, years 1929-56 


[Index 1929= 100] 


Total transportation 


In passenger service 


In freight service 


service 


Thousands Index 


Index 
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Source: Class I Statistics of Railways in the United States and Transport Statistics of the United States 


sylvania RR.: Annual reports of the Pennsylvania RR. to the 


Interstate Commerce Commission. Penn 
Interstate Commerce Commission. 
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The Pennsylvania RR. Co.—United States mail service selected statistics, 
years 1936-57 


[Index 1936= 100] 


Mail rates as of Dec. 31 
Mail handlers, F Ta 
straight time 
hourly rate 60-foot railway 

Index of | post office car 60-foot storage cars ? 

Year Mail Mail mail per mile 
revenue ! deficit ! rate 
level 


Cents Line Termi- 
Dol- | Index Cents} Index per haul, nal, 
mile | cents per}; dollars 


1936__|$11, 630, 272 | __- 
--| 11,705, 902 | -.- 
11, 632, 381 
12, 073, 877 
12, 464, 150 
12, 851, 459 
13, 232, 074 
14, 720, 389 
14, 842, 669 
14, 821, 654 
15, 398, 309 
24, 067, 061 31, 353, 584 
30, 271, 288 3 502, 701 
35, 329, 627 3 7, 185, 929 
35, 016, 850 | 3 12, 828, 615 
42, 890, 984 | % 10,747, 507 
39, 977, 854 | 312, 577, 706 
41, 230, 245 





57.8 
57.8 
57.8 
56.0 
56. 0 
61.6 
61.6 
. 61.6 
3 10, 564, 301 5 321.7 61.6 

(°) 62.17 | 361.7 61.6 


fmt et eh ft feet fet ft ft ett 


RPENNNSS: 
SSSSSSs | 
SSessssi || 
SSSssss 


1 Adjusted to reflect retroactive mail pay received in 1950 and 1954. Costs are computed on fully distrib- 
uted basis but with no allowance for nonrevenue freight expense and no allowance for return on investment 
in mail facilities or equipment. 

2 Prior to Jan. 1, 1951, the Post Office Department guaranteed payment for return movement whether 
loaded or empty. 

3 Deficit. 

4 Estimated. 

5 Not available. 

6 October rate adjusted for wage increase of 12 cents on Nov. 1. 


Note.—Mail rates were increased effective Feb. 19, 1947, and Oct. 1, 1953. New mail rate structure 
was effective Jan. 1, 1951. 


im 2 44 64 


lm 24 44 6A 8A 106 128 27 4h GP «SF 1OP im 
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Transportation taxes collected by Pennsylvania RR. Co. and transmitted to the 
Federal Government 


A. AMOUNT OF FEDERAL TRANSPORTATION TAXES 


Estimated 

Transporta- | Tr: rta- cost of col- 
tion of per- | tion of prop- Total lecting and 
sons erty transmitting 
the transpor- 
tation taxes 


17, 154, 565 
19, 236, 987 
15, 718, 824 
17, 528, 201 
19, 909, 863 
19, 399, 240 
19, 760, 897 
16, 118, 476 
17, 913, 242 
18, 658, 962 
18, 170, 000 


256, 651, 303 





B. FEDERAL TRANSPORTATION EXCISE TAX RATES 


Rate on transportation of persons Date estab- Rate on transportation of Date estab- 
lished property lished 


(2) (3) (4) 


Nov. 1, 1942 
Apr. 1,1944 
Apr. 1, 1954 


3 percent (except coal which is 
4 cents per short ton) Wee. 1, 1942 


Oct. 10, 1941 





1 Source: General Ledger A/C Tax on Transportation, charges from vouchers, 
2 Estimated. 


PLAN FOR A GOVERNMENTAL AGENCY FOR FINANCING RAILROAD EQUIPMENT 


OUTLINE 
Summary of plan. 
I. The present situation: 
1. Effect of car shortages. 
2. Present ownership. 
38. Indicated needs 1958-68. 
4. Present methods of acquiring rail equipment : 
(a) Cash. 
(6) Equipment financing. 
(c) Leasing. 
Present sources of funds for acquiring rail equipment : 
(a) Retained earnings. 
(b) Depreciation. 
(ec) Working capital. 
(d@) Borrowed money. 
II. The public need for an adequate supply of rail equipment : 
1. Importance of rail service. 
2. Effect of freight-car shortages on the consumer. 
8. Need to replace obsolete passenger equipment. 
III. The railroads’ need for a new source of funds: 
1. Plan is not a device to save interest, taxes, or cost. 
2. Inadequacy of existing sources : 
(a) The need for all railroads to participate in car supply. 
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38. Inadequacy of alternative plans, such as: 
(a) Government guaranteed loans. 
(6) Railroad pool of funds. 
(c) Penalty per diem rates. 
IV. Advantage to railroads of car-leasing plan: 
1. Greater earnings from increased volume. 
2. Greater earnings from capital improvements. 
3. Benefits of avoiding new debt. 
4. Optimum life of equipment. 
5. Disadvantages: 
(a) Not the cheapest way. 
(bo) Profit paid to leasing agency. 
(c) No residual value. 
V. Why the plan would not be “entering wedge” for Government control : 
1. Present controls make any “entering wedge” unnecessary. 
2. Low percentage of Government ownership. 
8. Participation is voluntary. 
4. All specifications the province of the railroads and their suppliers. 
VI. How plan would avoid danger of Government operations of railroads: 
1. Helps dispose of possible grounds for Government takeover : 
(a) Bankruptcy. 
(b) Failure to provide service to the growing economy. 
(c) Inadequacy for national defense. 
VII. How plan would help stabilize railroad and railroad supply industries: 
1. Steady flow of purchases. 
2. Stabilized employment. 
8. Economies through standardization. 
VIII. The need for the plan is immediate and urgent: 
1. Backlog of equipment needs by the railroads. 
2. The stake of the Nation’s economy in those needs being met. 
3. The stake of national defense. 


Quick facts on a plan for Government assistance to overcome the Nation's 
shortage of railway cars and locomotives 


1. Bills to establish a new Federal agency to purchase railway equipment and 
lease it to railroads have been introduced in both Houses of Congress and 
hearings will be held in 1958. 

2. Unique among proposals for Government aid—in that it involves no subsidy 
no income tax advantages, and is self-liquidating. 

8. Sponsored by 34 eastern railroads. Western and southern railroad associa- 
tions, where the need for new equipment is less acute, have taken a neutral 

sition. 
ve Widely misunderstood, as indicated by the erroneous presumptions of indi- 
viduals who have criticized the plan in public statements. 

5. Terms are less attractive to a railroad, financially, than conventional 
methods of cash or installment purchases of equipment where such types of 
financing are available to that railroad. 

6. Voluntary nature of plan provides safeguard against objectionable features 
or dictatorial control over purchasing decisions of participating railroads. 

7. No alternative plan which will accomplish the desired objective of pro- 
viding sufficient railroad equipment to handle projected volume of railroad 
traffic has been advanced by any responsible source. 


SUMMARY OF PLAN 


1. A new Government agency shall be created, to be known as the Railway 
Equipment Agency, or with some similar nomenclature, with initial capital of 
$500 million. 

2. The railroads shall have the right to apply to this Equipment Agency for 
long term net leases for such new equipment as they may desire. The exact 
length of such leases shall be on the same basis for all companies, but shall be 
varied in term, taking into consideration the true economic life of the type of 
equipment in question. For example, diesels probably should be leased for about 
15 years and freight cars for about 20 years, and passenger equipment perhaps 
on a 10-year basis. It is proposed that the Agency set such periods of optimum 
economic life. 





a At cp tape al 
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3. The basic rental shall be determined in accordance with the following 
principles : 

(a) During the term of the lease, the rental shall be sufficient to com- 
pletely amortize the cost of the equipment, less the estimated scrap value 
of the equipment at present-day prices. 

(b) The interest factor shall be one-fourth of 1 percent above the esti- 
mated cost of money to the agency for the length of period involved. 

(c) Interest shall be calculated on the declining balance with respect to 
that portion of the cost which is amortized, and on a straight-line basis with 
respect to the portion that is not amortized, i. e., estimated scrap value. 

(d@) The rental shall be absolutely net and all repairs of whatsoever 
nature shall be made by the leasing railroad. 

4. The Agency shall have the right to borrow up to four times its capital. 

5. Any lessee, subject to the approval of the Equipment Agency, may assign 
its lease to any railroad in the event it no longer has a demand for the equip- 
ment, but in no event shall the new lessee receive a lease other than for the 
balance of the period remaining to the original lessee. Also, in the event that 
any lessee defaults under the terms of its lease, the Equipment Agency may re- 
capture the equipment and re-lease it to another railroad for the remaining bal- 
ance of the term, but in no event for a longer period. 

6. In the event there are more applications for equipment than can be handled 
expeditiously, the principle of allocation shall apply, the Agency to determine 
the basis upon which allocations shall be determined. 


I. THE PRESENT SITUATION 


For the past 20 years the railroad industry, its shippers, and the public have 
been plagued with recurring car shortages whenever business was good. Many 
speeches have been made in Congress and in assemblages of railroad men and 
shippers on the subject. Numerous solutions have been proposed. Most of 
these have never gone beyond the talking stage, and those which have been tried 
have had little effect. Car shortages are getting worse. The average age of 
equipment is increasing. 

1. The effect of car shortages on farmers who have grain on the ground, 
perishable crops that mature in a period of a few weeks, and other seasonal 
demands for large numbers of empty cars is obvious. Also obvious is the effect 
on coal and other raw material producers when they cannot get enough empty 
ears to fill waiting orders. Not so obvious is the long-range effect of car short- 
ages on the percentage of total transportation handled by low-cost rail movement 
versus higher cost methods, or the effect of that percentage on the ultimate cost 
of consumer products. The immediate effect on rail earnings of business 
turned away occurs mainly in times of capacity operations and is not as im- 
portant to the railroads’ average earnings position as the long-run effect of 
permanent diversions which follow repeated car shortages. 

The condition of old passenger equipment still in use, and operated only 
with extremely high maintenance costs, is well recognized. 

2. Present ownership of freight equipment by all class I railroads, as 
of December 31, 1956, is 1,712,400 cars. In 1946 these roads owned 1,743,056 
freight cars. In both years the railroads handled approximately the same 
number of ton-miles of freight. Meanwhile other types of freight transporta- 
tion have grown rapidly. Estimates of future needs for railroad freight cars 
depend on (a) the percentage of transportation which will want to move by 
rail, and (0b) the total transportation needs for any given year. Growth of 
freight transportation of all kinds has been consistent with the growth of 
output, and economists are in fair agreement that in the next 10 years, industrial 
production will increase on the order of 40 percent. Railroad service faces an 
expanding opportunity. 

8. Indicated needs for additional equipment in the coming decade—if drastic 
ear shortages are to be avoided—are estimated at a yearly average of from 
85,000 to 125,000 freight cars. Purchases for the past 5 years have totaled 
246,657 freight cars, and average of 49,331 a year. In terms of 1957 dollars, and 
including costs for the additional motive power needed to move them, 100,000 
ears a year for the next 10 years would call for over a billion dollars a year. 
Estimates for future purchases of passenger equipment are so varied that a 
range of probability is not available. 

4. Present methods of financing the purchase of rail equipment include (a) 
cash, (b) installment purchasing, and (c) leasing. A few of the strongest 
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railroads, financially, have traditionally purchased all or nearly all of their 
equipment for cash. Many railroads have purchased a small percentage of 
their equipment for cash, particularly specialized types of equipment. Over 
half of the total rail equipment—by value—purchased during the past 5 years 
has been purchased through installment buying. A small percentage of the total 
equipment has been acquired through leasing: typical here is the Equitable lease, 
financed by the Equitable Life Assurance Society. 

Railroad equipment purchases during the past 5 years have averaged $750 
million a year—of which $400 million a year was financed through equipment 
obligations. Obviously $750 million a year has not been enough, for the car 
shortage is worse, not better. Also obviously, because of inflation, this amount 
of money will not buy as many pieces of equipment in the future as it has in the 
past. 

5. Present sources of funds for acquiring rail equipment are (a) retained earn- 
ings, (b) depreciation, (c) working capital, and (d) borrowed money. 

Equity financing is not generally available to railroads as it is to utilities 
and manufacturing companies, which earn a return on investment far greater 
than the railroad industry. 

(a) Retained earnings: Even in prosperous years, net return on railroad 
investments has a hard time averaging 4 percent, so they can have a little in 
the way of retained earnings with which to make equipment purchases. 

(b) Depreciation allowances for a freight car being retired today are approxi- 
mately one-third the cost of a new freight car. Also, to increase the total 
number of freight cars owned by class 1 railroads it will be necessary to 
purchase more cars than are retired. Hence, current depreciation allowances 
will cover only part of the costs for only part of the new cars that are needed. 

(c) Working capital of the railroad industry has been reduced to a minimum. 
The figures for working capital published by the Interstate Commerce Com- 
mission include the dollar value of inventories on hand. In the case of a manu- 
facturing company, inventories mainly represent salable products which can 
be converted to cash in the event of a decline in business. In the case of the 
railroads, inventories mainly represent replacement items which will ordi- 
narily be used up during the year and must be replaced with newly purchased 
material as they are used up—rails, ties, engine and car parts, steel plates, 
and so on. These inventories cannot be liquidated and turned into cash. Also, 
accounting practices in other industries generally exclude from working cap- 
ital the cash needed to pay debt due within 1 year. In determining the amount 
of working capital available for the purchase of new equipment a railroad must 
exclude both these items, since its inventories are not convertible to cash and 
the amount to pay debt due within a year must be set aside for that purpose. 

On this basis, the total working capital of 131 class 1 railroads in 1946 was 
$1,438 million. This was sufficient to cover payroll requirements in that year 
for 44%, months. At the end of 1955, working capital was $547 million. At the 
end of 1956, it was $295 million. On June 30, 1957, working capital had been 
reduced to $175 million—sufficient to meet the industry’s payrolls for only 
12 days. Working capital cannot be depleted further in the future. 

(d@) Borrowed money for the purchase of railroad equipment has nearly 
always been obtained as a part of some form of installment buying—so much 
down and so much a year until the car is paid for—with installment payments 
including the interest charges on unpaid balances. The two most common 
forms of such equipment obligations are called equipment trust certificates and 
conditional sales agreements. Both are roughly comparable to financing the 
purchase of an automobile or a refrigerator on time payments. In the end 
the total cost is more than for a cash purchase, but the car may be acquired 
and used for a relatively small downpayment: in the case of railroad equipment 
obligations usually 20 percent. 

In the public money markets where railroad equipment obligations are sold 
in competition with all other types of securities they have the reputation for 
being a safe investment. They usually carry a relatively low interest return— 
never far from the prime interest rate for financially sound railroads. They 
have a fixed return—paying off interest and a part of principal in annual 
installments. 

By their nature, railway equipment obligations have attracted only a lim- 
ited type of investment capital. Each of the principal types of purchasers 
are—and may be expected to continue for the next few years—decreasing their 
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percentage of available capital invested in railway equipment obligations. For 
instance: 

Commercial banks are reducing investment portfolios in order to meet the 
increasing demand for loans. 

Savings banks are increasing the percentage of their assets going into mort- 
gages and are buying some common stocks—an innovation for them. Their 
percentage of total assets invested in railroad debt dropped from 14 percent 
in 1931 to 2% percent in 1956. 

Endowment and pension funds are steadily increasing the percentage of 
their funds in common stocks. 

Insurance companies have recently become purchasers of common stocks and 
are also increasing the percentage of their funds in mortgages. The proportion 
of their total assets invested in railroad debt has dropped from 20 percent in 
1926 to 4 percent in 1956. 

As stated, the average annual sale of railroad equipment obligations for the 
past 5 years has been $400 million. The principal types of purchasers of railroad 
equipment obligations listed above have business reasons for putting smaller per- 
centages of their investment capital into this type of security. 

New equipment in the range of $1 billion to $144 billion a year financed by 
present methods would require $800 million to $1,200 million of borrowed money— 
there is no possibility that this amount would be supplied from present sources. 


Ill, THE PUBLIC NEED FOR AN ADEQUATE SUPPLY OF RAIL EQUIPMENT 


1. Importance of rail service 


Efficient and plentiful railroad service is indispensable to the Nation’s economic 
well-being and military safety. Railroads handle about half the Nation’s freight 
load and over a third of its fare-paying travel. In World War II, they moved 
90 percent of all military freight and 97 percent of all organized military travel. 
Other forms of transport could not possibly take over more than a small part of 
the load the railroads carry in peacetime or the stepped-up job any future war 
would call for. 

Railroads are the Nation’s lowest full-cost form of general transport. They 
pay all the costs of building and maintaining their rights-of-way while the costs 
of building and maintaining rights-of-way for motor, water, and air transporta- 
tion are charged in whole or in part to the taxpayer. Railroads pay taxes on 
their rights-of-way. Except for pipelines, other transportation rights-of-way 
pay no taxes. Thus the hidden cost of most other forms of transport must be 
added to their stated charges to reach the full cost of those services to the tax- 
payer and to the ultimate consumer. Yet railroads haul freight for an average 
of a cent and a half a ton-mile while their chief rivals for land transport, the 
common-carrier trucking companies, charge an average of 6 cents a ton-mile. 

The larger the percentage of total freight moved by rail, the lower the cost of 
transportation to the ultimate consumer and the lower cost of transportation 
subsidy to the taxpayer. 


2. Effect of freight car shortages on the consumer 


The freight costs and tax savings to the public stated above will be lost to 
whatever extent future freight-car shortages force the transportation of com- 
modities by other-than-rail transportation. 

Car shortages also act as a brake on the Nation’s economy. Today, if all 
major industries tried to operate at 100 percent capacity, many of them—such as 
steel, automotive, nonferrous metals, and the chemical and electrical industries— 
would face ceilings short of 100 percent because of shortages of raw materials 
which are dependent on rail transportation. Coal mining has already faced such 
ceilings in the past, and other producers and users of raw materials will dis- 
cover them in the next boom year. Farmers have faced car shortages on fre- 
quent occasions in the past—and have been forced to turn to higher cost forms 
of transportation. As farm production increases, these shortages will worsen 
unless the total fleet of rail freight equipment is increased. 


8. The need to replace obsolete passenger equipment 


Railroad executives, watching the steady decline in passenger travel, the in- 
creasing losses on branch-line operations, and the reluctance of communities and 
State commissions to face the facts of short-haul passenger services, predict that 
a substantial portion of present passenger equipment will be retired and not 
replaced. Much obsolete passenger equipment now in use, however, is in services 
which will be needed and continued for many years to come. Some of this has 
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passed the optimum life, and the cost of maintenance is excessive. In many cases, 
particularly in commuter services, railroads cannot sell equipment obligations for 
passenger equipment, and acquiring new equipment requires cash purchase. 


III. THE RAILROADS’ NEED FOR A NEW SOURCE OF FUNDS 


1. The plan for a Government agency to purchase and lease railroad equip- 
ment is not designed to solve a problem of high interest rates, nor a problem of 
high income taxes, nor a problem of the high cost of acquiring equipment. It is 
designed solely to create a supply of credit to finance rail equipment purchases at 
approximately twice the rate of purchases in the past 5 years. 

Interest rates of similar Government agencies of which there are five at present 
do not differ substantially from the interest rates on rail equipment issues. Nor 
do such agencies get the low rates of Treasury borrowing. (One of them, 
Fannie-May, recently borrowed 1-year money at 4.77 percent at the same time 
the Treasury was borrowing 1-year at 4 percent.) There would be some interest 
advantage to railroads which have very poor credit. One railroad, for example, 
in the summer of 1957 tried to sell some equipment securities at 7 percent and 
found no takers. The equipment it needs, and which it was willing to acquire 
with 7-percent money has not been bought. Such poor credit is unusual and such 
interest advantages would benefit only a small proportion of the railroads which 
might use the plan. The plan is not designed to save interest and any savings 
that did occur would be small in most cases. 

Income tax benefits to the railroads likely to use the plan are relatively small. 
The provisions for depreciating the cost of new equipment in determining in- 
come tax credits are relatively as favorable for those railroads as deductions from 
expenses would be under the proposed plan for Government purchase and rental 
of equipment. In most cases the plan would not reduce income taxes, and 
where it did the reduction would be small. 

Lower costs for equipment would not result from the use of the plan. As 
in buying a house or a car, the lowest total cost to the purchaser would con- 
tinue to be by outright cash purchase. The next lowest cost would be through 
conventional financing—a downpayment and amortization over a fixed period, 
as in buying a house on mortgage or a car on time. The most expensive full-cost 
method of acquiring equipment would be by leasing through the proposed plan 
with nothing down and nothing owned at the end of the lease. 

This lack of commonly presumed advantages of the plan is deliberate. 
The built-in incentives to purchase equipment with normal financing, once 
the present emergency is over, are an integral part of the plan. Thus, the plan 
is free of subsidy, self-liquidating and less attractive than normal financing once 
the shortage is overcome. 

2. Inadequacy of existing sources of capital 

As shown in section I of this memorandum, existing sources of capital cannot 
be expected to furnish 2 to 3 times the amount of credit that has been the average 
over the past 5 years. Given such a demand, where would the approximately 
$400 million a year now available for the purchase of rail equipment obligations 
go? Would it be spread equitably among all railroads needing equipment so 
they can supply their proportionate share of the total railroad pool? Or would 
the managers of available funds tend to purchase only the equipment obligations 
of the financially strong railroads and leave half to two-thirds of the railroads 
seeking equipment without any means of financing it? The questions are 
rhetorical and also inescapable. 

The only realistic way to overcome the car shortage is to enable every railroad 
to supply its proper share of the total supply. 

Existing comparable Government agencies have been able to sell their securities 
quite freely and widely and it is anticipated this agency would have a similar 
experience. Given a new source of funds for the acquisition of rolling stock, 
it has been presumed railroads’ use of existing forms of credit and of the new 
opportunity to lease equipment would be on the basis of good business judgment, 
about as follows: 

The top third of the indusrty (financially) would continue to use cash and 
conventional financing where available and would lease very little equipment 
from the Government agency. 

The middle third of the industry would use conventional financing for as 
much new equipment as they could afford and lease the rest through the agency. 
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The bottom third would have to rely almost entirely on leasing through the 
agency until their earnings and cash position recovered to a point where they 
could turn to cheaper methods of financing. 


8. Inadequacy of alternative plans to overcome the car shortage 


) Numerous proposals for eliminating the car shortages have been made in 
the past, and since the eastern railroads proposed this plan for Government 
: leasing of rail equipment, several counterproopsals have been made. The alter- 
natives have one fault in common: they will not enable all railroads to order 
\ equipment. The three alternatives most often advocated are: (a) Have the 
Government guarantee railroad loans used to purchase equipment; (b) have the 
railroads form their own pool of capital upon which all railroads can draw; and 
(c) put in penalty per diem rates which will force railroads to build up their 
ownership to avoid a costly imbalance of per diem payments. 

Government guaranty of railroad loans would be of no help to most railroads, 
except possibly in gaining a slightly better interest rate. The credit of many 
who would use the plan is good for all the equipment debt they can afford to 
put on their balance sheets. It would help the weakest railroads float equip- 
ment issues they cannot now sell. But such a proposal has an overriding weak- 
ness that would prevent its use to any considerable extent. Once a railroad 
used a Government guaranty on one equipment issue, it would have to use it on 
all future issues. There would be no surer way to put the railroad industry 
permanently in the hands of the Government than to use guarantied borrowing, 
for it would lead inevitably to Government guaranty of all railroad indebtedness. 

A railroad pool of capital for all railroads to use is not practical for two 
reasons: (@) As shown previously, the total resources available to the industry 
are not sufficient to meet the indicated need; and (b) the owners of a financially 
strong railroad would not permit dilution of their resources to help out the 
owners of weaker railroads. 

Penalty per diem proposals have been before Congress for a number of years 
and have been the subject of exhaustive committee hearings. They have been 
rejected by each committee which has studied them. The net result of penalty 
per diem rates would be to make the rich roads richer and the poor roads poorer. 
It would do nothing to help the poor roads find cash and credit. Therefore it 
would do nothing to relieve the car shortage on such railroads. The car shortage 
can be overcome only by having all railroads acquire their proper share of car 
ownership. 

In passing, it should be noted that the proposed plan is the result of three years 
of research and study during which no satisfactory alternative has been found. 


Iv. ADVANTAGE TO RAILROADS OF CAB-LEASING PLAN 


Ten postwar years of inadequate earnings for the railroad industry have 
resulted in (a) a decrease in the amount of equipment owned by the railroads, 
as equipment worn beyond repair has been scrapped without being replaced by 
new equipment, and (b) the aging of the remaining equipment. During the 
same period the working capital of the industry has been reduced to a minimum. 
The railroads are now at the point where most of them are unable to finance 
adequate purchase of new equipment through conventional methods—nearly all 
of which require a downpayment. 

The key to the restoration of railroad buying power is, fundamentally, improved 
earnings. But the time has passed when improved earnings could quickly restore 
a financial condition which would allow the purchase of large amounts of equip- 
ment. Four or five years of substantially better earnings would be necessary 
to enable the railroads to double their rate of purchasing equipment. 

The sound and obvious way to improve the earnings of railroad is to free 
them from outmoded regulations, from excessive taxation, from heavy costs of 
grade-crossing eliminations, and from the burden of passenger deficits. These 
goals are realistic, and there is more reason today to hope for their eventual 
accomplishment than at any time in the postwar period. However, the most 
hopeful outlook could not predict that results will be translated into a substantial 
improvement in earnings in the years immediately ahead. Meanwhile the need 
for restoration of railroad equipment, both in quantity and in quality, is urgent 
and imminent if the industry is to continue to serve even approximately the 
proportion of total transportation needs which it now handles. The outstanding 
feature of this plan for Government leasing of rail equipment is that it would 
encourage and enable an immediate increase in railroad equipment without 
waiting for improved earnings. At the same time it would help improve earnings. 
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1. Greater earnings from increased volume 


An inherent factor in the strength of rail transportation is that its capacity 
can be expanded quickly and at low cost. This was demonstrated in World War 
IIl—in general the same track, terminals and plant were adapted to handle 
double the volume. 

With substantial increases in volume of railroad freight traffic available in the 
years immediately ahead, one of the main factors in determining whether the 
railroads can obtain and handle that volume will be the amount of equipment 
available. New equipment would therefore provide substantial additions to 
profitable business handled at low-cost ratios, since it would be additional 
business and an improvement of plant utilization. 


2. Greater earnings from capital improvements 


All railroads have plans for plant improvements to take advantage of tech- 
nological advances of recent years which are awaiting only the funds to put 
them into operation. Many of those improvements would yield returns of 10, 
20, and 30 percent on their cost. For the $400 million yearly spent for financed 
equipment in the last 5 years, approximately $100 million additional was put 
up by the railroads as cash downpayments. To purchase double the amount of 
financed equipment annually during the next 5 years would mean $200 million 
eash a year for downpayments—+$1 billion for the 5-year period. If railroads 
could lease equipment from a Government agency, cash otherwise required for 
downpayments would be released for use by the railroads for such improvements 
as centralized traffic controls, modernized yards and terminals, elimination of 
grades and curvatures, and so on—all of which would earn high returns on the 
investment. 

Thus the plan would bring improvement in the quantity and quality of railroad 
equipment, and also improvement in plant. This would enable the rail industry 
both to participate in and aid the expanding economy. The rails would hold 
or improve their percentage of total transportation handled, and they would 
provide increasing quantities of modern and efficient rail services at the lowest 
cost to the consumer of any type of general transportation. 


3. Benefits of avoiding new debt 


Most railroads have substantial amounts of debt in the form of bonds, notes, 
and mortgages as well as equipment obligations. The ratio of total debt to 
earnings is a key factor in determining the credit rating of a railroad. Many 
railroads are following a planned program of debt reduction, thus reducing an- 
nual interest payments and improving their credit positions. Few railroads 
today are in a position to, or are willing to, increase their overall outstanding 
debt. In the absence of cash on hand, now reduced to a minimum for the 
industry as a whole, nearly all existing methods for acquiring new equipment 
incur new debt. 

By contrast, leasing equipment from a Government agency would not place 
any new debt on the balance sheet and technically would not depress the credit 
rating of the individual railroad. Such programs of leasing rather than borrow- 
ing are common in many industries and companies outside the railroad industry. 
For example, the oil industry is financing most of its requirements for seagoing 
tankers by leasing the ships rather than borrowing money to purchase them. 
The Atlantic & Pacific Tea Co. and Sears, Roebuck & Co. generally follow the 
practice of leasing their stores rather than purchasing them for cash or through 
mortgage and installment amortization. 


4. Optimum life of equipment 


Under the pressure of financial stringency, railroads today often continue to 
use equipment beyond its optimum economic life. Although in the long run 
it would be more profitable to scrap a given car and replace it with a new one, 
the immediate economics are such that for a part of the cost of new equipment 
the old car can be repaired and used a little longer. The result is excessive 
maintenance costs which reduce earnings, but the immediate and pressing con- 
cern of supplying a car to a shipper is accomplished without using as much 
money out of the cash drawer as would be required for the acquisition of modern 
new equipment. Someone has expressed the economics of this practice as ‘‘The 
railroads are half-soling their shoes beyond reason.” A feature of the proposed 
leasing plan is that at the end of a given period, set by the administration of 
the Agency, the leasing railroads will have paid all costs and at that time the 
ear will be scrapped or stored. This will result in a general upgrading of rail- 
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road equipment, with consequent improvement in service. It will also discourage 
the operation of cars beyond their optimum economic life. 

The plan also makes possible something that has been talked about ever since 
World War Ii, but for which up to now there has been no practical means of 
accomplishment. That is the stockpiling (instead of scrapping) of old but usable 
equipment for use in a possible emergency—comparable to Government stock- 
piling of strategic materials. Naturally, this feature of the plan could not go 
into operation for many years—till the end of the leases of the first equipment 
purchased under the plan. Since no one knows what conditions will be then, 
the stockpiling aspect is not discussed in detail in this memorandum. But it is 
still very important. 


5. Disadvantages to railroads of car-leasing plan 


The plan is designed to be sufficiently unattractive for a railroad in sound 
financial condition to encourage it to return to lower-cost methods of acquiring 
equipment as soon as its earnings position and credit rating allow. The leasing 
arrangement is completely voluntary. Only the railroads that need it will want 
to use it. When they no longer need it there are these incentives for them to 
go back to conventional methods of acquiring equipment : 

(a) Not the cheapest way.—As explained in section III of this memorandum, 
the plan is not the cheapest way to obtain new equipment. Outright purchase 
for cash is cheapest; next cheapest is downpayment plus installments, as repre- 
sented by traditional equipment obligations. 

(b) Added interest paid to leasing agency.—The cost of operating the agency 
would be met by adding one-fourth of 1 percent to the cost of interest for all 
money borrowed. This would make each piece of equipment cost slightly more— 
the added cost being paid by the leasing railrcad. 

(c) No residual value.—Once the set term of the lease has run out, the equip- 
ment retires from service and returns to the Government Agency, which would 
sell it for scrap or possibly for stockpiling. In either case, proceeds of the sale 
go to the Agency, and the railroad has no residual value as it does when it buys 
and owns the equipment. 

Two other possible residual values are also lost to the leasing railroad. Terms 
of the lease would require the railroad to maintain a car according to AAR 
standards at all times, and the Agency sets the economic life of each type of car. 
Thus some individual cars will reach the end of the lease still in condition for 
further use, and with substantial value above scrap value. But the railroad 
would recapture neither of these residual values. 


Vv. WHY THE PLAN WOULD NOT BE AN “ENTERING WEDGE” FOR GOVERNMENT 
CONTROL 


Before they had the opportunity to examine the plan thoroughly, a number of 
industrialists—some of them railroad men—jumped to the conclusion that it 
could bring on Government control of some or even all railroads. These five 
factors, singly and together, negate that possibility : 


1. Present controls make any “entering wedge” unnecessary 


Such controls already include most aspects of pricing, competing for business, 
operations, methods of accounting, and so on. In enlightened Government circles 
today the urge is for less rather than more control of the industry. Should this 
growing enlightenment reverse itself, further control could be established over- 
night by law, regardless of whether the plan is in operation or not. 


2. Low percentage of Government ownership of equipment 


With the plan fully functioning, Government-owned cars would be only “a drop 
in the bucket” of total railroad investment, which now stands at some $27 billion. 
The Government’s comparatively minute equity would give faint color indeed to 
any claim to total control of the total property. It should also be noted that 
while Government would own the cars, the leasing railroads would be committed 
to fully amortize the costs. 

Further, it should be noted that Government or quasi-Government agencies 
own all the Nation’s highways, waterways, airways, and airports—yet Govern- 
a a the highway, waterway, and air carriers much less than it controls 
railroads. 
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8. Participation is voluntary 


A railroad fearing that participation in the plan would somehow increase 
Government control of its affairs is free not to use the plan. The very essence 
of the plan is that it is voluntary. 


4 All specifications for equipment are the province of the railroads and their 
suppliers 
The Government role is confined to making the money available. As in the 
past, a railroad and its supplier would settle between them the design of the 
equipment and the materials used. Government would have neither the obliga- 
tion nor the opportunity to trespass on the traditional relationships between the 


railroads and their suppliers. Competitive bidding among builders would in no 
way be affected. 


VI. HOW THE PLAN WOULD AVOID THE DANGER OF GOVERNMENT OPERATION OF 
RAILROADS 


Aside from raising in some individuals a fear it would lead to Government 
control, incomplete knowledge of the plan led others to see in it the danger of 
Government operation of railroads. The fact is that the plan makes Government 
operation less likely by helping to dispose of the three possible grounds for 
Government takeover : 

(a) Bankruptcy.—Because these are boom times for the economy generally, 
it is easy to forget that bankruptcy can always strike low-margin industries like 
railroading. During the depression of the 1980's, over two-thirds of the Na- 
tion’s railroads—110 of them in fact—experienced bankruptcy. Together these 
railroads had one-third of the total mileage. While this caused some public 
pressure for Government takeover, the pressure was nothing like it would be 
if the railroads went under when the economy was generally prosperous, as 
it now is. By enabling the industry to improve its razor-thin margin of profit, 
the plan would help remove a very real possible ground for Government owner- 
ship. 

(b) Failure to provide service.—As the economy expands, transportation needs 
expand with it. Many of these transportation needs—bulk movements of coal, 
ore, grain and so on, for instance—require plentiful and economical rail service. 
Due to its low average rate of return, the rail industry as a whole is not growing 
in capacity with the economy. Car shortages during peak needs are symptomatic 
of this. By relieving this symptom and helping railroad health generally, the 
plan would help dispose of the danger of Government takeover through railroad 
inability to keep up with the job. 

(c) Inadequacy for national defense—aAs already noted, railroads in World 
War II carried 90 per cent of the Nation’s military freight and 97 percent of its 
troop movement. Despite the rapid development since then of highway, water- 
way, and air transport, rails must still be available and ready to handle the bulk 
of the job in any future war. By enabling them to maintain and increase their 
present carrying capacity, and also strengthen their financial standing, the plan 
will help them be ready for an emergency—thus avoiding a very real possible 
ground for Government takeover. 


VII. HOW THE PLAN WOULD HELP STABILIZE THE RAILROAD AND RAILROAD SUPPLY 
INDUSTRIES 


Railroads employ about 1 million men and women, paying them in wages and 
salaries about half of each dollar taken in. Railroads buy about 175,000 separate 
items of supplies and materials—which provides employment and business in 
practically every part of the Nation. Due to the rail industry’s marginal earn- 
ings position, however, railroad men and women are especially vulnerable to 
furlough or layoff. This happens, in fact, even when industrial activity falls off 
so slightly that the rest of the Nation’s labor force is scarcely aware of it. 
Almost invariably, these railroad furloughs are accompanied by curtailment of 
purchases, which in turn spreads unemployment and loss of profit in the vast 
railroad supply industry. 


One reason for the railroad industry’s low earning position is its inadequate 
supply of rolling stock. When business is booming, there is not sufficient rolling 
stock to handle all of it and considerable amounts get away, sometimes perma- 
nently. By helping solve the problem of inadequate rolling stock, the plan 
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would, in addition to strengthening the industry generally, accomplish these 
important goals: 
1. Steady flow of purchases 

This includes purchases not only of cars and locomotives, but also of purchases 
of supplies and materials for maintenance and for capital-improvement. pro- 


grams. This in turn means stabilized employment and earnings to many 
thousands of suppliers. 


2. Stabilized employment 


This benefit would not be confined to the employees of suppliers: it would also 
include railroad employees, and especially those engaged in maintenance and 
improvement programs, who are usually the first to be furloughed. 


3. Economies through mass ordering and through standardization 


One of the triumphs of the railroad industry is the large amount of standard- 
ization of equipment that has been attained. However, the amount can be 
greatly increased: a big factor in holding it back is the sporadic, dribs-and-drabs 
nature of equipment purchases made inevitable by the present inadequacy of 
means for sufficient and steady purchases. Replacing the pattern of sporadic 
and insufficient purchases by the steady and full flow of orders which the plan 
would make possible would lead to economies in two obvious ways. One is the 
savings inherent in full and steady production. The other is the savings 
inherent in the greater standardization that would become both possible and 
desirable. 


VIII. THH NEED FOR THE PLAN IS IMMEDIATE AND URGENT 


The business of this memorandum has been to explain the plan and the over- 
whelming need for it. It remains to mention that this need is both immediate 
and urgent. 


1. Backlog of equipment needs by the railroads 


That the railroads need more locomotives and cars to meet their obligations to 
industry and to the public has already been emphasized. It is important to add 
that this is not a sudden new need which the industry has not yet tried to solve. 
The need has existed since the start of World War II, has become worse instead 
of better, and has resisted all efforts to correct it. The proposed plan, the result 
of 3 years of careful research and study, is the first feasible solution yet pro- 
posed. Delay in implementing it can result only in the problem of car shortages 
persisting and getting worse and thus becoming more resistant to solution. 


2. The stake of the Nation’s economy in the needs being met now 

Here again the immediacy and urgency of the need requires stressing. The 
economy, in growing, requires the increased rail transport the plan would make 
possible. But the economy is growing now and the need is now as well as 5 and 
10 years from now. 

In that connection, it should be noted that occasional lulls in the growth of the 
economy should hasten rather than delay implementation of the plan. It has 
been characteristic of such pauses in progress since the war that each of them 
has been followed by greatly increased growth. Thus it is imperative that such 
a pause be not made an excuse to delay action. It should, on the contrary, be 
made a reason to speed action. 


8. The stake of national defense in immediate action 


The role of railroads in the Nation’s defense safety is well understood, but 
with that understanding is a comfortable feeling that nothing need be done about 
it right now. There was, it should be noted, the same comfortable feeling in 
regard to Russian abilities in atomic, hydrogen, and ballistic-missile technologies. 
It is known (Railway Age of Oct. 21, 1957, p. 46) that Russia, far from neglect- 
ing her rail transport system as this Nation does, is in the midst of a vast 
railroad improvement program, including complete changeover to electric and 
diesel power. 

The purpose of the above comment is not to get the American flag into the 
situation, but to point out that it could verge on the suicidal to feel complacent 
about the present state of the Nation’s railroads as a defense arm. Words and 
“confidence” aren’t enough; the rails must be enabled to be ready for war if it 
should come to that. And one very practical enabling measure would be the 
proposed plan to rehabilitate their carrying capacity and thus increase their 
strength. 
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Senator Purreri. Of course the fact of the matter is, isn’t it, that 
some of these indirect supports, or subsidies, as you call them, it is 
almost impossible to conceive of our being unable to afford those. 
For instance, the maintenance of roads for trucks. You don’t ad- 
vocate a national system of toll roads, do you ? 

Mr. Symes. I certainly do not. 

Senator Purretn. So that this would be a means of what you call 
subsidy that we couldn’t very well eliminate, is that correct? 

Mr. Symes. It is a long-range program that should be part of the 
national transportation policy to get to. I realize you can’t say 
tomorrow I am going to do that. But you certainly could, on new 
construction, from here on, say, “I am going to do it.” 

Senator Purreti. Do what? 

Mr. Symes. Get user charges for the facilities provided by Gov- 
ernment. 

Senator Smaruers. Let me ask you this: The Federal Highway 
Act in some measure provides that. Do you recommend that even 
for State-constructed roads and county-constructed roads, and things 
of that nature, which also of course are in competition with railroads? 

Mr. Symes. I wouldn’t recommend it entirely, because some of the 
people in the States are paying taxes for those. But certainly the 
principle of user charges for Federal expenditures should be adhered 
to, in my opinion. If you don’t, I don’t see how you are eventually 
going to get a sound national transportation policy, all competing 
with each other under unfair conditions. 

Senator Purreiy. You said that you thought it would be a very 
long-range plan even to do what you proposed doing ? 

Mr. Symes. I think that it will. 

Senator Purrety. If it would be a long-range plan, then it wouldn’t 
meet your immediate needs anyway. 

Mr. Symes. Not in itself. 

Senator Purrety. So it isn’t a solution ? 

Mr. Symes. Not an entire solution. Altogether we have what I 
would think would be the solution. 

Senator Smaruers. Mr. Symes, can you give us some idea of how 
much longer you will take? 

Mr. Symes. You are getting into the questions as I go along. I 
do want to talk a little bit on this passenger business. 

Senator Lauscue. Mr. Chairman. 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. To get this record clear, because I do think that 
it is in a state of confusion: 

You favor, as an alternative only, the granting of subsidies to the 
railroads to put them on an equal basis with competing carriers, but 
your choice of solving the problem, No. 1, is the imposition of user 
charges. 

Mr. Symes. You have stated it better than I, Senator. That is 
absolutely right. 

Senator Lauscue. That is the position ? 

Mr. Symes. That is my position. 

_ Senator Lauscue. To follow that, do you see any danger in the 
initiation of subsidies with the railroads ultimately leading to an 
ownership of the railroads by the Government ? 
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Mr. Symes. As direct subsidy, that could very well happen; yes, sir, 
Senator Smatuers. On that note of clarity, if there is no objection, 
we will stand in recess until 2: 30 p.m. 

(Thereupon, at 12:55 p. m., the hearing was recessed, to reconvene 
at 2:30 p. m., this date.) 


AFTERNOON SESSION 


Senator Smaruers. The hearing will come to order. We will pro- 
ceed with the testimony of Mr. Symes. 


FURTHER STATEMENT OF JAMES M. SYMES, PRESIDENT OF THE 
PENNSYLVANIA RAILROAD CO.—Resumed 


Mr. Symes. Mr. Chairman and gentlemen, I would now like to refer 
you to page 35 of my exhibit, which has to do with the passenger 
service operations and results on the Pennsylvania Railroad by years 
from 1929 to 1957. 

You will note in column 2 the decline in the number of passengers 
carried since World War II. The same is reflected in column 3 with 
the revenue passenger-miles. 

Column 5, I think, is of great interest. It shows that during all 
this inflationary period from 1929 to date the average revenue per 
passenger-mile in cents has certainly not kept pace with inflation. 

Going to column 8, the last column, which of course is the real 
result, this indicates the net railway operating income or deficit by 
years since the split of the figures was made back in 1936. 

Then you will notice it pyramiding considerably in the last 4 or 5 
years. One year, where we had $71 million plus, there was a par- 
ticular reason for that. We had several severe passenger-train acci- 
dents in that year that cost up about $16 million, a great part of which 
was thrown into that year’s account. 

Senator SmatHers. Mr. Symes, could you say from these figures that 
actually from about 1930 or 1931, with the exception of the war years— 
passengers resulting from the war effort—the railroad business has 
not shown any substantial increase? 

Mr. Symes. Yes, that is correct; outside of the war years. I would 
also say that while the figures are not available in the last column, I 
would say that 1929 and 1930 did show a passenger profit, although 
we didn’t have a split at that time. 

Senator Bricker. What do you mean in column 6 by “other pas- 
sengers”’/ 

Mr. Symes. Mail, express, dining car, and other such revenue. 

I would like to comment on a subject which has had so much con- 
sideration and right now is under investigation by the Interstate 
Commerce Commission, and that is as to whether this formula for 
showing the passenger train deficit overstates or understates it. A 

great many people will say that it overstates, and perhaps it does in 
some instances. But there has recently been a report made by Harvard 
University in connection with the ICC formula in arriving at deficits. 
They concluded that the formula understates the deficit. (See insert 
| following Mr. Perlman’s statement. ) 
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I would say this, to give you a good example of our operation for 
1957 on the Pennsylvania Railroad: Our average revenue per pas- 
a train-mile—and we operate 27 million—is $6.50. The full cost 
under the ICC formula is about $8.50. So we lost, according to that 
formula, about $2 per passenger train-mile. 

However, I know that if we took off trains, we would actually only 
save an out-of-pocket cost, somewhere around $4.50 to $5, because you 
would only save fuel, maintenance, and certain direct charges such as 
wages, 

owever, I am also sure that if we were entirely out of the passenger 
train business we would more than save that $8.50 on the full cost. 
And the reason for that is that if you were entirely out of it, you 
could realize millions of dollars from the sale of property that is now 
utilized solely for passenger copes such as Pennsylvania Station 
and our big terminals in New York, Newark, Philadelphia, Baltimore, 
Washington, Pittsburgh, clear across the board. 

And by the same token we would be able to reduce trackage—for 
example, between here and New York. Instead of a 4-track railroad 
we would have a 2-track railroad. And instead of maintaining the 
railroad for 75 or 80 miles an hour we would maintain it for the slower 
freight-train speeds of 45 or 50, and it wouldn’t take such an expensive 
signal system. 

Senator SmatHers. Actually would that not be a dead-end street? 
When the time came that you had sold off all the nonpassenger service 
facilities you would still not be doing too well, you would still be 
facing a receivership anyway; would you not? 

Mr. Symes. No, I don’t believe so, because the freight side of it 
would be able to carry the load. In other words, last year, for ex- 
ample, we made about $95 million, net railway operating income, from 
freight, and then turned around and lost $54 million net operating 
deficit from passengers. 

If it were only 3, 4, or 5 percent of our gross, it would present an 
entirely different problem. But it presents 20 to 22 percent of our 
gross revenue. To take that much of a loss is a very serious problem. 
So I think the answer to your question wouldn’t have that effect. 
Then you would get out from under the taxes on excess property. 

So I would say that perhaps 3 to 5 years after you are completely 
out of the passenger service you would not only have recouped this 
ICC loss, but in addition converted a lot of property into millions 
of dollars worth of cash as far as the Pennsylvania Railroad is 
concerned. 

So I find no fault with the formula because certainly something has 
to pay full cost. 

Senator Smaruers. Do you go so far as to say that the solution 
then to your problem, financially speaking, is to get out of the pas- 
senger business ¢ 

Mr. Symes. Not entirely. I think that the trend is that we will 
continue to get out of the railroad passenger business, but it will be 
a long time in coming. It is this transition period of the next 8 or 
10 years, with this big deficit we have, that is going to cause our 
trouble. 

In my opinion, looking to the future of the passenger business, I 
don’t think that the long-haul business is going to be with us too long. 
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By long-haul I mean more than strictly an overnight trip or distance 
of 300 or 400 miles. I do think that we are going to have a certain 
amount between metropolitan areas of short distances, like between 
Boston and Richmond, along the eastern seaboard, and strictly over- 
night service like Chicago to New York and Pittsburgh to New York, 
and so on, where there is no real time saving. . But on the real long- 
raul, the time-saving factor, and the cost, is so great that I believe 
it will not be a long time before we get there. 

Senator Smaruers. Would your profit be sufficiently large just 
from the freight income that you might realize, from carrying 
freight, to at least permit the railroads to possibly run 1 or 2 long- 
haul passenger trips? 

Mr. Symes. Yes; I think that that is going to be the answer. I can 
visualize on our railroad, within, say, 6, 7, or 8 years from now, that 
this 27 million passenger train-miles that we operated last year might 
very well go down to about half—13 or 14 million, part of which will 
be in commuter service, part of which will be in this densely populated 
eastern seaboard area, and part on overnight trains, maybe 1 or 2, 
Chicago, St. Louis, Cincinnati, Detroit, and so on. The remainder, 
I think, is going to have to give way. And that could provide pretty 
good earnings to at least get out of a part of the passenger deficit. 

An illustration that I think could be used on the long-haul pas- 
senger business, if you would take a DC-7B today, I think you would 
find that it would cost a little over $3 million. It will probably seat 
about 90 passengers. Then take the equivalent capacity on a railroad 
train, which would take six pullman cars, half a deisel locomotive, 
half of a dining car. At today’s cost that would be about $2 million. 
And you only get = for output, which is passenger-miles. Then 
you assume a two-thirds occupancy of this job, or about 60 passenger 
per trip, and you assume 6 cents a mile passenger fare. At the end 
of the year that $3 million investment in the airplane would gross 
roughly about $5,400,000. That $2 million investment in the railroad 
would bring in about $750,000 in gross. Then you go a step further 
as to cost of producing that. 

Senator Smatuers. May I ask you a question before you get off that ? 

Mr. Symes. Yes, sir. 

Senator Smatuers. When you say that the DC-7B would make so 
much more money, is that because it flies much faster and makes many 
more trips? 

Mr. Symes. Yes, sir. 

Senator Smatuers. Rather than the rate ? 

Mr. Symes. Yes. I am assuming the same rate. It is a mileage 
output at 6 cents a mile. 

Then you go a step further as to the manpower required in the 
airlines to produce that $5,400,000. Then you assume on the airline 
that you would have a pilot and copilot and navigator and two steward- 
esses. It takes about 9,000 man-days to produce it. Then you go to 
the railroad and it takes about 19,000 man-days, over twice as much, 
to produce that $750,000 gross. 

Why isit? First you put your finger on it when you mentioned the 
—_ they make, plus the time they are in the air, which produces 
that tremendous gross, and by the same.reasoning, their crew are paid 
on miles generally, and it takes nearly 300,000 miles a year for a year’s 
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pay, whereas on the railroad, the locomotive engineer gets a year’s pay 
on 36,000-plus miles, and the others vary anywhere up to a hundred 
thousand miles for a year’s pay. 

So not only are they doing this thing so much quicker in providing 
a better service, but in addition they don’t have the right-of-way to 
own, or maintain, or pay taxes on, and they get very favored use of 
terminals. So the whole economic picture is moving against us on 
this real long-haul passenger service. 

I think it is just that simple. As far as I am concerned, I would 
just not think of investing $250,000 to $280,000 in a pullman car with 
that situation facing us. And as they get faster, which they are, they 
are going to strike us out that much quicker. Also, all railroads are 
not in agreement with me on that equation, but you have to be realistic. 

Senator Smatuers. Should we become involved in another emer- 
gency, and of course we are all hoping it will never happen, but how 
would we answer the need to move large numbers of manpower as 
we did in World War IT if you and others on the railroad industry 
gave up the passenger business and cut up or dismantled your pas- 
senger cars? 

Mr. Symes. I think that is something that the Government is really 
going to have to face and equate in the event of another war. Cer- 
tainly I don’t think that we could be asked to provide a standby 
service in the event of a war with expensive equipment laying around 
idle. We just can’t do it. There is nothing that will break the 
bank more than idle plants. 

Senator Smatruers. Would it be feasible to set up what amounts 
to a mothball fleet of passenger cars, and railroad engines for use 
in the event of an emergency ? 

Mr. Symes. It would be perfectly feasible. As a matter of fact, 
I think for a while that we were prevented from dismantling cars 
unless we saw which way the thing was going. But now we are 
permitted to do it. 

Senator Smatuers. One other point that you mentioned. You 
said that in running these empty passenger trains today it actually 
doesn’t cost you too much money as long as you have to run even a 
few of them, because the only expense to you now was the fuel and 
the manpower involved. Have you had much experience with having 
requested from State regulatory agencies the right to suspend certain 
operations and not gotten approval from the State regulatory agen- 
cles to stop trains ? 

Mr. Symes. Senator, it hasn’t been so much with us, the denial 
eventually, but the long time consumed in getting rid of them, which 
sometimes is 3, 4, or 5 years before you can get rid of them. As I 
say, right now I couldn’t conscientiously go before a public service 
commission and ask to take off a $6 train, knowing the full cost 
is $8.50, to get what I know will be $4.50 or $5 unless I know it is 
going to some other trains that will continue to operate. 

So it is a problem of economics that is pretty hard to solve. But 
eventually I think it has got to be recognized because the freight 
business, taking over this tremendous passenger deficit, naturally 
is affecting the revenue that we have to charge for freight, and as 
we get higher we lose some of that to other forms of transportation. 
So it propounds a very serious problem. 
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As to what can be done about it, we on the Pennsylvania have, in 
addition to this through-passenger service, a commuter problem, 
where we are losing a considerable amount of money in handlin 
commuter service. y am not for subsidy, as I said this morning, I 
am for user charges. But we will first take a look at the commuter 
problem. 

We have dried it up in a number of areas where we used to operate 
it, practically so: in Cleveland and Pittsburgh it has been very much 
cut down. Cincinnati, we are entirely out of it. Buffalo, we are 
out of it. It has been reduced at Harrisburg and Buffalo. At Phila- 
delphia it continues about the same with a slight increase, but it is 
increasing rather rapidly in the New York area. 

We lost last year a little over $7 million out of the commuter opera- 
tions. I think the time has arrived that in these metropolitan areas 
such as Philadelphia, where we have to operate this for the benefit 
of the people, and certainly it is, as we take it away from private 
transportation and put it on this mass transportation, that I think it 
only fair that the community, the State, or the city, could very well 
lease from us a commuter service, whereby we would provide it for 
them and they would establish the service they wanted and prescribe 
the rates they want, and then, if there was a deficit, or even a profit, 
it would be their responsibility. But certainly it is in the public in- 
terest to operate this mass transportation in these metropolitan areas, 
and keep it out of these highways and this terrific parking job in the 
cities. 

We know that it takes about a 20-lane highway to bring into a city 
what 1 rail line can bring in in the peak periods, and in a study that 
was made at Toronto, which some of you may be familiar with, at 
least it is more of a study than any I know of, it indicated that for 
each dollar spent on mass rail transportation in Toronto, it saved $5 
in highway transportation. It is something we have to take a good 
look at. Not that we ask for some of the Federal-aid highway money, 
but we might very well ask, in the interest of the whole picture, to 
get a similar kind of money to provide mass transportation, so that 
you don’t have to spend too much on the highways to bring the people 
into the cities and then find no place to put them, and that is what we 
are all facing. 

So the commuter problem, I think, that is the answer. And that is 
what we are trying to work out in Philadelphia with a pilot operation 
on two branches. “The city of Philadelphia recognizes the importance 
of it. On the other services—— 

Senator Lauscue. Excuse me. I read in the paper about a month 
ago about a proposal to ask the State of Massachusetts, I believe, and 
the State of New Jersey, for a subsidy for commuter service. 

Mr. Symes. That is correct. I read it in the paper, too. I think 
Mr. Albert, who is going to testify here, will testify on that. I am 
not too familiar with it. I think that it was asking for a direct sub- 


sidy. 
Sind. what I am contending for here, is — not a direct subsidy. 


In other words, if we are going to be required to do this, then why 
shouldn’t the community or the city use us as their agent? You say, 
“Why not let them have the railroad?” We can’t. We have our freight 
service. And you would get into a terrific labor complication. This 
would avoid all that. 
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Senator Lauscue. Looking at page 35 of your tables, am I correct 
in my understanding that in the operation of your passenger service 
you suffered a loss each year except during the war years; that is, 
your losses are in existence in each one of the years except 1942-43, 
1944-45 and 1946? 

Mr. Symes. That is correct, sir; yes, sir. And the reason for that, 
Senator, as you probably remember, is that the kind of service we 
provided during the war years was terrible, which people would 
stand for during the war years, but would not stand for in peacetime 
years, where we would crowd them into the coaches, stand them up, 
with no dining car service. But they were so glad to travel because 
there was no other means. But as soon as it was over, the American 
public would not stand for that kind of service, so we automatically 
go back to this. 

Senator Lauscue. In the period covered by page 35, which begins 
in 1929 and ends in 1957, was there any type of subsidy provided 
for the railroads, either in operation—the acquisition of capital im- 
provements—or the provision of guaranties for borrowings made by 
the railroads ? 

Mr. Symes. Not as subsidy; no sir. During the thirties we bor- 
rowed about $100 million through RFC for electrification between 
New York and Washington, which was fully paid back at interest, 
and was a good deal for Government. But that was during the de- 
pression, at a time when labor was cheap and we were able to put a 
lot of people to work for the good of the economy. It worked out 
well. It was a full payback and not subsidy. The answer to your 
question is “No.” 

Senator Lauscue. Except for the borrowing which you made? 

Mr. Symes. That is correct. 

Senator Lauscus. In your memory, except for the time when the 
railroads were established, do you recall any provisions of the type 
which I just described having been made by the Federal Government 
for the railroads? 

Mr. Symes. No, I do not. Except of course during Government 
i when taxes and everything were waived, during World 

Var I. 
but considering each one of these modes of transportation separately 
problem of the country be handled without considering it as a whole; 
but considering each one of these modes of transportation separately 
without regard for the impact that the granting of favor to one 
might have upon the other? 

Mr. Symes. I certainly do not, Senator. I think it has got to be 
treated as a whole on the basis of equality of treatment as between 
them, and the inherent advantages from one form to the other will 
then take care of it. 

Senator Smatuers. Does that put you in disagreement with what 
Mr. Loomis said earlier ? 

Mr. Symes. Yes—— 

Senator Smatuers. Does that put you in disagreement with what 
Mr. Loomis said when he said he thought the Interstate Commerce 
Commission should grant rates irrespective of considerations for 
other modes of transportation, or how those rates would affect other 
modes of transportation ? 
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Mr. Symes. No; I don’t think this is in conflict with that at all. 
1 think I agree with Mr. Loomis 100 percent, that where you have 
these inherent advantages as between different modes of transporta- 
tion, that we should be permitted to establish rates to meet that com- 
petition, providing they are fully compensatory and not on a cut- 
throat basis, and which should be controlled by the Interstate Com- 
merce Commission to prevent it. 

Senator Smaruers. As I understand the Interstate Commerce Com- 
mission position, when they refuse frequently to give you the decrease 
in rates which you asked for, one of the reasons that they did not 
wr what you asked is that if they did, it would upset the estab- 

ished pattern of transportation with respect to the truckers, for 
example? 

Mr. Symes. That is true. 

Senator Smaruers. I don’t quickly reconcile the statement which 
you have just made and that which Mr. Loomis made. 

Mr. Symes. I don’t think we disagree at all. I made the state- 
ment here that I felt that if we had equality of treatment as between 
all, that this inherent advantage as between the different modes would 
fall naturally right into its category instead of being an artificial job 
as it is today. And also if we have that then we should have free- 
dom to make rates, being equal, as between various methods, as long 
as it was compensatory. But ceratinly not if it is going to be on a 
cutthroat basis whereby it will stifle a healthy transport system. You 
have to start with that equality of treatment. 

I spoke of the commuter problem. Now Mr. Loomis, I think, sug- 
gested this morning that perhaps the public service commission—I 
mean the Interstate Commerce Commission, should have power, or 
at least we could appeal to the ICC from the public service commis- 
sions in connection particularly with train withdrawals. I go a ste 
further—this is other than commuter—and I think that the IC 
should have that jurisdiction in the first place, rather than public 
service commissions. I don’t like taking away rights of States, but 
on the other hand I have seen so much of it, where we are required 
for long periods of time to operate unprofitable services because of 
local pressure groups and politics, whereas I think we ought to have 
the right to provide a service and establish rates that will do away 
with this tremendous deficit. 

Then if the ICC feels that it should be operated in the public in- 
terest, and we are denied the right to increase the rates to where we 
think it is necessary, or withdraw the train, then I think Government 
should pay the difference. 

I do not call that subsidy, but I don’t know how you are going to 
live when you are required to operate unprofitable services, no more 
and no less. 

I think those two things would solve this passenger deficit, and 
that we would get it probably diminished on account of this other 
competition, but we would get it on a profitable basis, or nearer a 
breakeven basis where it isn’t such a drain on our freight business. 

These other charts, really, without commenting on them, bear out 
the figures that I have been giving as to how we are losing the traffic 
and passenger business as between the various modes. I don’t believe 
it requires any more comment except to say this, in connection with 
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exhibit 40, in column 4: You will notice the continual reduction in 
train-miles for 1929 to the present time, and when we get the final 
figures for 1957 we will be down to about 27 million passenger train- 
miles. 

And as we have programed reductions for 1958, it looks as though 
by the end of 1958 we will be down to about 25 million passenger 
train-miles. 

To give you an idea of where this is going, if we continue the reduc- 
tion of pasenger train-miles that has taken place since World War II, 
we would be entirely out of the passenger train business in 1967. But 
we are not going to go that rapidly in my opinion from here on be- 
cause there is more difficulty in service. 

Somebody raised the question this morning, of Mr. Loomis, about 
service, and courtesy of employees, and so on, if that didn’t have some 
effect in losing business, and do we want passenger business. Cer- 
tainly we want it, because every pasenger we put on that train that we 
are operating, that we are required to operate, really goes to the net. 
So we want to get every pasenger we can. 

But I do think with this tremendous reduction, and certainly our 
employees are smart, as they see this thing going, it is only natural 
that it has a certain effect on courtesy and where we are going. And 
that is a big problem with us in trying to keep up the spirit on this 
thing, so that we can haul as many people as possible. But it is a 
factor, undoubtedly. 

The other pages, 41 and 42, merely indicate the train density, that 
is borne out from the other figures. You can see how it is disappear- 
ing very rapidly. I don’t believe I need comment anymore on the 
passenger business. On the surburban business I have exhibits to 
show that the 3-hour-day work that we have out of equipment and 
crews that is causing such a terrific loss of the commuter business, and 
anything we try to do to try to create travel in the way of decreasing 
fares in the off-peak period which we have experimented with time 
and again, this will not produce transportation. 

So we are confronted with that great big investment that only works 
3 hours a day, morning and evening peaks. And, of course, the same 
thing is true of crew wages. They work in the morning and evening 
and during the daytime they are idle. Certainly in this day and age 
you are not going to tell people that you are available for service, and 
we are not going to pay you. 

We do pay them on a 9-hour spread, and pay them 8 hours. It used 
to be 12, and pay them 8. I find no quarrel with that. In this day 
and age they are entitled to it. 

On exhibit 50, it will give you an idea of the losses we are experienc- 
ing in handling the mails. Last year it was about $1014 million, pro- 
viding no return on investment. We are before the ICC right now 
in connection with a mail-pay increase. It seems to me that Govern- 
ment should not expect the railroads to handle the mails at less than 
full cost plus a reasonable profit. I don’t know why we should be 
subsidizing the Post Office Department when Government in effect is 
subsidizing a lot of our competitors. Certainly we should not be 
required to subsidize the Government, and there is a lot of money 
involved in this, and it is another inequality in my opinion. 

You might say, if you raise the rates the trafic will go some place 
else. Well, maybe it will. But as far as I am pragiicnt, ) I just can’t 
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take this deficit when I am better off without it. So if they want to 
put it someplace else and don’t ask me to have a standby service, it is 
perfectly all right with me on this basis. Of course I would rather 
see the rates compensatory, and I don’t think we would lose too much. 

Senator Lauscue. Arguments were made on the floor of the Senate 
to the effect that this argument which you make, and which others 
have been making, does not reflect the facts. That is, that your mode of 
operating the mail service on your railroad is of a nature which belies 
the truth of these figures. 

Mr. Symes. Do you mean with respect to costs? 

Senator Lauscue. I think it is deadhead operations or some such 
argument. 

Mr. Symes. Do you mean deadhead ? 

Senator Lauscue. Yes. 

Mr. Symes. In other words, where they pay the deadhead return 
for cars? 

Senator Lauscue. Yes. 

Mr. Symes. As part of the settlement—— 

Senator Lauscue. I would like to hear your views on it. 

Mr. Symes. A lot of this mail is unbalanced, where we will run a 
car from New York to St. Louis, then coming back there is no full load 
for it, and we get a deadhead return for that empty space if the load 
exceeds 30 feet in the car. They have been changing that. It has 
been changed in the West and in the South where that is not taken into 
account except it was depreciated in the last rate increase. And that 
is what they are trying to do with the eastern roads right now, saying 
that they will give us a 10 percent increase for back pay, until July of 
this year, which should be July of a year ago which would be permitted 
under the law, and then go to a space eho basis which would eliminate 
that outmoded practice and give us 15 percent, which is what we would 
lose. It amounts to about 5 percent with us. 

In the West and South they don’t have it, that has been wiped out 
and has been taken care of in the raise, and now they are trying to 
work the same thing with us. So it will be, imagine, eliminated. But 
certainly we are entitled to it in my opinion because the space used was 
entirely insufficient. 

Mr. Loomis has touched on the-—— 

Senator Smatuers. Mr. Symes, before you leave the point on the 
mail—who is it that insists that the railroads carry the mail, other 
than the Post Office Department? 

Mr. Symes. That is all. The Postmaster General and his associates. 

Senator Smaruers. In order to free the railroads from that obliga- 
tion, the Congress would have to amend the statutes, is that correct? 

Mr. Symes. I would think that perhaps they should be amended by 
direction, by law, that the post office be required to pay full cost plus 
a reasonable profit, to save an awful lot of haggling about it. 

Senator SmaTHeErs. From your information do you know whether 
or not the trucking industry would not like to carry that mail? Would 
they not consider it additional business? 

Mr. Symes. One thing for sure, if they had to take it as a loss, they 
wouldn’t have to carry it, and I don’t think they would want to take 
it at aloss,either. If they could take it at a profit—— 

Senator Smatuers. Could the trucks carry it at a profit whereas the 


railroads could not? 
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Mr. Symes. In some instances that is true, there is no doubt about it. 
In some instances it wouldn’t betrue. But in addtion, we are a standby 
service. We have to take it as it is offered, and put it on any train 
they tell us. : 

The CuarrMan. What is the bulk of that mail? 

Mr. Symes. Parcel post, magazines, first class. 

The CuarrMan. Second-class mail? 

Mr. Symes. Yes, sir. 

The Cuarrman. Third class? 

Mr. Symes Yes, sir. 

The CuarrMan. How much first class? : 

Mr. Symes. There is quite a bit that is handled through our railway 

tal cars. Most of our trains have a post-office car—Broadway 
imited, Spirit of St. Louis. 

The Cuarrman. The bulk of it is parcel post? 

Mr. Symes. Yes, sir. 

Senator Lauscue. What is the post office statement with regard to 
this? They have an argument no doubt, on this. 

Mr. Symes. They argue that this is what you settled for a few years 
ago, and we are threatened with the loss of a lot of mail if we raise 
the rates. But if it can be handled by other forms, as far as I am 
concerned, with this kind of deficit, it doesn’t bother me. I would be 
better off. 

Senator Smatuers. I would say to the Senator that it is our hope 
to have the Postmaster General over here to give us his views on this 

int. 

Senator Lauscue. A part of the losses—$10 million in 1956—is re- 
flected by the fact that your postal carriers are attached to the passenger 
cars? 

Mr. Symes. This loss, Senator, is following the ICC passenger for- 
mula right through, as divided between mail—as we do have it divided 
between express, coach, pullman, and other services. This is the ICC 
formula applied to passengers, applied to mail, which takes into ac- 
count its equation on car miles ian So on. 

Senator Smaruers. All right, Mr. Symes, will you continue? 

Mr. Symes. On page 51, Mr. Loomis touched on the transportation 
tax and I thought you might take a look at it, as far as the Pennsylvania 
Railroad is concerned. In column 4 it shows since the tax went on in 
1941 we have collected $536 million plus for the Government, and 
$280 million of which was for carrying passengers. And on top of 
that is the irony of the $5,900,000 which we spent without reimburse- 
ment in making the collection. 

Certainly I support Mr. Loomis in his recommendation that these 
taxes, including passenger taxes of 10 percent, ought to be elim- 
inated. In other words with the railroad industry losing 600 some 
million dollars on the ICC formula out of its passenger service, and 
where we are told in many instances that it is in the public interest, 
I don’t think that we should in addition have this tax imposed on 
us. 

And on the freight, 3 percent, there isn’t any doubt that that is 
the margin on a large volume of traffic that moves as between com- 
mon and private carriers. And certainly it is discriminatory, par- 
ticularly to the small man, also as to territory. And some of this 
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stuff that is processed with raw material, several coming in and out, 
with the finished products, they get the tax 3 or 4 times. It is a 
very discriminatory tax and I would strongly recommend that it 
be rescinded. 

Page 52 goes into considerable detail in connection with the plan 
that was advanced last year for financing railroad equipment. You 
know there were bills introduced into both Houses late in the session. 
Neither of them had opportunity for hearing. They are still there. 
The railroads, particularly in the East, are going to support that 
legislation at the next session. It has been misunderstood in a great 
many quarters. People think it is subsidy but it provides for a 
complete payback to Government over a period of time with interest. 
And to me it would be one of the most helpful pieces of legislation 
that I could think of. And I say that for this reason: Ever since 
World War II we have been confronted practically continuously with 
car shortages. There have been many remedies suggested. There has 
been legislation introduced that had for its purpose the correction 
of car shortages. 

The car shortage to me is the result of only one thing and that is 
the lack of money. And if the railroads had the money or could lease 
cars something like this, I think it would go a long way to curing the 
car shortage. It would also make available money for other im- 
provements such as pushbutton yards, signaling that would give us a 
more modern railroad and let us compete. 

It might be Government aid. It is. But I don’t see very much 
the matter with Government aid. It has been given out here in ac- 
celerated amortization. We have protective tariffs which is Govern- 
ment aid to protect industry in this country. We have RFC, which 
saved a lot of railroads and companies from bankruptcy during the 
depression. And we have the Federal Reserve System which bought 
preferred stocks from banks during the depression. It was Govern- 
ment aid but it was paid back, and that is what this is. And while 
I dislike the idea of it on the whole, there are certain railroads in 
my opinion which just cannot get equipment without such scheme 
as this. And I think it would be to the interest of the country and 
the railroads to pass this sort of legislation. 

The bills are already in both Houses, and we expect to—— 

Senator Lauscue. What do you calculate would be the aggregate 
cost of modernizing or renewing your equipment ? 

Mr. Symes. I would think, Senator, right now, this downward 
trend will not last, but I think from the standpoint of modernization 
and obsolescence that the railroads ought to be spending at least a 
billion dollars a year as a minimum on equipment. And I would go 
as high as $1,200 million if you include locomotives. And even if you 
didn’t have any increase in business over and above our present par- 
ticipation, I would say, I still think that would be the minimum, 
because these freight cars are becoming awfully old. 

Senator Lauscue. What I have in mind is how much of the capital 
structure would this Federal agency have to have in order to meet 
the service ? 

Mr. Symes. I would think $500 million in the beginning, and after 
things start to increase, they increase pretty rapidly. But on experi- 
mentation, with $500 million to start with, and a maximum of $2,500 
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million, should be all that would be earmarked. I think after that 
the thing would be over. 

Senator Lauscue. How do you propose that the Government would 
get this $2 billion ? ; 

Mr. Symgs.. They would get it through their own borrowings, and 
we would pay whatever that was, whatever the interest rate was to 
them plus a quarter of 1 percent on administration, which I think 
would be high. 

Senator Lauscue. The plan contemplates that the Federal agency 
would buy the equipment, then lease it to you ? 

Mr. Symes. That is correct. 

A lot of people say : “Why don’t you have the Government guarantee 
the loan instead of this, and avoid all this complication.” I think 
you would be headed for trouble there, for this reason: First, I don’t 
think half of the equipment, as of today at least, would be bought 
through this plan. <A lot of railroads would not elect to do it, because 
their own credit and financing can take care of it. A lot of others 
can’t. 

So what would happen if road A, whose credit was bad, was buying 
equipment with a Government guaranty, against road B, whose credit 
was good. Road B just couldn’t get it without Government aid, and 
the fellow with the poor credit would be getting it at interest lower 
than the other fellow. 

On the other hand, there is refinancing of mortgage bonds and 
such coming along here. The credit market is going to want the 
Government guaranty on everything, and you would head for trouble. 
Whereas, if you confine it to one thing, you could avoid all the reper- 
cussions. 

Senator Lauscur. Maybe I shouldn’t ask you this question. But 
don’t you think there is a weakness in your justification for asking 
for this help on the fact that others have been getting it? 

Mr. Symes. Have been getting it ? 

Senator Lauscue. Yes. Doesn’t it follow that maybe we have gone 
too far in the Federal Government subsidizing, and that we are moving 
inexorably toward Government ownership and Government operation ? 

Mr. Symes. It can’t help but lead to that, Senator, in my opinion. 
But let’s take this as an example. Instead of a Government guar- 
anty, here is a job where it is a lease arrangement. You might ask me 
the question, would you object if the trucklines and the airlines and 
these other people had similar treatment. I would say absolutely not, 
because this is a full payback, this is a user charge we are talking 
about. And if I can get that principle established in transportation, 
[have gone a long way. 

ne therefore I think it might very well be a means of bringing that 
about. 

Senator Smatuers. Mr. Symes, why would not a proposal of a tax- 
free reserve accomplish the same thing that you are recommending in 
this bill here, and avoid having to set up a Federal agency and having 
the Government go further into debt ? 

Mr. Symes. I think you should have both. Take, for example, my 
own railroad. I don’t think I will have any, I know I won’t have any 
Federal tax last year or this year. That wouldn’t help me a bit, 
whereas this would. And an awful lot of other railroads are not 
paying any income tax. They are not making anything. 
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So therefore this is an incentive for those people, the poor fellows, 
to buy equipment. And I wouldn’t deprive the other fellow. My am- 
bition is to get where the other fellow is, and to do it the way you 
are talking about, of course. But there is an interim here that has to 
be reckoned with. That is why you should put a limited amount and 
fixed time on this until it is straightened out. 

Senator Smaruers. Senator Purtell. 

Senator Purrett. Mr. Symes, we are talking about how the Federal 
Government could help the situation financially, as it presently exists ? 

Mr. Symes. Yes, sir. 

Senator Purrety. Shouldn’t the railroads be doing something else 
before we attempt to find out how much financial aid the Government 
might be called upon directly or indirectly to give? Isn’t there a 
need, for instance, for looking at this whole picture realistically? It 
seems to me that we have duplication of lines, duplication of service. 
Isn’t there a need to consider such things as mergers and consolida- 
tions? And I understand your thinking. But why talk now about the 
billions or millions of dollars we may need before we first find out 
whether or not we are really running our railroads the way they 
should be run in the public interest ? 

Mr. Symes. Because I am afraid, Senator, if you await the out- 
come of the mergers—which is naturally long-range—that it is going 
to be too late. I think we have to have help of this kind immediately 
to give us the shot in the arm that is required to buy equipment and 
produce transportation cheaply. 

Senator Purtetx. In other words, you think we should continue 
to perpetuate what is a bad situation in some respects, in financially 
supporting them ? 

r. Symes. In the spirit of equality, yes, by all means. 

I would like to talk about mergers. 

Senator Purrett. When I say merger I am talking about actually 
looking at this picture as of 1957, not 1900. 

Mr. Symes. y agree with you. Somebody raised the question this 
morning in connection with mergers. I believe it was the chairman. 
It was as to why we have waited until now. This thing has been im- 
portant all these years; why didn’t we do it and why don’t we have a 
lot of push behind it. Of course it has been going on ever since the 
railroads were created. If you have a second I would like to comment 
on this merger situation. 

If you go back to the early twenties in the eastern territory there 
was proposed and there were hearings before the ICC that there were 
too many railroads in the East and there should be 4 systems, and those 
4 systems were built around what was then the Pennsylvania, New 
York Central, Baltimore & Ohio, and the then Van Sweringen group, 
which is the Nickel Plate, Wheeling, and so on. In fact I would say 
it had the blessing of the ICC, and we were told to go ahead and 
pursue it. 

Along from 1926 to 1929 we got pretty prosperous. We were doing 
well, so there was no need to do that merging in the twenties. Then 
we came to the depression in the 1930’s and it became active again. 
Mr. Prince in Boston, proposed in the East a two-party plan, one of 
which was built around the New York Central, then the old Van 
Sweringen group and the other around the Pennsylvania and Balti- 
more & Ohio. 
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That had considerable study for many, many months. But actually 
the economies that were going to be obtainable involved labor to a 
great extent. And with the depression and the number of people out 
of work, nobody really pushed it very strongly. But the need for it 
was still there. 

Then we went along to the end of 1939 and the railroads were reall 
heading for trouble, and World War II came into the picture, with all 
of this traffic thrown on the railroads, so again there wasn’t any n 
for merger. 

In the postwar period here we have been going from bad to worse, 
and the need for mergers is again with us very strongly. 

There has never been, up until recently, any consideration that I 
know of given to a merger of the Pennsylvania and the New York 
Central, and that was probably for a couple of reasons. First, going 
back into the twenties, size had a lot to do with it. As far as size is 
concerned, the Pennsylvania back at that time had about as much 
equipment, more employees, everything except mileage, than the com- 
bined railroads have today. And in addition we have communica- 
tions and everything that brings us close together. So size to me 
doesn’t mean anything. 

Second, was the competition between the two railroads. Nobody 
thought back in the thirties that those two railroads would have a 
chance of merging because of competition. But all you have to do is 
look at these maps that I have referred to to see how the railroads are 
no longer competitors between themselves that they used to be. 

So I think that, while still a factor, we have to take a good look 
at this. Why did the New York and Pennsylvania announce a 
merger study? I would say first I beileve the economies in those 
two properties consolidated would be greater than anybody else I 
could think of merging with. And secondly, I think it is in the 
public interest that it be done. I may be mistaken after we analyze 
these things. But I think it is a very desirable study to see if we 
can’t do this thing. And I am also in favor of merging these 113 
class I railroads into a fewer number of stronger systems in the coun- 
try. Itis going totake time. It doesn’t require legislation. I think 
all we need is there. We have to have the spirit. 

And the other thing in connection with the New York Central and 
Pennsylvania merger is a willingness on the part of both of us to try 
todo it. It takes willingness to do this. 

Senator Purret.. Certainly economies would be effected in mergers. 
I am not talking about the Pennsylvania or New York Central or 
any other particular merging of companies. I am talking about the 
idea. Certainly many, many savings would be effected, and I be- 
lieve it might well result in better service in some instances to the 
public, and certainly not very much worse service in many—— 

Mr. Symes. As we can get economies—— 

Senator Purte.u. Let me finish, please. 

Mr. Symes. All right. 

Senator Purrei.. Instead of talking about how much money we 
might be able to get from the Government in order to sustain what 
appears to be under some circumstances inefficient operation, not be- 
cause of management but maybe because of regulation. Instead of 
seeing how we can perpetuate that, ought we not address ourselves 

21278—58—pt. 1——_11 


ee 


ALONE TE TR PO OAM Eas! 


a ee _ . aehdliaeniacaniinhanaaainn ieaiaeelil 


hee Aor, 








158 PROBLEMS OF THE RAILROADS 


to see how perhaps we can efficiently get the railroads to operate and 
then find out how much money would be required on the part of the 
Federal Government or whatever form of aid must be given to help 
sustain them ? 

Mr. Symes. I think, Senator, what you say for the long range is 
right. But I think this industry is going to have to have some help- 
ful consideration very quickly so that we will be able to do what 
you are talking about on the longer range. I don’t think we can 
postpone it any longer and say it will take care of itself in another 
2, 3, or 4 years. 

Senator Purrety. You think the immediate thing that is needed 
is financial aid ? 

Mr. Symes. Financial aid. Notentirely. Some of the other things 
I mentioned legislativewise in my recommendation. It is all a part 
of the picture. No one in itself will do it. A great many together 
will, in my opinion, solve the problem. 

Senator Smaruers. Senator Schoeppel ? 

Senator Scnorrrer. Mr. Symes, I asked the question this morning 
about if the law was there, and what prevented them from goin 
ahead with merging—and you answered it very well, to my way o 
thinking. 

Obviously that is going to be a question for the individual manage- 
ments and stockholder relationships to determine. 

Do you honestly feel that within the next 2 or 3 or 4 years that 
there is enough sentiment on the part of management—and of course 

ou must take into consideration your labor groups that are involved 
im all of your railroads—that you could Helis come up with an ef- 
fective consolidation among yourselves that might prove very satis- 
factory? Do you see any hope or is that merely something that is 
going to be so far down the line that this committee should consider 
it? 

Mr. Symes. No; I see great hope in it. A lot of people will say this 
merger study will take 3, 4, or 5 years. I don’t think it will. 

Senator Scuorpre.. That is the point I was driving at. 

Mr. Symes. I think this year, probably before the end of the year, 
much before, that the two railroads that are involved in this are going 
to be able to make up their minds from the studies that are now going 
on, whether we should or shouldn’t. Is it in the public interest, and 
also from the standpoint of our employees and our securityholders. 
I think we are going to have enough information to solve that very 
quickly and have a case befre the ICC very quickly. 

I am so sincere in this thing that I think it can move much quicker 
than anybody is thinking about. 

You can end up with opposition. What is the opposition going to 
be? Sure, you are going to have, I imagine, some labor opposition. 
But on the other hand we have an agreement that protects labor in 
these kinds of things, and in addition you are not going to get all the 
economies, whatever they might be, overnight. It is going to be 
spread over a period of time that I think the normal attrition will 
take careof. [really do. Practically all of it in any event. 

As far as the user is concerned, I don’t think you will find much 
opposition from the user. Certainly if we can provide a transporta- 
tion service at a lower cost which will eventually be reflected in lower 
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rates, and better service, I should think the users wouldn’t be very 
far behind us. We will get into labor opposition, some of it, we will 

t into some community opposition. Those will be the two things, 
in my opinion, we will have to meet face on. ; ; 

Senator Scuorrre.. Assuming that goes through, you in your posi- 
tion certainly carry a lot of weight by reason of your experience with 
the railroad. If those consolidations were effected that you men- 
tioned, would that have a definite bearing on cutting down your 
losses in your passenger service? It would; wouldn’t it? 

Mr. Symes. It would. 

Senator Scuorrret. And there would be no necessity then for cur- 
tailment of the passenger service that you so ably spoke about awhile 
ago, and the reasons therefor ? 

Mr. Symes. Not as great as there will be otherwise. And the same 
is true in connection with the abandonment of mileage that you hear 
so much about. 

In my opinion the railroads will probably ask to abandon more 
miles of line if they do not consolidate than if they do. 

Senator Scuorrren. That is an interesting observation. 

Mr. Symes. Because you have to do it. 

Senator Purrett. You speak of passengers. There are two kinds, 
one long-haul and the other commuter. 

Mr. Symes. Yes, sir. 

Senator Purreti. Your consolidation won’t help your commuter 
service too much; will it? 

Mr. Symes. No, sir. 

Senator Purrety. That is where you are losing most of your money ; 
isn't it? 

Mr. Symes. No, sir; $7 million out of $54 million. 

Senator Purretu. May I say that other roads so indicate. 

Mr. Symes. That is probably true. 

Senator Purrett. We have to look at this from an overall picture. 
When you say it will make a great deal of difference in the amount of 
money—that you will lose less money from passenger carriage—you 
might well attribute that to the passenger carriage in long haul. But 
on commuters that is not so. 

Mr. Symes. That is so. 

Senator Purret.. This is where you are getting your complaints, 
from the local commuters and commuter service, when you discontinue 
this type of service. We have a serious situation in my area. 

Mr. Symes. That is where you get such opposition. And labor 
opposition on the others. 

Senator Purrett. When you have thirty or forty thousand people 
depending on railroads to carry them to work, and the railroad is los- 
ing a lot of money doing it 

Mr. Symes. And it is in the public interest that we do it. 

Senator Purreiy. That is correct. I don’t think you will correct 
the commuter situation 

Mr. Symes. I agree with you. Take the New York. If Pennsyl- 
vania and New York Central consolidated, we couldn’t consolidate 
our stations because we have different lines coming in. Neither one 
could take the load of the other. But in other places you could. 

Senator Smaruers. Thank you very much, Mr. Symes. 
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Does that conclude your testimony ? 

Mr. Symes. It concludes it. I don’t believe there is any reason 
for enumerating. I could briefly say that I concur in all the rec- 
ommendations that Mr. Loomis made this morning. 

In addition I would add on the mail pay that we should get com- 
pensatory rates. I have recommended in my testimony that this par- 
cal-post competition with express, we could very well take a look at 
it. I think there is a terrific waste of money, regardless of whose it is, 
by either having the Post Office Department take over the Railway 
Express Agency or limit their shipments to very small shipments. 
You all see the duplications going on all around the country. There 
is a lot of money to be saved there, and this duplication of service is 
terrific. 

So I would say that the Post Office Department ought to increase 
their weight limitations up to a hundred pounds, probably, and take 
over the express agency in the interest of saving money. 

And in addition, if you will examine the money being programed 
for post offices in this country to take care of parcel post, increased 
capacity, whereas near them are the railway express agencies begging 
for business, you could avoid an awful lot of Government spending in 
the Post Office. 

I have talked about compensatory fares, commuter service, the 
Federal transportation policy, and I also believe that there has been a 
bill introduced—at least somebody told me so—setting up a Secretary 
of Transportation which I am really very strong for. I think it is 
essential to the economic well-being of the country that its strength be 
carefully guarded by the executive branch of the Government. It 
should be a Cabinet position. The duties would be to see that the 
policies enunciated by Congress for preserving and strengthening 
transportation are effectively carried out and in no way supplant the 
functions of the ICC or the Civil Aeronautics Board. The purpose 
of the office would be promotional, rather than regulatory. 

But, as you see everybody dealing with transportation, I think that 
the executive branch of Government ought to have a Secretary of 
Transportation as an overall. 

Senator Bricker. You would still leave CAB and ICC as regulatory 
agencies of the Congress ? 

Mr. Symes. Oh, yes. Transportation ought to have some repre- 
sentation over here at the executive level, instead of being divided be- 
tween so many branches. And as far as the railroads are concerned, 
nobody would promote any interests of ours. 

Senator Scuorrret. You would not agree that it should be con- 
sidered from the standpoint of the Commerce Department ? 

Mr. Symes. No. I think it should be independent of Commerce, 
because everybody is mixed up in it—the Postmaster General, Defense, 
Agriculture, Commerce—and I think there should be a post. It 
means so much to the economy that there ought to be somebody there 
to see that the mandate of Congress is carried out. 

Senator Bricker. The only contact now on the side of the Govern- 
ment is through the Under Secretary of Commerce for Transportation. 

Mr. Symes. That is correct. 

Senator Smaruers. Thank you very much. 

Senator Lausche? 
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Senator Lauscue. Are you able to express an opinion on whether 
the present plight of the railroads is the product of the competition 
which you have because of increased speed in delivery, and other 
advantages of the competition, or is it the product of the subsidies 
that have been granted to your competitors ? 

Finally, to close: Are you here asking for this extraordinary aid 
of a $214 billion Federal agency primarily because of the subsidies 
that have heretofore been granted to the water carriers, the motor 
carriers, and the air carriers ? 

Mr. Symes. No, Senator, I am not, and I will tell you the reason 
why I am advocating it. We have only three sources to generate cash 
to do the things that are necessary, and particularly buy equipment. 
What are the three sources? First, earnings. They have been entirely 
inadequate, as reflected in our return on investment. It will be prob- 
ably, 314 percent for the industry. Ours will be 2.7 last year. And 
the way we are going this year it will be very much less than that. 

Second, cash generated from depreciation. We know, by reason of 
our long depreciation of equipment of 25 or 30 years, the replacement 
cost of this equipment is running 3 or 4 times the original cost. 

Third is borrowings. We cannot get equity capital into this indus- 
try. The rate of return on the investment shows definitely why that is. 
So the only source we have to go to is the equipment market, so-called 
equipment trust certificates and conditional sales. The demands of this 
industry, in my opinion, as I said this morning, are around a billion 
dollars a year, to get around 85,000 freight cars. So $400 million, in 
my opinion—I could be wrong on this—just from following this mar- 
ket, is about the top that you could expect to get out of the equipment 
trust field. 

In order to pick up that shortage—and we have had shortages of 
equipment, very unfortunately. Here we are trying to increase our net 
earnings and not having enough cars during these peak periods of the 
last 5 or 6 years to protect that revenue. It goes back to a shortage 
of cash. So if we have that money to buy equipment with to increase 
our gross and at the same time release some of this money that is going 
into equipment, like 20-percent downpayment, to take advantage of 
technological improvements that are coming into the industry, upon 
which there is a good return, it is going to start a spiral to help the 
whole thing, and that is entirely independent of subsidy. 

Senator Smaruers. Senator Magnuson ? 

The Cuarrman. Mr. Symes, S. 2906, which I see was introduced 
on August 30, which I think was the last day of our session, by the 
Senator from Delaware, does that embody the proposals suggested by 
you 

Mr. Symes. It does. 

The Cuatrman. Naturally, the committee hasn’t had a chance—— 

Mr. Symes. Hearings are scheduled for this session. As I say--—— 

The Cuarrman. When are the hearings scheduled 
y - Symes. They are not definitely scheduled, but they will be, as 
a ene it. We expect in the East to apear in vigorous support 

The Cuairman. You are speaking of hearings in the House ? 

Mr. Symes. Congressman Wolverton introduced it in the House. 
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The Cuarman. What I am asking here now is about this com- 
mittee. We haven’t had a chance yet to look at it. No hearings have 
been set here yet on this bill. 

Mr. Symes. No,sir. I understand they would be. 

The Cuarrman. Off the record. 

( Discussion off the record.) 

The Cuarrman. If we set hearings on this particular proposal, they 
would be after the hearings of this overall problem. 

Mr. Symes. I understand. 

Senator Lauscue. How are the railroads run in Russia ? 

Mr. Symes. Federal government. Not only the railroads but all 
transportation. 

Senator Lauscue. You are proposing that our Government not run 
the railroads, but buy the equipment and lease it to the railroads ? 

Mr. Symes. To avoid running them. 

Senator Lauscue. And you think that the margin that will then 
exist between private ownership and Government ownership is ade- 
quate ¢ 

Mr. Symes. Yes, I do; very much so, Senator. 

Senator Lauscue. I have grave doubts about it. 

Mr. Symes. I really think it is a step, Senator, to avoid the fear 
that you have. 

Senator Smaruers. Mr. Symes, thank you very much for your 
testimony. 

The Cuatrman, I want to ask Mr. Symes one question. I forgot 
this. This is for the benefit of the committee. Every year, irrespective 
of what we have been talking about here today, we have had a freight- 
car shortage. 

Mr. Symes. That is right. 

The Cuarrman. I know for 12 or 13 years, at least, I have attended 
hearings on freight-car shortages. Sometimes there is a difference of 
opinion between the eastern roads and the western‘roads regarding 
some of the causes. I think the association had done a good job 
in trying to get everybody together on faster turnarounds. Have you 
anything to add to the record on demurrage prices ? 

Mr. Symes. No, and I do think, and we are exploring it now, that 
in the period of car shortage we ought to assess more demurrage in 
order to get the car released. I also think if you get support for the 
legislation that you are talking about, you won’t have to bother with it 
very much. 

The Cuairman. I think that is correct. But sometimes the freight- 
car shortage hits us faster than legislation moves through Congress. 
And that is our problem there. 

Mr. Symes. I know. 

Senator Smaruers. Senator Yarborough ? 

Senator Yarsoroucu. Mr. Symes, I believe you stated that you 
thought the money market could furnish now not in excess of $400 
million a year, or that would be the maximum amount they would 
furnish for the financing of new equipment by the railroads at this 
time under present methods. How much are the railroads actually 
spending a year for new equipment ? 

Mr. Symes. That is the average. They have been financing that for 
the last 10 years. And that has not been enough. 
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Senator YarsoroucH. They are spending that much now? 

Mr. Symes. That is how much has been financed through the means 
I speak of, about $400 million a year. And as I say, we have been 
falling behind with that. And I don’t think you can increase the 
$400 million. That is how I arrived at it. 

Senator Yarsoroueu. Thank you. 

Senator Smaruers. Mr. Symes, thank you very much. You have 
been a splendid witness and you have given us a great deal of infor- 
mation. 

The next witness we have to hear is Mr. Macfarlane, president of the 
Northern Pacific Railway. 

Mr. Macfarlane. 

While Mr. Macfarlane is approaching the stand: Mr. Loomis, I 
wonder if you might be able to get for me and the committee the in- 
formation with respect to how much there has been of a decrease in 
the purchase of rails, engines, and cars since the end of World War II. 

Mr. Loomis. I think we can furnish figures on that. 

Senator Smarners. In other words, I would like to get that, and 
then the decrease in the orders for steel by reason therof. 

(See Mr. Loomis’ supplemental letter submitted following his 
statement.) 

Mr. Macfarlane, we are delighted to have you before us. Will you 
proceed ? 


STATEMENT OF ROBERT S. MACFARLANE, PRESIDENT, NORTHERN 
PACIFIC RAILWAY CO. 


Mr. Macrartane. Thank you, Mr. Chairman, and members of the 
committee. I am going to try to be very brief. I would ask that the 
written statement, which was filed pursuant to the suggestion of the 
chairman on December 31, be made a part of this proceeding. 

Senator Smaruers. Without objection, it is so woanauh 

(The statement of Mr. Macfarlane follows :) 


STATEMENT OF Rospert S. MACFARLANE PRESIDENT, NORTHERN PActFIc RAILWAY 
Co. 


Mr. Chairman, I am very glad of this opportunity to comment upon “the de- 
teriorating railroad situation” from the standpoint of the Northern Pacific, and 
what may be done to remedy the situation. The railroad of the Northern Pa- 
cific extends from the head of Lake Superior and from the Twin Cities of St. 
Paul and Minneapolis, Minn., through the northern tier of Northwest and Pacific 
Northwest States to Seattle and Tacoma, Wash., and Portland, Oreg., with 
6,865 miles of main and branch lines. It was the first transcontinental rail- 
road to be constructed in this region, and its construction opened the resources 
of the region and of the Pacific Northwest to the rest of the Nation. It serves 
the predominantly agricultural areas of Minnesota, North Dakota, and central 
and eastern Montana, where the principal production is grain and livestock, 
and also western Montana, northern Idaho, and Washington, where the principal 
production consists of forest products, fresh and frozen fruits and vegetables, 
and grain and grain products, supplemented by an expanding manufacturing 
industry along the north Pacific coast. Northern Pacific, jointly with Great 
Northern Railway Co., owns the Spokane, Portland & Seattle Railway Co., which 
operates 946 miles of railroad in Washington and Oregon, and, together North- 
ern Pacific and Great Northern own 97.18 percent of the capital stock of the 


Chicago, Burlington & Quincy Railroad Co., which operates 8,824 miles of 


railroad in 11 Midwestern and Mountain States. Northern Pacific’s importance 
to the economy of the region which it serves can hardly be overemphasized. 
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Paradoxical as it may seem, the company’s net income for 1957 exceeded that 
for any year since the end of World War II, although the situation with respect 
to its railroad earnings has been steadily deteriorating, and the future outlook 
for its railroad operations is serious in the extreme. If it were not for outside 
income from the company’s oil and timber properties, and dividends on its 
stock in the Burlington, the future would be black indeed. But for these out- 
side earnings the large expenditures which have been made for improvement 
and modernization of its railroad during the past 10 years, which I will de- 
scribe, would not have been possible. During this period, our railroad earnings 
have been grossly inadequate, measured by any standard. Our rate of return on 
average net investment in railroad properties during this 10-year period reached 
a high of 3.63 percent in 1950, and has declined since that date to 2.55 percent 
in 1956. During the 5 years, 1952 to 1956, inclusive, our average return on 
investment in railroad properties was only 2.53 percent. 

For the first 10 months of 1957, Northern Pacific’s net railway operating 
income was $15,013,356, compared with $15,536,532 for the first 10 months of 
1956. But total operating revenues for the first 10 months of 1957 were almost 
$3 million less than in the first 10 months of 1956, and total operating expenses 
were $1,107,000 greater than in the first 10 months of 1956. How, then, were 
we able to come out with a net railway operating income only $500,000 less 
than in the first 10 months of 1956? The answer is to be found principally in a 
reduction in Federal income taxes on account of large deductions for retire- 
ments of steam facilities incident te the carrying out of our dieselization pro- 
gram and deductions for amortization of new equipment over a 5-year period. 
But the large deductions for amortization of equipment will be exhausted in 
1959, and the deductions for retirement of steam facilities will not again be 
available to us, so that with the same gross operating revenue in other years 
we would necessarily have substantially lower net railway operating income 
than we are showing for 1957. 

In addition, we now face substantial increases in our operating expenses. 
On November 1, 1957, wage increases amounting to 12 cents per hour were 
granted to both operating and nonoperating employees under National wage 
agreements in effect. A 12 cents per hour wage increase amounts to $5,519,000 
per year on the Northern Pacific, to which must be added $287,000 a year for 
added payroll taxes resulting from the increase. On January 1, 1958, the 
railroad unemployment insurance tax rate was increased from 2.0 to 2.5 percent, 
which will add another $444,000 per year to our expenses. Increases in the cost 
of railway materials and supplies, and fuel, since April 1, 1957, will further 
increase our annual operating expenses by about $43,000. 

Some indication of the inadequacy of our railroad earnings and of the difficul- 
ties we face in the future with the declining revenues and increasing operating 
expenses, may be derived from the following data: 

Our net railway operating income for 1957 is approximately $17,166,000. 
Other income from operating property less deductions applicable thereto is 
approximately $1,728,000. Free cash, generated by depreciation charges, aggre- 
gates approximately $11,352,000. The sum of these figures is $30,246,000, out 
of which we must pay fixed charges applicable to our railroad properties, the 
principal payments falling due on equipment obligations, improvement and 
modernization of our roadway properties, additions and betterments to our 
equipment, downpayments on new equipment purchased, and reasonable divi- 
dends to our stockholders. Fixed charges applicable to our railroad properties: 
aggregate $8,770,000. Principal payments on outstanding equipment obligations 
aggregate $5,958,000. A normal roadway maintenance program involves ex- 
penditures of at least $7,750,000 annually chargeable to capital account. Addi- 
tions and betterments to existing equipment average $1,365,000 per year. The 
sum of these items is $23,843,000. Normal replacement of freight cars retired 
each year require the purchase of approximately 1,000 new freight cars at a 
cost of approximately $8,300,000. Our 1958 budget calls for the expenditure of 
$9,974,000 for additional diesel locomotives. Highty percent of the cost of the 
new equipment is normally financed under equipment trust obligations, but 20 
percent of the cost must be paid down. Thus, approximately $3,500,000 is re- 
quired for downpayments of new equipment, making a total of $27,343,000 
which must be paid out of the $30,246,000 above mentioned, leaving very little 
for improvement and modernization of plant, to say nothing of dividends to 
stockholders and maintenance of our credit. 

During the past 10 years, the Northern Pacific has been making every effort 
to improve and modernize its service, mechanize its operations, and increase 
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its efficiency. We have mechanized our accounting operations, including the 
addition of an IBM-650 electronic computer. We have installed 174 miles of 
centralized traffic control, and are planning to extend centralized traffic control 
another 67 miles in 1958. In 1955, we completed and placed in operation a new 
$5% million “pushbutton” freight-classification yard at Pasco, Wash. In 1951, 
we became one of the first American railroads to install continuous welded 
rail, which almost completely eliminates rail joints, and we now have 175 miles 
of our main line laid with continuous welded rail. We were a pioneer among 
western railroads in the use of radio communications in freight train operations. 
We use “end to end,” or conductor-engineer radio on our main line freight trains; 
we have a dispatcher-to-train radio hookup, and we also use radios in yards and 
terminals to facilitate switching operations. In 1946, we opened a new modern 
car-building shop at Brainerd, Minn., and have there turned out more than 
8,700 freight cars, representing an investment of more than $50 million. All 
but one of our operating divisions have been completely dieselized, and a new 
diesel servicing shop was completed this year at Livingston, Mont., to expand 
maintenance facilities for our growing fleet of diesel locomotives. Completed 
this year was a company-owned direct distance dialing telephone system link- 
ing the railway’s St. Paul-Minneapolis and Seattle-Tacoma offices. 

Believing that the public desired and would support a high-class passenger 
train service on our main line, we acquired and put in service in the fall of 
1952, our Vista-Dome North Coast Limited, a Chicago-Twin Cities-North Pacific 
‘Coast streamliner on a fast transcontinental schedule. For this train we ac- 
quired a fleet of 20 Vista-Dome sleepers and coaches, a unique Lewis and Clark 
traveller’s rest buffet-lounge car, and diners and lounge cars, and in 1955, we 
added stewardess-nurse service on this train. 

Why is it, then, that our rail operations are on such a narrow and precarious 
margin of profit? The answer, I think, is threefold: 

(1) Rail rates have not kept pace and could not keep pace with the rising 
level of wages and prices generally, because transportation offered by other and 
competing agencies could be obtained, and is still obtainable, at substantially less 
than its true cost through the furnishing and maintenance at public expense of 
facilities which they use; 

(2) Regulatory restrictions contained in both State and Federal legislation, 
‘enacted in horse-and-buggy days when the railroads had a virtual monopoly 
of transportation, have made it extremely difficult, if not impossible, for rail- 
road managements to adjust and adapt their business and operations to modern 
‘conditions ; and 

(3) The taxing policies of both Federal and State Governments discriminate 
against and heavily burden the railroads. 

Is there anything the railroads can do themselves to meet the situation? We 
have, of course, gone extensively into trailer-on-flatcar service—the so-called 
piggy-back service—and we are studying the possibilities of further expansion of 
this service. Fundamentally, however, our efforts must necessarily be directed 
toward increasing our efficiency. Dieselization has helped us keep abreast of 
spiraling costs in recent years, but many railroads are completely dieselized and 
we are nearing that goal. In order to take full advantage of technological ad- 
vances made possible by extensive industry research, large capital expenditures 
must be made, and the problem now is to find the necessary money. 

One of the obvious ways to effect further economies is by consolidation of 
operating companies into a limited number of systems. Consolidations would do 
away with wasteful and nonproductive facilities at common points. Many dupli- 
cate lines could be eliminated without depriving any area of railroad transporta- 
tion, and without seriously disrupting the economy of individual communities. 
A study of the advantages and dsadvantages from an operating standpoint of 
possible consolidation of Northern Pacific, Great Northern, Burlington, and 
Spokane, Portland & Seattle into a single system has just been completed. There 
seems to be no doubt that large operating savings could be effected by this con- 
solidation, but many other questions remain to be settled. If, after careful 
consideration of the results of the study, it appears that this consolidation would 
be in the interests of the companies concerned, and their stockholders and con- 
sistent with the public interest, and if terms satisfactory to the stockholders of 
these companies can be worked out, consummation of this transaction would still 
be a long way off, because approval and authorization would have to be obtained 
from the Interstate Commerce Commission, and lengthy public hearings would 
necessarily be involved. In consequence, it is obvious that consolidation cannot 
be considered an immediate remedy for the situation that now confronts the 
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railroads, and, of course, it cannot, in any event, be considered a cure all. The 
elimination of competitive subsidies, removal of antiquated restrictions which 
handicap the railroads and relief from tax handicaps, are basic necessities. 

Taking up first the subject of taxes, I should like to comment on the 3 percent 
tax on transportation of freight and the 10 percent tax on transportation of per- 
sons, because this is something on which Congress can give us immediate relief, 
and because the discriminatory and injurious effects of these taxes are most 
keenly felt by the Northern Pacific and other transcontinental railroads and the 
shippers they serve. As I have already mentioned, the transcontinental lines 
were built principally to open the resources of the Far West to the rest of the 
Nation. The markets for the products of the West are in the populous consuming 
centers of the central and eastern portions of the country, and this entails ex- 
tremely long hauls to reach those markets. Lumber and other forest products 
shipped by sawmills, woodworking plants and pulp mills of the Far West, and 
fresh fruits and vegetables, such as apples from the Yakima and Wenatchee Val- 
leys of Washington, and oranges and citrus fruits from California, must find 
their markets in the populous consuming centers in the eastern half of the United 
States. Lumber and other forest products from the West constitute over 60 per- 
cent of the eastbound transcontinental traffic of the Northern Pacific, and over 
40 percent of the transcontinental eastbound tonnage handled by the western 
railroads. Almost half of the total lumber production of the United States is in 
the States of Washington, Oregon, northern California, northern Idaho, and 
western Montana. The short rail distance to Chicago is 2,096 miles from Tacoma, 
Wash., and 2,216 miles from Red Bluff, Calif., 2 of the important Pacific coast 
lumber producing and shipping points. To Pittsburgh, Pa., the rail distance is 
2,533 miles from Tacoma, and 2,694 miles from Red Bluff. New York City is the 
most important market for fresh fruits and vegetables from the West, and the 
short-rail distances to New York City are 2,817 miles from Yakima, Wash., and 
2,924 miles from Redlands. Calif. 

The long hauls necessarily involved in the marketing of the products of the 
West make transportation costs a serious handicap, not only to the prosperity 
of the West but to the prosperity of the railroads serving that region. This 
is because Western growers and shippers must sell in competition with growers 
and shippers located much nearer the consuming markets. In consequence, the 
railroads serving the West, in order to enable the products of the territory 
that serve to move to market, must maintain rates on depressed levels which 
yield them inadequate profits. The lumber and pulp industries in the Far West 
must compete in Eastern markets with lumber and pulp produced not only in 
the Southern and Northeastern States, but in British Columbia and eastern 
Canada. Apples grown in the Pacific Northwest must compete in Eastern mar- 
kets with apples grown in New York State, Pennsylvania, Virginia, and West 
Virginia. California oranges and citrus fruits must meet the competition of 
Florida oranges and citrus fruits. Lettuce, carrots and other vegetable crops 
from the Pacific coast must compete with similar crops from Florida and gulf 
coast areas, and from local truck gardens, of which there are many in New 
Jersey and other points near the principal consuming markets. 

The short rail distance from Hattiesburg, Miss., an important Southern lumber 
shipping point, to Pittsburgh, is 1,017 miles, or little more than one-third the 
distance from Tacoma, Wash., or Red Bluff, Calif., to that point. The rail 
distance from Winchester, Va., an important apple shipping point, to New York 
City, is 297 miles, or less than one-ninth the distance from Yakima, Wash. The 
rail distance to New York City from Lake Wales, Fla., an important shipping 
point for oranges and citrus fruits, is 1,156 miles, or about 1,800 miles less 
than the distance from Redlands, Calif. 

Because of the higher transportation charges which must be paid by the 
Western shipper to reach these markets, his ability to sell on those markets 
depends upon his ability to absorb the difference between his transportation 
costs and those of competitors located much nearer the markets. The 3 percent 
transportation tax which he must pay, being correspondingly higher than that 
which his competitor pays, directly increases his transportation costs and aggra- 
vates his freight disadvantage. Obviously, it could make it unprofitable for 
him to sell in these Eastern markets, and, consequently, result in loss of traffic 
by the transcontinental lines. 

The Canadian Province of British Columbia is comparable geographically 
with the Pacific Coast States of Washington and Oregon, and its basic economy 
is similar with respect to the character of its industries. The forests of British 
OMolumbia are the foundation for its principal manufacturing industry, and in 
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the areas east of the Cascade Range there is an orchard industry comparable to 
the Wenatchee district in the State of Washington. Lumber and woodpulp from 
British Columbia are sold throughout the Eastern half of the United States 
in competition with lumber of the same species from the Puget Sound area in 
the State of Washington, and the rail rates are the same from British Columbia 
coast points as from the Puget Sound area. Apples grown in the Okanagan area 
of eastern British Columbia compete with apples grown in the Wenatchee and 
Yakima Valleys of Washington in the Middle West and Eastern United States 
markets. Woodpulp from pulp mills in eastern Canada is also in active com- 
petition with western woodpulp. All of these products from Canada are exempt 
from the transportation tax where the freight charges are paid in Canada; and 
prepayment is, of course, the general practice. United States producers and 
shippers are thus at a disadvantage equal to the amount of the tax in competing 
with these Canadian products. To Chicago, the Western shipper pays a tax 
of $24.21 on a carload of lumber; $24.36 on a ecarload of woodpulp, and $21.30 
on a carload of apples. The Canadian shipper pays no tax. To Kalamazoo, 
Mich., the Western shipper of woodpulp besides paying $280 more in freight 
charges than a shipper of a like carload of woodpulp from Smooth Rock Falls, 
Ontario, must pay a transportation tax of $25.20, which is not exacted of the 
Canadian shipper. A United States shipper who competes with a Canadian 
shipper for the same market must pay at least 3 percent more for transportation 
than his competitor, on account of the exemption favoring the Canadian shipper 
on a prepaid shipment. The obvious discrimination resulting from the applica 
tion of this tax warrants its repeal. 

The 3-percent transportation tax wholly disregards ability to pay. It penalizes 
the western shipper because of his geographical disadvantage and, at the same 
time, it jeopardizes the maintenance by the transcontinental railroads of a level 
of rates needed to insure the furnishing of adequate transportation service to 
western shippers. On an average carload of rough lumber weighing 63,300 
pounds, the freight charges to Pittsburgh, Pa., are $854.55 from Pacific coast 
origins, but only $531.72 from Hattiesburg, Miss. The Hattiesburg shipper pays 
a transportation tax of $15.95, but the Pacific coast shipper must pay a trans- 
portation tax of $25.64, or $9.69 more than his competitor. The transportation 
eharges on a carload of apples from Winchester, Va., to New York City are 
$267.83; but on a like carload from Yakima, Wash., the transportation charges 
are $852.18. The Virginia shipper pays $8.04 transportation tax while the 
Washington shipper pays a tax of $25.57, or $17.53 more than his competitor, 
although the same quantity of apples is delivered by each to the same market. 
On an average carload of oranges from Lake Wales, Fla., to New York, the 
transportation charges are $496.02, while the freight charges on a like carload 
of oranges from California are $816.72. A Florida shipper pays a transporta- 
tion tax of $14.89 but the California shipper must pay a tax of $24.51, or $9.62 
more than his competitor for the privilege of shipping the same quantity of 
oranges to the same market. 

The west coast shipper not only meets the competition of shippers from points 
in the United States who use public transportation and the competition of 
Canadian shippers who ship to American markets without paying a transporta- 
tion tax, but he also meets the competition of shippers who use their own private 
transportation facilities and thus obtain exemption from the tax. 

The trend of large industries in acquiring and operating their own private 
transportation facilities, to which the transportation tax is certainly an impor- 
tant contributing factor, is an alarming development from the standpoint of the 
railroads, and the transportation tax cuts directly into the revenues of the rail- 
roads in their attempts to forestall the growth of private trucking, which is 
not subject to the tax. Wherever we have had the opportunity to work out rate 
adjustments to keep an industry from establishing its own fleet of trucks, it 
has been necessary for us to take into account the amount of the tax in arriving 
at rates low enough to return or keep the business on the railroad. Recently, 
we were confronted with a threat of private truck transportation for the move- 
ment of 530,000 barrels of cement from Washington mills for the construction 
of a power dam on the Clarks Fork River near Noxon, Mont. A truckowner 
proposed to purchase the cement and sell it at a delivered price at the job site. 
An adjustment was made in our freight rates to equalize the amount included 
for truck transportation in the delivered price at the dam over the price at 
point of origin, but it was necessary to further reduce our rate by 1.66 cents per 
barrel from one origin point and 1.97 cents per barrel from the other origin 
point to make allowance for the transportation tax which would have to be paid 
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on our charges for rail transportation. The rate reduction to take care of the 
transportation tax cost us nearly $10,000 on the 530,000 barrels of cement. 
Obviously, the transportation tax is a substantial contributing factor in the 
trend of large industries to acquire and operate their own private transportation 
facilities. The money which would otherwise be paid by such industries to the 
Government in transportation taxes would contribute substantially to the cost 
of acquiring the necessary highway equipment, which, to that extent, would, in 
effect, be paid for by the Government. 

In our territory, wholesale merchandising in the grocery line is now almost 
entirely independent of public transportation in servicing outlets within the 
distribution radius of warehouses. A similar development is taking place in 
the wholesale distribution of other types of goods, such as hardware and auto- 
mobile supplies. Some national chain store operators have acquired their own 
fleets of trucks to supply their stores from regional warehouses. A large manu- 
facturer at Portland, Oreg., has acquired a fleet of trucks which it employs in 
the transportation of parts from suppliers and the delivery of finished machinery 
to market on the outbound haul. A cement mill in the State of Washington has 
acquired a fleet of trucks which are in daily operation for shipments formerly 
handled by rail. Private truck transportation in the movement of beer from 
breweries to distribution warehouses is rapidly growing. Private transporta- 
tion is also developing in the handling of building materials of all kinds. Repeal 
of the 3 percent tax on freight transportation is sorely needed to aid the railroads 
in stemming the tide of this development of private tax-free transportation. 

I should like now to discuss briefly the 10 percent tax on the transportation of 
persons. Insofar as this tax was designed to discourage civilian rail travel, it 
failed to accomplish that purpose during the period of gasoline and tire rationing 
and priorities for air travel, which forced the traveling public to use our facili- 
ties—and, incidentally, greatly overtaxed them and consequently brought criti- 
cism of our service. But with the end of these restrictions, the deterrent effect of 
this tax on rail travel became and has continued to be painfully evident, not- 
withstanding the millions of dollars we have spent on new and greatly improved 
passenger equipment and service and upon advertising that service. Rail travel 
is prejudiced by this tax not only because of the amount of the tax, which is a 
substantial item in the case of the long hauls for which our railroads were de- 
signed, but because of the confusion incident to the application of the tax. On 
travel to foreign countries the amount of the tax depends upon the fare to and 
from the United States port used, resulting in discrimination between ports and 
carriers serving them. For example, a traveler from St. Paul going to the Orient 
would pay less tax if he traveled via Winnipeg, Canada, than if he traveled via 
Seattle, Wash. The tax discriminates against long distance travel in the United 
States because the fare is greater, and it discriminates against travel on first- 
class fares for the same reason. But, more importantly, it discriminates against 
rail transportation in favor of travel by private automobile. 

In summation, these taxes are unfair to shippers who must market their 
products in distant markets, to the carriers for hire who must compete with non- 
taxable private transportation and to passengers who, for lack of private car- 
riage, are forced to pay the tax. Further, it should be noted that in addition 
to these aspects of these taxes they subject us to considerable expense in col- 
lecting and reporting them. While it is difficult to determine with any accuracy 
just what the cost is, our accounting department estimates that it is approxi- 
mately $100,000 per year. Clearly, these taxes are inherently discriminatory. 
They injure the business of the railroads and burden them with unfair collection 
expenses. And because to a considerable extent they are tax deductible business 
expenses in computing the income taxes of those who pay them, it is doubtful 
that they really increase Government revenues. There is no question but that 
they should be repealed. 

Another field of taxation in which the railroads are much more heavily bur- 
dened than other and competing forms of transportation is that of payroll taxes. 
We must pay a tax of 644 percent on the first $350 per month of wages paid our 
employees, for the support of the railroad retirement system, while our com- 
petitors who are under the general social-security system pay only 24% percent 
on $350 monthly earnings of their employees. We are now compelled to pay an- 
other 2% percent on these wages for unemployment insurance and this is at a 
higher rate and upon higher monthly earnings base than our competitors pay 
under State unemployment systems. In 1956, our railroad retirement tax payment 
was $5,416,391 and our unemployment insurance tax was $1,341,222. 
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On January 1 of this year our unemployment tax rate was increased from 
2 percent to 24% percent, due to depletion of the unemployment insurance fund, 
and I should like to invite your attention to what I consider wholly unjustifiable 
benefits provided under this act which deplete the fund and inequitably burden 
the railroads. As you know, the railroad unemployment insurance tax is im- 
posed only on the employer. 

Unlike other unemployment systems, the Railroad Unemployment Insurance 
Act provides for payment of benefits during a maternity period and also for 
benefits to striking employees. The average now paid for maternity benefits is 
$975 per recipient. 

No one has ever satisfactorily explained why pregnancy benefits were written 
into the act. If an unmarried female employee wishes to get married and have 
a family, or a married employee becomes pregnant, it is her own private prov- 
ince and right, but why the railroads should be required to pay benefits for un- 
employment brought about by the voluntary act of the employee is hard to 
understand. To illustrate how this law works, the following example has been 
cited : 

“Example: After working only 8 months for a railroad, Jennie Smith quit 
work permanently May 1, married, and decided to have a baby. After 10 
months she began drawing maternity benefits and drew a total of $975 (the 
average now paid). A year afterward, she again became pregnant and drew 
$975” (AAR Memorandum 109962—-4, October 1957). 

The brotherhoods, not content with the above provisions, have introduced a 
bill which would increase the $975 to $1,120 (S. 1313, H. R. 4353). 

Under the present provisions of the law, a striking employee is disqualified 
from receiving unemployment benefits only if the strike was commenced in 
violation of the Railway Labor Act or in violation of the established rules and 
practices of the labor union of which he is a member, In other words, a striker 
is granted benefits in all cases except in a wildcat strike. These benefits, like 
sickness benefits and maternity benefits, are paid for entirely by the railroads. 
Unemployment insurance should not be a device for paying company-financed 
strike benefits to strikers, whether the strike is regularly or irregularly called. 
All State unemployment systems recognize that strikers should not be paid un- 
employment benefits, and all such systems disqualify them. A number of States 
do pay benefits to those who are not on strike but are unemployed by reason 
of a stoppage of work due to a strike. 

Beginning April 22, 1957, and continuing until July 22, 1957, the Teamsters 
Union was on strike against the Railway Express Agency in seven major cities. 
During the strike, 1,800 members of the teamsters striking against Railway 
Express collected benefits amounting to $712,400. In addition, 6,500 Railway 
Express employees who were put out of work on account of the strike collected 
unemployment benefits amounting to $2,481,000. A total of some $3,200,000 was 
thus paid to Railway Express employees directly as a result of the strike, and 
this sum was paid entirely by the railroads under the present law. 

The railroad industry has proposed amendments to the Railroad Unemploy- 
ment Insurance Act (S. 1630, H. R. 6016) which would repeal the provisions pro- 
viding for pregnancy benefits and for benefits to striking employees. These bills 
should be enacted in order to bring the railroad unemployment and sickness 
benefit system more nearly in line with State laws which apply to employees 
outside of the railroad industry. 

Railroad brotherhoods, on the other hand, are sponsoring legislation which 
would, if enacted, provide substantial increases in the benefits paid under both 
the retirement and unemployment systems and also greatly increase the taxes 
paid to support the programs. Under S. 1313 and H. R. 4353 (identical bills), 
the minimum daily benefit paid for unemployment or sickness would be in- 
creased from 50 percent of the employee’s last daily rate to 60 percent of such 
pay, and the maximum daily benefit would be increased from $8.50 to $10.20. 
For the railroad worker with 5 or more years of service, these bills would 
greatly extend the period of time over which he could receive benefits. Depend- 
ent upon a man’s length of service, he would, under the proposed bills, be able 
to receive benefits for as long as 4%4 years beyond the period already provided 
for at the present time. Further, the unemployment insurance tax rate, which 
is now 2% percent, would go to 4 percent, and that rate would apply to a tax 
base of $400 of employee earnings rather than $350 as is now the case. The 
railroads pay the entire tax bill for the unemployment and sickness benefits 
system. Under the proposed bills, an individual could draw $10,000 to $12,000 
during one period of unemployment. 
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Railroad unemployment taxes for 1957 will be about $106 million. If the 
brotherhoods’ proposals are enacted, unemployment taxes in 1958 will be about 
$230 million, or a payment of $124 million more than in 1957. Railroad net 
earnings are now unreasonable low, and the economic future of the industry is 
anything but good. Under such circumstances, the railroads are simply not in 
a position to pay such increased taxes and the proposals of the brotherhoods 
should not be given serious consideration. 

While I am on the subject of taxes, I should like to point out that railroads, 
as owners of their own rights-of-way, terminals, and other properties and facili- 
ties, are subjected to heavy property taxes for the support of State and local 
governments, which their highway, air, and water competitors escape. In the 
year 1956, Northern Pacific’s tax bill for taxes on its railroad operating proper- 
ties in the 7 States it serves was $9,171,273, or nearly 5 percent of its gross 
operating revenues. This, of course, was in addition to the expense of main- 
taining our roadway properties and structures which, in 1956, amounted to the 
sum of $24,849,894, or 13.2 percent of our gross revenues. The freeways used 
by our competitors are untaxed, of course, and their construction and mainte- 
nance costs are paid for out of public funds provided by taxpayers generally, 
including the railroads. If the true costs of the transportation services offered 
by these other forms of transportation are to be paid by those who use those 
services, as they should be, adequate rental charges covering interest on invest- 
ment, depreciation, maintenance costs, and the equivalent of taxes should be 
required of those who use these publicly provided facilities to carry on a trans- 
portation business. 

There are some favorable signs. On November 13, 1957, the Bureau of the 
Budget issued its bulletin No. 58-3, in which it called for the preparation of legis- 
lative proposals essential for the development of an equitable and uniform gov- 
ernmentwide policy on charges for certain Government service or property. 
Among the items mentioned in the bulletin, and upon which proposals were in- 
vited, is the use of air and water navigation aids and facilities. 

The recommendation that toll charges be imposed on traffic on inland waterways 
to cover actual cost to the Government of maintaining these waterways has been 
made for many years. It was specifically recommended to the Congress by the 
Hoover Commission, but, as yet, no action has been taken. 

Like the barge lines, the commercial airlines are also supplied with a free and 
Government-maintained right-of-way. They could not operate if it were not for 
Government-maintained beacon towers and radio beams. Their flight is guided 
and directed by the radio beam, just as a train follows the rail and the barge the 
river. The railroads are in direct and hot competition with the airlines and the 
barge lines, but they are at a distinct and unfair disadvantage. 

What has been said about the airlines and the barge lines applies with greater 
force to the trucklines who use our great network of Federal and State highways 
without payment of anything like adequate user charges. Some States have, in 
the last 4 or 5 years, passed user taxes based upon weight and mileage, but these 
taxes are in force in so few States that their impact is small when compared 
with intercity truck traffic over the entire country. A step in the right direction, 
but only a step, was made by the Congress in the Highway Act of 1956. 

Legislation should be introduced to right this inequity, and when Federal funds 
are appropriated hereafter for waterways or airways, the law should provide 
that such outlays be repaid by the users of these facilities. 

In the field of income taxes, the railroads are at a disadvantage, compared with 
other forms of transportation, in obtaining, free of tax, the funds needed to replace 
and modernize their equipment and other depreciable properties. These funds 
must come from income which is kept free from income tax through allowance 
of adequate deductions for depreciation. But three factors have conspired to 
prevent the railroads from obtaining depreciation deductions adequate to enable 
them to retain the needed earnings. These are inflation, inordinately long his- 
torical service lives of their depreciable properties, and the need of modernization 
of their plant and equipment. 

With the inflation that has taken place, depreciation based on cost cannot gen- 
erate the free cash needed to replace property purchased in a different economic 
era. Freight cars acquired 20 years ago at a cost of $2,500 cannot now be replaced } 
for less than $8,300. The average age of our boxcars is 18 years, and they must be 
replaced at the rate of about 1,000 cars per year. The dollars we recover through 
depreciation charges are worth, in terms of freight car costs, only about one-third 
of the dollars we spent to acquire those cars. Obviously, we cannot replace 
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the cars with these dollars, and in order to make up the deficit we must net about 
$2.08 before Federal taxes for every dollar we spend for replacement in excess 
of the original cost of the cars. 

The effects of inflation would not be so serious if it were not for the exces- 
sively long historical service lives of our depreciable properties on which our 
depreciation rates are computed. The average service life of our equipment used 
by the Internal Revenue Service for depreciation purposes is about 33 years and 
the the average service life of depreciable roadway properties is in excess of 50 
years. In contrast, the airlines and trucks and buses have depreciation rates 
based on relatively short lives—5 years for aircraft and 7 and 8 years, respec- 
tively, for buses and heavy trucks. Inflation accordingly cannot seriously reduce 
the recovery by airlines and trucklines of their investment in equipment, free of 
tax, or seriously affect their ability to obtain the funds necessary to replace 
their equipment with new and better equipment. 

In the competitive race, the need for modernization of railroad plant and 
equipment and for use of the newest technological developments in the interests 
of improved service and efficiency make historical service lives in the railroad 
industry of little more than academic significance.. If the railroads are to be 
permitted to retain from their earnings amounts sufficient to enable them to hold 
their own in the competitive race, they must be allowed substantially greater 
deductions for depreciation of their plant and equipment in computing their 
income taxes. Just how this is to be done I would leave to our tax experts who 
have advanced certain specific proposals. No subsidy or permanent loss to the 
Treasury can result, whatever method is adopted, for when expenditures for prop- 
erty are written off through depreciation deductions, no more can in any event 
be claimed in respect of that property. Legislative relief in the form of allow- 
ance of more adequate depreciation deductions in computing railroad income 
taxes is urgently needed to enable the railroads to meet their capital require- 
ments. The situation would have approached a crisis 5 years ago had it not been 
for the availability of allowances for amortization of emergency facilities. Those 
allowances will soon be exhausted, however, and the situation will then become 
desperate if relief is not provided. 

Turning now to regulatory provisions which handicap the railroads in meet- 
ing the competition of other forms of transportation, I want to discuss three 
subjects I consider of prime importance: 

(1) The agricultural exemption. 

(2) Restrictions on the use by railroads of other instrumentalities of trans- 
portation. 

(3) Obstructions to the discontinuance of railroad services and facilities which 
are no longer used by the public. 

Section 203 (b) (6) of the Interstate Commerce Act exempts from all regu- 
lation, except certain requirements as to qualifications and maximum hours of 
service of employees and safety of operation or standards of equipment, “motor 
vehicles used in carrying property consisting of ordinary livestock, fish (includ- 
ing shellfish), or agricultural commodities (not including manufactured prod- 
ucts thereof), if such motor vehicles are not used in carrying any other property, 
or passengers, for compensation.” It was our understanding when this exemp- 
tion was first included in part II of the Interstate Commerce Act that the purpose 
was only to enable farmers and other producers to obtain trucking of their pro- 
duce to primary markets without subjecting the trucker to regulation under the 
act; that to be exempt from regulation the vehicle used could not at any time be 
used in hauling nonexempt commodities, and that the commodities themselves 
would have to be in their natural state and not processed. This was also the 
view held by the Interstate Commerce Commission until its decisions applying 
these standards were overruled by the courts. The courts have construed the 
exemption much more broadly, and have held that the exemption applies unless 
nonexempt commodities are carried in the vehicle at the same time that it is 
hauling exempt commodities, and that before a commodity can be denied exemp- 
tion as a “manufactured product,” there must be virtually a complete trans- 
formation of the commodity so that a new and different article, having a distinct 
new character or use, has emerged. 

Since the end of World War II, a virtual revolution has occurred in the food- 
processing business. New techniques have been perfected for processing, packag- 
ing, and freezing all types of food, and for the marketing of dressed poultry. 
In consequence, the volume of agricultural commodities moving in commerce in 
their natural state has very greatly diminished, and the movement of highly 
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processed and specially packaged agricultural commodities moving in interstate. 
commerce, which, however, preserve the substantial identity of the commodity 
(and, hence, its exemption under the court decisions) , has tremendously increased, 

This has had a serious effect on our traffic, and threatens to have an even 
greater effect. Exempt truckers by the thousands are now operating throughout 
the country handling frozen fruits and vegetables processed in large commercial 
plants, and are making serious inroads on our traffic and on the traffic of other 
regulated common Carriers. 

The reason this competition is so difficult for the railroads to meet is that 
while we are required to publish our rates so that everyone, including competing 
exempt carriers, may know precisely what we charge, and are prohibited under 
heavy penalties from charging any rate differing from our published rate, and 
normally cannot change the published rate except on 30 days’ notice to the 
public, subject to suspension if anyone protests, the exempt carrier is free 
to make whatever secret rate he finds necessary to get the business. We have 
difficulty in acertaining what our competition is, and when we find out and attempt 
to meet it, the exempt trucker is apprised of the fact and undercuts us. 

The fact that the present agricultural exemption “is being used by com- 
mercial interests for their own advantage, without any provable benefit to the 
farmer whose price is usually determined when a sale is made to a broker or 
dealer,” has been specifically stated by the Interstate Commerce Commission, 
which has commented that if the test of “continued substantial identity through 
the processing stage” is to continue to apply, the result will be serious ‘“impair- 
ment of the position of the regulated carriers upon whom small shippers, in- 
cluding farmers, are dependent for transportation.” 

Two bills to correct the situation were introduced in the 85th Congress. 
H. R. 5823 was designed to implement the Commission’s recommendations that 
the exemption be restricted to transportation from the point of production to, 
the point where the commodity first passes out of the control of the producer. 
S. 2553 provided that certain named commodities, not including shelled peanuts, 
frozen eggs, or cooked, canned, frozen, powdered, dehydrated, evaporated, con- 
ditioned, concentrated, milled or purled commodities or products thereof, or 
boiled juices or frozen salads, should be exempt from regulation. Hither bill 
would effectively meet the problem, although I favor the Commission’s recom- 
mendation embodied in H. R. 5823 that the exemption be restricted to trans- 
portation from point of production to the first primary market. Unless Congress 
enacts remedial legislation to place under regulation the agricultural commodi- 
ties traffic which has passed out of the control of the farmer and is moving 
in the normal stream of commerce, irreparable injury will be suffered by the 
regulated common carriers, to the detriment of all segments of our society, 
including American agriculture. 


Efforts of the railroads to provide economical and efficient service to the 


public, and to maintain their position in the transportation field, cannot be 
wholly successful until they diversify their operations by substituting other in- 
strumentalities of transportation for their rail facilities, where the economics 
of the situation and better service to the public require it. We are, however, 
severely handicapped in making use of other modes of transportation by specific 
restrictions imposed on our use of motor transportation, water transportation 
and air transportation. Section 5 (2) (b) of the Interstate Commerce Act, 
as interpreted by the Interstate Commerce Commission, practically precludes a 
railroad from engaging in motor transportation, either directly or through a 
controlled subsidiary, except such service as is supplemental or auxiliary to 
its rail service. A substantially similar provision with respect to control of an 
air carrier is contained in section 408 of the Civil Aeronautics Act. Before a 
railroad may acquire ownership or control of, or an interest in a common carrier 
by water, or vessel, with which it does or may compete for traffic, it must prove 
to the Commission that the transaction “will not prevent such common carrier by 
water or vessel from being operated in the interest of the public and with 
advantage to the convenience and commerce of the people, and that it will not 
exclude, prevent or reduce competition on the route by water under con- 
sideration.” 

In the administration of section 5 (2) (b) of the Interstate Commerce Act, 
the Interstate Commerce Commission has permitted the railroads to acquire 
control of a motor carrier or to engage in motor carrier operations only subject 
to conditions which will insure that the highway service is conducted ex- 
clusively as auxiliary or supplemental to train service; that is, trucking of raib 
traffic handled by the railroad at published railroad rates and on railroad 
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bills of lading. Thus, it has required either that only traffic which has had a 
prior, or is to have a subsequent rail haul be handled in the trucking operation, 
or that the trucking operations be not conducted between or through specified. 
key points, usually important towns or cities. Surface carriers, including rail- 
roads and their affiliates, have been almost totally excluded from air opera- 
tions, and they have been deterred by the difficulties of the required proof from 
seeking authority to operate vessels on inland waterways or in coastwise ocean 
operations. 

Some years prior to the enactment of part II of the Interstate Commerce Act 
regulating motor truck operations, the Northern Pacific Railway Co. incorporated 
a trucking company subsidiary, Northern Pacific Transport Co., which engaged 
extensively in common carrier motor truck operations on the highways in the 
State of Montana. In consequence, this company was able to be certificated 
as a common carrier under the grandfather clause contained in the act, but 
only with respect to its then established operations. By providing the public 
with completely satisfactory highway service along our branch lines in Montana 
as well as local highway service for less carload business along our main 
line, we were able to obtain authority from the Montana State Commission 
to discontinue much expensive uneconomical train service, with very con- 
siderable savings to the railroad, and a profitable operation on the highways 
resulted. We are now having our transport company apply for authority to 
extend its service to the Pacific coast, but, unless the law is changed, the trans- 
port company, if it is granted the right so to extend its service, will be subjetced 
to the usual key point restrictions, which will make the operation much less 
economical than it could otherwise be. 

The contention made by some that instead of engaging in other modes of 
transportation the railroads should make joint rates with trucklines, airlines, 
and waterlines where substitution of such service for rail service appears de- 
sirable, is completely unrealistic. The purpose of joint rates is to extend a 
earrier’s service beyond its own line. From the beginning, practically all rail- 
roads have jealously guarded the right to retain their long haul under any joint 
rates established and section 15 (4) of the Interstate Commerce Act, with cer- 
tain exceptions necessary to protect the public interest, has always prohibited 
the Commission from requiring any carrier by railroad, without its consent, to 
participate in a route which short hauls it. 

What we are primarily seeking is equality of opportunity to engage in motor 
truck, airline, or water transportation in the area we now serve in order that 
we may render a complete service and be in position to provide the kind of service 
each of our patrons desires, at the lowest rates that the efficiency of an integrated 
service can make possible. We do not ask that we be given a preferred position 
with respect to engaging in other forms of transportation, but only that we be 
entitled to a permit to engage in such service where we can make a showing of 
public interest which would entitle any other applicant to a certificate. In view 
of the fact that we not only provide all our railroad facilities at our own ex- 
pense, but, also, as large taxpayers, share the cost of facilities provided at pub- 
lic expense for the use of our truck, water, and air competitors, it is only fair 
that we should be permitted to make use of those facilities on the same terms as 
others. To suggest that this would enable the railroads to drive competing air- 
lines, waterlines, and motor carriers out of business seems little short of absurd 
on its face. 

In order to make our operations efficient by eliminating all unnecessary ex- 
penses, we ought to discontinue and promptly abandon services and facilities 
which our patrons cease to need or use. But State regulatory provisions and 
their administration by State commissions obstructs and long delays such action 
on our part. Congress has always left the regulation of local services and 
facilities to the local authorities on the theory that they are in the best position, 
to know the needs of the public. In practically all States no local passenger 
train service may be discontinued or stations closed, or other local facilities. 
abandoned, without first securing permission from the State railroad commis- 
sion. In North Dakota, we even have a State law which requires the furnishing 
of passenger train service each way daily on all branch lines in the State, unless 
otherewise ordered by the State commission. 

Such regulatory provisions, of course, have come down to us from the early 
days when railroads were the only means of transportation available, and when 
the thought was that so long as the railroad had undertaken to serve a com- 
munity it was obligated to furnish complete service, whether or not the particular 


12 


21278—58—pt. 1 








174 PROBLEMS OF THE RAILROADS 


service returned a profit. This situation has radically changed. There is no 
business today more competitive than the transportation business. The private 
automobile and highway bus service have resulted in the abandonment by the 
public of railroad passenger service on branch lines, and there is no longer any 
justification whatever for the operation of such service. The heavy losses sus- 
tained by all railroads in furnishing passenger train service constitute an obvious 
burden on interstate commerce, and clearly demand the discontinuance of pas- 
senger trains and other services which the public no longer uses. Yet, every at- 
tempt of the railroads to discontinue passenger train service on branch lines en- 
counters the opposition of local chambers of commerce and railroad labor. The 
State commissions often either deny or unreasonably delay the requested relief. 

For example, about 3 years ago, we undertook to substitute combination 
bus-truck service on the highway for daily mixed train service on four of our 
branch lines in the State of North Dakota. This change would enable us to 
confine our train service on these branch lines to triweekly freight train service, 
with such additional extra freight train service as the traffic might require, and 
would enable us to effect a saving of more than a quarter of a million dollars an- 
nually. We filed our application with the State commission in the spring of 1955. 
Hearings were held thereon in the summer and fall of that year. No decision was 
rendered by the State commission until the summer of 1956, when it denied one 
of the applications, but refused to decide the others. We then obtained from 
the State district court a writ of mandamus to compel the State commission 
to act upon the remaining applications, but the commission appealed therefrom 
and it was not until the spring of 1957, after affirmance by the Supreme Court, 
that the commission rendered decisions. The decisions denied our applications. 
We then appealed to the State district court from the denial of the applications. 
The district court reversed the commission and ordered it to grant the applica- 
tions. The commission then appealed to the State Supreme Court where the 
cases are now pending. The result is that we are still operating daily mixed 
train service on these 4 branch lines, almost 3 years after the applications were 
filed. 

The need for relief from this situation was recognized in the report of the 
Presidential Advisory Committee on Transportation Policy and Organization, 
which recommended that Congress “empower the ICC to override certain State 
service requirements, if continuance of such service would result in a net revenue 
loss or otherwise unduly burden interstate and foreign commerce, provided 
reasonably adequate service in lieu thereof is available.” §. 281, introduced 
in the 83d Congress, would have carried out this recommendation, but it failed 
of enactment. 

The Interstate Commerce Commission has primary jurisdiction over the 
abandonment of intrastate as well as interstate lines of railroad, and over 
complete abandonment of the operation thereof. But it has no jurisdiction 
over the curtailment of passenger service, either State or interstate, except as 
a part of a complete plan of reorganization of an insolvent road pursuant to sec- 
tion 77 of the Bankruptcy Act. It is high time that it was given jurisdiction to 
authorize the discontinuance of passenger service on any line of railroad, 
whether state or interstate. 

Before closing, I should like to direct your attention to the importance of 
avoiding the passage of legislation which would impose unnecessary and un- 
justifiable burdens upon the railroads in the conduct of their business. At every 
session many such bills are introduced in Congress which, in fact, are of a 
“make work” or “feather bedding” character, or would otherwise saddle the 
railroads with costs they should not be required to bear. Bills of this character 
now pending are 8S. 1386, the so-called power brake bill; S. 1672 and 2480, to 
amend the Hours of Service Act; S. 1729, the track motor car bill, and H. R. 
182, 3484, and 4564, requiring illumination of freight cars for the protection of 
highway users approaching grade crossings. I have already referred to the 
bills proposing amendments to the Railroad Retirement Act and the Railroad 
Unemployment Insurance Act. 

Finally, I should like to say a word regarding the flying of 3-cent mail by 
the Postmaster General, in disregard of what we believe to be the congressional 
intent. Since early in October of 1953, the Postmaster General has been con- 
ducting what has been described as an “experimental” operation in the trans- 
portation of ordinary 3-cent first-class mail by air between several large metro- 
politan centers in the eastern and southeastern parts of the United States, 
and on November 22, 1954, he extended that experiment to the flying of such 
mail between the cities of Seattle, Wash., Portland, Oreg., San Francisco and 
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Los Angeles, Calif., and other cities and points located on the west coast of 
the United States, in Washington, Oregon, and California. Since the inaugu- 
ration of that service he has discontinued railway post office service on the 
passenger trains operating between Seattle, Wash., and Portland, Oreg., re- 
sulting in a direct revenue loss to the Northern Pacific of approximately $165,000 

r year. 
phe experimental nature of the service, however, being subject to discon- 
tinuance, makes it necessary for us to hold, on a standby basis, a very con- 
siderable amount of mail-carrying train equipment and other mail handling 
facilities. 

It is high time this experiment was brought to an end and a definite decision 
made by Congress as to whether a differentiation is to be made between airmail 
and surface mail. Airmail service certainly is neither required nor desired by 
the public for a considerable portion of the first-class mail, and there is no 
reason I can see why those who do not pay for airmail service should receive it. 
The carrying of 3-cent mail should be promptly restored to the surface carriers. 

To summarize what I have said, the railroads of the country, including the 
Northern Pacific, face a critical situation because of unequal tax burdens, 
erosion of their traffic and revenues by subsidized and unregulated competition, 
and inability, on account of regulatory restrictions and obstructions, to attain 
their maximum efficiency and meet their competition. The situation cannot 
be corrected until— 

1. The discriminatory Federal excise taxes on transportation are repealed ; 

2. Payroll taxes are reduced by elimination of unjustifiable fringe benefits ; 

38. Adequate user charges are imposed for commercial use of publicly pro- 
vided transportation facilities ; 

4. The railroads are permitted adequate depreciation deductions for 
Federal income-tax purposes ; 

5. The agricultural exemption is limited to its proper and intended scope; 


6. Equal opportunity to use other forms of transportation is accorded 
the railroads ; 


7. The Interstate Commerce Commission is empowered to override State 


requirements for service not used which unduly burden interstate commerce ; 
and 


8. There is an end to legislative imposition on the railroads of unnecessary 
and unjustifiable financial burdens. 

Mr. Macrartane. In the interest of saving time I am going to try 
to comment generally, based not only on what is fhiclacian! within m 
statement, but also based on the questions which have been asked thus 
far of the other witnesses. 

In the first place, I would like to adopt as a part of my testimony, 
if it were permissible, the opening statement by the chairman as to the 
condition of the railroad industry at the present time. I cannot think 
of a more succinct way to outline what the problem is thaf you gentle- 
men are considering in this hearing. 

Senator Smaruers. Mr. Macfarlane, might I interrupt to say that 
we are delighted to have several members of the Interstate Commerce 
Commission with us today: Chairman Freas and Commissioners Mit- 
chell, McPherson, and Walrath. If you gentlemen can hear better 
sitting along the side here, we would be very happy to have you come 
up whenever you want to. It is your problem as well as ours. We 
want you to be sure to be in a position to hear everything that is being 
said. 

Mr. Macfarlane, will you proceed ? 

Mr. Macrartane. I think when all of the testimony has been re- 
ceived in this proceeding that you will find that the situation is about 
the same in all of the areas of the United States, whether we are talking 
about the eastern region, the southern region, the midwestern region, 
or the western region. Our problems are similar, although the prob- 
lems on the several properties of course are quite different. 
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Another element of difference which I would like to introduce at the 
very beginning of what I have to say is that the Northern Pacific Rail- 
way Co. is going to report the highest net income in a great many years 
for the year 1957, and a higher net income than for the year 1956. 

You may at once wonder how I could address myself to the subject of 
the deteriorating railroad situation in the face of that statement. 

The answer is very simple for a good many of the western railroads. 

The Northern Pacific and the Union Pacific and the Santa Fe, for 
example, are three examples, and there are others. We have substan- 
tial and very large outside income which we are receiving and which 
we are pouring back into the railroad property. 

I have had restated by our accounting department—first let me say 

that I received last night an estimated income account for the year 
1957. We are going to publish in due time a net income of approxi- 
mately $21 million, which compares with about $20 million a year ago. 
Our operating revenues, however, for 1957 are down $4 million, and 
our operating expenses are up aout three-quarters of a million dollars. 
And so you would at once wonder, with our revenues down and our 
expenses up, how we are going to show a greater net income this year 
than in the preceding year. Well, there are several answers. One 
answer is the tax situation, because of our rapid dieselization, and the 
retirements and writeoffs to which we are properly entitled. 

Weare reporting a substantial decrease in Federal income taxes paid 
in 1957 as compared with 1956. That difference, by the way, is going 
to be about $4 million. Part of that also is accelerated amortization, 
but that is rapidly running out. 

In addition to that, we have this outside income which I have 
mentioned, income from oil. You may be interested to know that for 
1956 our income from oil alone was about $3,219,000 gross. This last 
year, however, our income from oil alone is over $6 million. And with 
an increase of that kind, with a resource of that kind behind the 
Northern Pacific, it is perfectly plain, of course, and obvious | 

Senator Bricker. Is that on properties owned by the railroad ? 

Mr. MacFaruane. They are. 

Senator Bricker. Where are they ? 

Mr. MacFartane. In Washington, Oregon, Idaho, Montana, and 
North Dakota. Nonoperating income takes in all of our outside in- 
come, including rent income, including dividends from other proper- 
ties in which we have a stock interest, including interest on bonds 
which we own—Government bonds. That is a part of other income 
and outside income. | 

The total figure for the year 1957 of this outside or other income 
was $16,659,000, which compares with $15,239,000 a year earlier, or 
an increase this last year of $1,420,000. 

Senator Bricker. How were the oil properties acquired?. As a 
part of the right-of-way or are they properties that you bought ? 

Mr. MacFartane. They are oil properties for the most part in the 
so-called Williston Basin which represents a part of eastern Montana 
and western North Dakota. The basin itself, which is a great sedi- 
mentary basin, extends down into South Dakota and reaches up into 
Canada. 
Senator Bricker. When and how did you acquire them ? | 
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Mr. MacFaruane. Those properties were largely acquired by 
mineral reservations which we introduced into the deeds which we 
issued 50, 60, 70 years ago. 

Senator Bricker. From your old grants? 

Mr. MacFartane. When those lands were sold to the original set- 
tlers, not knowing of course—oil was even unknown at that time as a 
commodity of any value. The first oil was discovered in the Williston 
Basin on Northern Pacific property on Friday, July 13, 1951, and 
since then every year we have had this increasing oil income which 
has made possible a very substantial increase in our improvement of 
railroad properties. 

Senator Bricker. That is, it was in the property then from the 
original construction grant ? 

r. MacFaruane. That is correct, sir. I would like to say that a 
restatement of our income, purely as a railroad and ignoring our out- 
side eee and in accordance with sound accounting practices, 
has shown, and I think I can summarize it best by saying that in the 
last 10 years our return on our railroad properties as a railroad operat- 
ing company has averaged only 2.7 percent on our total investment, 
which by any standard of course is inadequate. And were it not for 
this very large and very substantial outside income that we have, we 
would be in the same situation as virtually any other railroad that will 
testify in these proceedings. 

I might say, for example, that in 1946 the return on investment from 
our railroad operations alone was only 2.2 percent. The high for the 
10-year period was in 1950, where our return on railroad investment, 
based on railroad operations, was 3.7 percent. And then for the 
10-year average ending in 1955, it is 2.75, as I have stated. 

Senator Purrett. You have substantial amounts of accelerated 
amortization included in your operation. 

Mr. Macrartane. It doesn’t work that way. 

Senator Purre.y. I would like to know how it does work. 

Mr. Macrarane. A certificate for accelerated amortization permits 
you to make a charge in figuring income taxes which reduces the in- 
come tax that you would otherwise pay. 

Senator Purre.y. The net result is the same ? 

Mr. Macraruane. That’s right. 

Senator Purretu. In other words, I was asking whether or not you 
would normally depreciate 1 of your capital investments over 10 or 20 
years. Under aes hitried amortization you would depreciate it over 
5 years. Your operating costs are affected that way, so it would affect 
your net return, this year. But it would certainly have a tendency to 
Increase your net return subsequently. 

Mr. Macraruane. That is correct. Really the effect of accelerated 
amortization is simply to defer the payment of a portion of the Federal 
taxes. 

Senator Purrett. Defer the payment of Federal taxes and also 
defer the actual showing of net profits on your investment. 

Mr. Macrartane. No; because the way it works under the Interstate 
Commerce Commission regulations, our books of account are kept and 
our depreciation is in accordance with the depreciation allowance 
approved by the Interstate Commerce Conimission. But in comput- 
ing our Federal income taxes we are permitted to use these accelerated 
amortization certificates, as you have stated. 





178 PROBLEMS OF THE RAILROADS 





That figure for the Northern Pacific in the year 1957 is in the range 
of $2,900,000 ; 1958 will be about the same figure. And then that is the 
end, and there is no more, or very little accelerated amortization. 

Senator Bricker. What was the accelerated amortization allowed 
for? What capital investment ? 

Mr. Macraruane. Very largely for equipment, buildings, and facili- 
ties in aid of the war effort, in order to induce the construction of 
equipment and the building of facilities. 

Senator Bricker. What “building of equipment,” outside of your 
rolling stock, does it include ? 

Mr. Macraruane. Shops, for example. We built a car-building 
shop partly as a result of obtaining an accelerated amortization certifi- 
cate for it, so that it become economic to go ahead with such a substan- 
tial construction. That was out in Livingston, Mont., and it was built 
during, I think, 1943 or 1944. I would like to say that the fact of 
the matter is that 70 percent of any annual Northern Pacific dividends 
that have been paid in many years and in recent years are the result of 
our nonrailroad operations, and the railroad itself has made very little 
contribution to our net income. 

I would like to say a word about subsidy. There is nothing in my 
statement about it, and I simply want to make this comment so as to 
clear up some questions that I think were asked this morning. 

We are an original land-grant railroad. And in aid of construction 
an act was passed by this Congress on July 1, 1864. The West was a 
wilderness. In aid of construction these alternate sections were 
granted the railroad. The corporation went broke twice trying to con- 
struct through there. There was no traffic. We brought settlers in 
from abroad and we brought them in from all over the United States. 
The United States sold its lands, and we sold ours. And as found by 
a committee of this Congress when the land-grant repeal bill was 
adopted, the railroad grants were paid for many, many times over by 
the reduced rates which were accorded the United States on Govern- 
ment traffic during all of these years from 1874, when construction 
started on our railroad, right straight down until the repeal of the act. 

The question that you have asked in your invitation, which I was 
delighted to accept to appear here, can probably be broken down into 
2or3 parts. One part is what can we do ourselves. 

The statements that I have seen of the other railroad officers have 
shown that railroad managements, within the limits of their financial 
resources, have done everything that they could think of doing in the 
interest of efficient and good management of these properties. I have 
no right to speak for any other railroad or the railroad industry, but 
Iam sure there isn’t a railroad officer in the United States who wouldn’t 
welcome any suggestion as to how to improve our efficiency or to do 
things in a better way and in a less costly way. 

Certainly I think Mr. Loomis said this morning that we were laying 
awake nights trying to figure out how to do it, and that is the fact. 
We are doing everything we know how to increase our efficiency. 

On the Northern Pacific we have expended—and we are a small 
property, but proportionately no different than the great Pennsyl- 
vania Railroad—we have about 21,000 employees, we have about 6,800 
miles of line, we serve 7 States, we are the pioneer northern transcon- 
tinental railroad that opened the territory. We have expended every 
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year, for the last 10 years, to my personal recollection, in excess of $22 
million, not for operating expense but for additions and for better- 
ments and for new equipment. Why? In order to better serve the 
shippers and the travelers on our railroad. 

Maybe I have made the biggest blunder of the century within the 
last 4 or 5 years buying an entirely new transcontinental train to oper- 
ate from Chicago to the Pacific Northwest, doubling our passenger 
train miles by so doing in order to have a fast, streamlined service. 
Furthermore, we are just accepting delivery this week of additional 
dining cars for our passenger service. Why? In order to better serve 
our territory, in order to give the customer what he wants, because we 
think that in our territory at least there is a place and a real place and 
a real need for passenger train service. 

That does not disagree or contradict in any respect anything that 
Mr. Symes said earlier. I think the condition in our territory can 
be quite different. We do not, for example, have any commuter serv- 
ice on the Northern Pacific. So our problems are entirely different 
than those railroads that are faced with the heavy deficits in com- 
muter service. 

I might also add that we are operating, according to the ICC 
formula of allocation of costs, at a passenger deficit basis on a so- 
called out-of-pocket basis, that is the solely assigned costs, we are 
operating at about a $4.5 million out-of-pocket loss. 

On an apportioned expense basis, where all the solely related ex- 
penses and the apportioned costs are charged against the passenger 
service, we are operating at an annual deficit in the passenger busi- 
ness of about $13,200,000. That was at least the figure for the year 
1956. 

I want to say right here that we are not trying to get out of the 
passenger business. We feel there is a need for it in the interest of 
the country and in the development of the country. We think there 
is a place for it, and we think there is a place for a train or trains 
such as ours in our territory. 

As to what the future may have in store for passenger service in 
the West, I do not know. Frankly, it is going to depend a great deal 
on public acceptance of our service. If the public abondons the 
service, then of course we are going to abondon the service. 

I have one feeling, one very strong feeling, that I think would be 
helpful in the passenger service deficit problem, not only on the North- 
ern Pacific but on any other railroad in the country. I do not be- 
lieve, execpt perhaps for commuter service, that there is any room 
in this country and in the modern time with the automobile and the 
beautiful highway and the interlacing of these highways everywhere 
in this great country of ours, I don’t believe there is any room any 
more for branch-line passenger sevice as we have known it over the 
last 20 and 30 years. 

Therefore, it is our policy, as rapidly as we can on our property, 
to eliminate branch-line service and provide instead—eliminate those 
losses and provide instead for a high-class main-line transportation, 
having the passenger find his way by private automobile over fine 
highways to our train at the nearest station. 

The problem in connection with eliminating unwanted aad un- 
used passenger trains on branch lines is a serious one. Without men- 
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tioning the name of a State, we have one State in which we operate 
where there is a State law that requires us to operate every day a 
train on a branch line, when perhaps there are only a dozen or 15 
families on the branch. We made application before the proper 
regulatory body of the State to have the passenger train on the branch 
eliminated. There was no decision. 

A year and a half went by, and there was no decision. Finally, we 
had to file a mandamus action against the regulatory body, demand- 
ing that they decide the case one way or the other. So, the decision 
was saeingek handed down after the mandamus action—after the 
writ of mandamus was granted—and the commission then promptly 
denied our request. 

I might say that we offered to substitute highway service, with 
the finest kind of modern equipment, bus service, to touch every point 
on this branch line daily, in lieu of our old passenger service that 
was no longer being used. 

Senator Lauscur. May I ask a question ? 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. Would you be permitted to do that under exist- 
ing law and regulations; that is, to undertake a transportation service 
different than railroading ? 

Mr. Macrartane. Yes; providing we have the necessary certificate 
from the State commission. We had a hearing in which a certificate 
for that purpose, for what we would call substitute service, would 
have been approved, and normally is approved in a good many States. 
We have had experiences of that iad, nator, where such certificates 
have been granted. 

Senator Lauscnur. How do you get around the objections that were 
raised this morning by 1 or 2 of the witnesses; that under present law 
or regulations railroads are prohibited from entering into transporta- 
tion service of any kind except that on rails? Am I correct in that 
understanding of this morning’s testimony ? 

Mr. Macrartane. I think that you, perhaps, unfortunately, drew 
the wrong impression as to what the witness intended to say, or what 
the fact is. 

Senator Lauscue. I see. 

Mr. Macrartane. Under the interpretation of the applicable law 
by the Interstate Commerce Commission, freight, for example, or 
freight service, by highway, operated by a railroad, they have imposed 
two conditions, normally: One is that the traffic or the item must have 
a prior or subsequent rail haul, or, stated otherwise, the rail-truck 
service must be supplemental to the railroad service. 

Secondly, they have imposed what is known as the key-point re- 
striction, which means that the service can only go from 1 point, not 
beyond a point on a railroad or not beyond 2 points on a railroad, so 
that it aati means a short haul paralleling service which is supple- 
mental or auxiliary to the railroad service itself. 

This service that I have mentioned, this substitute service in this 
State in the West, fully meets all of those tests, and, therefore, there 
is no problem so far as that is concerned. 

To finish the statement as to what has happened, we appealed the 
adverse decision of the regulatory commission to the court. The court 
promptly stated that they had abused their discretion, and ordered 
the substitution approved and the service installed. 
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The ppb le-pagvips commission then appealed to the supreme court 
of the State, where the question still remains undecided, and now, 
after 3 years, we are just where we were when we started in. What 
is the answer ? 

I subscribe to the view, without any hesitation, that, in order to 
meet situations of that character, the Interstate Commerce Commis- 
sion be given, in effect, appellate authority under the so-called section 
13 proceeding to review train-off situations to determine what the 
public interest and what the public convenience and necessity may be. 

Certainly, the railroads would not want to give up and service 
which they can conduct even on a break-even point. But, when it 
gets to the point of a very substantial and continuing loss, we have 
to take action to eliminate that service in the interest of the perpetua- 
tion of the rest of our service. 

The loss that we sustained on our branch-line operations, passenger 
operations, should be used to carry on more efficiently our main-line 
operation and our fine main-line passenger service, and to see that 
that doesn’t go by the board, as well. 

I want to also talk about another subject, as to what the railroads 
can do themselves. I mentioned the ame of management to do 
everything that they could possibly think of that would be in the 
public interest and in the interest of their properties. And I can 
assure you that there is no industry that is more sincere in their de- 
sire to attain that objective. 

We spent all the money that we can find in order to increase that 
efficiency; pushbutton yards, welded rail, et cetera. We have on the 
Northern Pacific our own del telephone system where we can dial 
cross country, purely our own local system, in order that we can give 
better service to our shippers, and efficiency in operation. I mention 
that, but it is no more lt typical of what every other railroad is 
striving to do within the resources at their command. There are 
some things I think that we can do ourselves beyond what I have 
mentioned. 

It is almost 2 years now, long before there was any question of a 
crisis in the railroad industry, that we began discussing the question 
of consolidations and coordinations, particularly as applied to the 
Northern Pacific, Great Northern, the Burlington, and the Spokane, 
Portland & Seattle. Mr. Budd, of the Great Northern, and myself, 
I think, started the discussions originally, and it has been spread out 
to exhaustive studies in order to determine what the savings might be, 
and whether it would be in the public interest to put these properties 
together. 

I can assure you that, unless the final conclusion is that it would be 
in the public interest, we are not going to do it. But, at the same 
time, I am very much impressed by the questions that were asked 
here not long ago. I feel that our industry cannot afford the luxury 
of duplicating any unnecessary facilities and costly maintenance 
unless they are very much needed in the public interest. That there 
would be savings growing out of consolidations and mergers there 
is no doubt. The question as to how great the savings may be is a 
question for study and investigation. 

There is no legislation needed, as far as I can see, in connection 
with this question. We don’t ask the committee to do anything about 
it, unless, of course, you might be interested in indicating that you 
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felt that it was a subject that the railroads might profitably examine, 
to see whether or not, in the public interest, consolidations of many 
properties should be brought about. 

I do not think you will find managements uncooperative, be- 
cause the critical situation of decreasing working capital, as evi- 
denced by Mr. Symes’ exhibit, demonstrates the need that there is for 
action on the part of the rails themselves. 

I don’t know of any management that would decline to discuss the 
subject if it was in the public interest and in the interest of their 
own stockholders and owners. 

Senator Bricker. Do you anticipate any difficulty with the De- 
partment of Justice ? 

Mr. Macraruane. I do not. The law, as I understand it, gives 
jurisdiction to the Interstate Commerce Commission to decide the 
questions, subject of course to court review, that are involved in a 
matter of this kind. And with the existing legislation I think that 
even the impact on labor would be very slight, because our studies 
have indicated that by the time properties like these could be prop- 
erly coordinated and put together, by retirements and deaths and 
normal attrition, there would be virtually no displacement of labor, 
and I think that the end result would be better service at lower cost. 
If not at lower cost, at least it would avoid the necessity of coming 
back to the Commission time and time again for increased rates in 
order to meet increasing expenses. 

The Cuarrman. Wouldn’t it also, if it were desirable, add to the 
stability of employment of those who remain ? 

Mr. Macrar.ane. I would think so, Senator. 

The Cuarrman. In the stability of the seniority system, too? 

Mr. Macrartane. Yes, we have the seniority system throughout 
our industry. With the normal retirements and so forth, I don’t 
think the impact would be very large. It is going to take a number 
of years, if all approvals were obtained, to put in operation some- 
thing like this, efficiently and effectively, to get the real benefit. 

The Cuatrman. I want to say for the committee that Mr. Macfar- 
lane and I on other occasions have discussed the matter of mergers. 
When the question was asked this morning regarding consolidation— 
“why haven’t the railroads done something about it?”—I am not too 
familiar with other railroads throughout the United States—I do 
know that Mr. Macfarlane has long had this in mind, and studies have 
been proceeding. In fact, I heard him early this fall make an excel- 
lent public speech on that subject. So they have been alert in that 
area to this problem, in the hope that it might be one of the solutions 
to the railroad dilemma. 

Furthermore, Senator Bricker—he is a pretty good lawyer. So 
when he said they don’t need legislation 

Senator Bricker. He has a good start. 

The Cuatrman. Yes. 

Senator Smaruers. He is a classmate of yours. 

The Cuarrman. When he left Seattle he was a very distinguished 
judge there, and it was our loss that he went to St. Paul. 

Mr. Macraruane. Thank you for your very generous comments. 
As I indicated, in times like this, it takes so much time to bring these 
matters about that it does not provide any ready and quick answer for 
the problems that are confronting this committee. 
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Senator Smaruers. Mr. Macfarlane, may I ask you 2 or 3 questions? 
Aside from the income that you get from oil, and strictly from the pas- 
senger business of your railroad, do you or do you not operate at a 
profit? I wasn’t clear on that. 

Mr. Macrartane. We operate at a profit, but at a very low rate 
of return on our investment. For example, I think I quoted the year 
1956 as the first of the 10-year period. Our return on investment 
was 2.2 percent. In other words, we would have made more money 
if we had had our investment in Government bonds. 

Senator Smaruers. Has your return been increasing or decreasing 
since the end of World War IT? 

Mr. Macrartane. It has been decreasing. 

Senator Smaruers. Do you attribute the fact that you can operate 
at a profit partially to the fact that the areas in which you operate 
are probably some of the fastest growing areas of the United States? 

Mr. Macraruane. I think that that is another factor that has been 
very helpful. I think that there has been an increase of approxi- 
mately 50 percent in population out in the Pacific Northwest in the 
last 10 or 12 years. Senator Magnuson can check that. It is about 
that. Which hie resulted, of course, in a great deal of activity in the 
area. 

Senator Smaruers. So can we conclude that even though you 
operate in some of the fastest growing areas of the country, never- 
theless your return on your investment continues to decrease? 

Mr. Macrartane. That is correct, sir. 

Senator Smaruers. And even obviously with an efficient operation 
of the type which you people do run. 

Mr. MaAcrarane. t hese it is efficient. We try every way we know 
how to make it so. 

Senator Smaruers. So we could conclude then, further, that if 
there is not some major step taken, that you soon, even with your 
efficient management, and even with the growing area, will finally 
hegin to operate at a deficit, that is, aside from the oil income? I am 
talking about the mere operation of your railroad. 

Mr. Macrartane. I understand. The answer to that is that it has 
been decreasing every year. There have been some fluctuations, but 
it has been decreasing steadily. If the trend continues we are going 
to get to the end of the road, too. Very fortunately for us, and we 
are not the only railroad in this position, we have had outside income 
that we have been able to pour in, in support of our operations. 

Senator Smaruers. So if these oil wells run dry, you are going to 
be just as emphatic in your desire to have something done as Mr. 
Symes was with the Pennsylvania Railroad who does not have an 
outside oil income? 

Mr. Macrartane. I have misspoken myself if I am not just as 
emphatic as Mr. Symes, because I feel that it is wrong to take a 
stockholder’s funds that come from an outside source to shore up our 
railroad operations. I think that our railroad operations, on their 
own, should be profitable and return a reasonable profit to our stock- 
holders, and unless that is accomplished we are not conducting our 
business as we want it conducted in this country. 

Senator Smaruers. You are of the opinion, then—that these mat- 
ters which you are discussing here as to what should be done—the 
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recommendations which you make, insofar as the Congress is con- 
cerned, that they are sort of an emergency, or they are in the nature 
of an emergency so far as you are concerned? It is urgent that we 
do something ? 

Mr. Macraruane. Yes, sir. I want to elaborate a little bit on 2 
or 3 other subjects, and I will just mention them, because of the 
shortness of time. I would like to pay my respects to the 3 percent 
freight excise tax and the 10 percent passenger tax. 

y statement that has been filed fully covers the subject. Shippers 
in Washington and Oregon and northern Idaho are at a very serious 
disadvantage. Take, for example, lumber from British Columbia. 
It can move clear across, on a prepaid basis, into the New York 
market, free of tax. But our own American shipper across the line 
has to pay, or someone has to absorh, a 3 percent tax. I don’t see 
anything fair about it. It is discriminatory, and against American 
business. I can’t see any justification for it. 

Furthermore, I strongly believe that in view of the fact that this 
excise tax is charged against operating expenses, that the net income, 
and therefore the taxable income of other businesses and industries, 
would result in a greater return to the Government if the tax was 
abandoned. 

In other words, on balance, I do not think it provides revenue, net 
revenue, to the United States. 

Senator Bricker. What would be the loss to the Treasury if both 
Federal excise taxes on passengers and freight were removed ? 

Mr. Macraruane. My recollection is that it is about $600 million. 

Senator Smatuers. I think it is $800 million. 

Mr. Macrartane. It is in that range. 
ate CuarrMan. For the record, is that freight and passenger, 

th ? 

Senator Bricker. Freight and passenger. 

Senator Smaruers. Freight a passenger, 10 percent on passenger 
and 3 percent on freight. 

The Cuarrman. Let me ask you this question, Mr. Macfarlane. 
If a ticket is purchased in Vancouver, British Columbia, down to 
Seattle and over the Northern Pacific, is that taxed ? 

. Mr. Macraruane. Yes, for the transportation within the United 
tates. 

The Cuatrman. It is taxed proportionately ? 

Mr. Macraruane. Yes, that is right. 

I am told that I am incorrect about that, Senator. I had under- 
stood that there was a regulation issued, but I guess I am incorrect, 
that charges are on that portion within the United States. But 1 
think I am incorrect on that. 

The Cuarrman. I had the understanding that it was not taxed if 
the point of origin was in the other country. 

r. Macraruane. You are right. 

The Cuarrman. I am not sure. I hope somebody will put that in 
the record for us, because that has caused a lot of trouble out in our 
country. People—and te can’t blame them for doing it—getting 
a travel agency to purchase their tickets in Vancouver, Canada, for 
transportation across the United States. I am not sure, either, 
whether it is a proportionate tax or not. Could you furnish that for 
the record for us? 








PROBLEMS OF THE RAILROADS 185 


Mr. Macraruane. Yes. I will see that it is furnished. 

The Cuarirman. Probably the association could do that very 

uickly. 

(See letter subsequently submitted to the committee following Mr. 
Macfarlane’s testimony.) 

The Cuatrman. I haven't read all of your statement but I have 
read most of it. You list the question of the agricultural exemption. 
How does that affect this situation, in your opinion ? 

Mr. Macrarutaneg. Thank you for asking the question. It is a sub- 
ject that I want to refer to especially because we are a Granger rail- 
road. A very substantial percentage of our gross revenues are 
attributable to agricultural products. My approach to that question 
is that I understand that the original intention of Congress in con- 
nection with the agricultural exemption was to cover highway trans- 
portation from the farm to the primary market. That also included, 
of course, from the fishermen’s wharf to the processing plant. 

Then the Interstate Commerce Commission held a hearing and 
made a determination as to what products—it is a long list—fell 
within the exemption. And then, as a result of court decision, it has 
been widely and markedly extended to processed materials, which 
are no longer in their original state, are no longer farm products. 
And the exemption from regulation—and that is what it is—the 
exemption from regulation no longer is of benefit to the farmer. 

The benefit is either to the processor, the manufacturer, or the 
broker or middleman, as the case may be. And therefore it seems to 
me that what the Congress should do on this agricultural question 
is to go back to what I believe was the original intention when that 
exemption was written into the law. 

Also, I support the bill which Senator Smathers has introduced on 
this question of agricultural exemption. But what I am speaking 
for, of course, goes further than that bill. The agricultural exemp- 
tion has turned out to be unfair in upsetting markets and in diverting 
large quantities of traffic from the rail lines principally to unregu- 
lated truck lines. 

Let me point out what the basic trouble is, as I see it in this whole 
situation. As Senator Lausche said, we have got to look at the overall 
picture. We have got to recognize that the truck and the barge and 
the airline and the railroad are all part of the modern transportation 
system upon which this country of ours depends. But I can’t escape 
the feeling that the inherent advantage of the railroad is completely 
lost when traffic is taken away from the railroad, because as volume 
goes down, unit costs go up. It is just that simple. And as our 
volume has decreased, our unit costs have gone up. And the result 
has been that we have the railroad problem. 

What we are basically asking for as an industry here, and as a 
result of a lot of thought by a lot of people, both in the industry and 
out, we are asking for an opportunity to compete on the basis of 
equality with our competitors. We have no desire to drive them out 
of business. Gentlemen, we own a truckline in Montana that has 
grandfather rights, and we are just as much in the trucking business 
as any other trucking concern in the United States. But alongside of 
us are all the other trucking companies. We haven’t driven any of 
them out of business. Yet we are denied the right elsewhere along 
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our railroad to enter into a part of the transportation field which we 
are already equipped to serve in part of our area. 

Increased volume is going to decrease costs. Decreasing volume is 
going to increase costs. Then we go to the Commission and ask for 
an increase in rates, and then we lose more traffic. There is your 
railroad problem. We don’t want to go to the Commission and ask 
for an increase in rates. But what are we going todo? Die on the 
vine? No, we have to get traffic back on the rails that belongs on the 
rails. And we have ee given the right to compete for that traffic 
fairly and reasonably. No unfair advantages, but at least an equal 
advantage, an equal oppo teniiy: 

Senator Lauscue. How is this trucking operator fare? Is it a 
general part of the railroad or a separate corporate entity / 

Mr. Macrariane. It is a separate corporate entity, the Northern 
Pacific Transport Co. 

Senator Lauscur. How does that corporate entity fare with re- 
gard to income compared with your freight and cargo carriage of 
the railroad ? 

Mr. Macrarane. It is profitable, but I should in fairness have to 
say that in many instances it is carrying on substitute service for 
branch-line trains in Montana which have been eliminated. While 
our branch-line-train operation was being carried on at a substantial 
loss, we could say that our transport company saved us that loss. 

Standing on its own feet, the transport company is profitable, even 
in the face of performing substitute service. 

Senator Lauscue. Can you point out in greater detail the relative 
profits made by the railroad as compared with that by the trucking 
company, omitting the income on oil and others of that type opera- 
tion ? 

Mr. Macrartane. I am sorry I don’t have those figures in mind. 
I would be glad to supply them. 

Senator Lauscue. y would like to request them. 

Mr. Macrartane. I would be glad to see that the committee re- 
ceives them. 

Senator Saatruers. We will make it a part of the record when 
received. 

(The material subsequently furnished is as follows :) 

NORTHERN PAciFic RaILway Co., 
St. Paul, Minn., January 28, 1958. 
Mr. FRANK BaRTON, 


Transportation Counsel, Senate Interstate and Foreign Commerce 
Committee, Senate Office Building, Washington, D.C. 


Dear Sm: When Mr. R. S. Macfarlane, president, Northern Pacific Railway 
Co., appeared before the Surface Transportation Subcommittee of the Senate 
Committee on Interstate and Foreign Commerce on January 13, 1958, he was 
asked whether the operations of Northern Pacific Transport Co. were profitable, 
and, upon his answer in the affirmative, he offered and was requested to fur- 
nish data as to the results of operations of that company. I am accordingly 
enclosing herewith a statement which sets forth the comparative income account 
of Northern Pacific Transport Co. for the first 10 months of 1957 and for the 
calendar year 1956. 

Mr. Macfarlane was also asked whether the excise tax on the transportation 
of persons was applicable to the amount paid for a railroad ticket from a point 
in Canada, such as Vancouver, British Columbia, to a point in the United 
States, such as Chicago, Ill., via Seattle, Wash., where the passenger purchased 
and paid for his ticket in Canada, but was uncertain as to the correct answer. 
It is clear, I think, that the tax is not applicable in such a situation. Section 
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4261 of the Internal Revenue Code imposes the 10 percent tax (a) “upon the 
amount paid within the United States for taxable transportation * * * of any 
person by rail, motor vehicle, water, or air,” and (b) “upon the amount paid 
without the United States for taxable transportation * * * of any person by 
rail, motor vehicle, water, or air, but only if such transportation begins and 
ends in the United States.” Thus, it does not apply upon amounts paid without 
the United States for transportation which does not begin in the United States. 

In an apparent effort to prevent tax avoidance through subterfuge, Revenue 
Ruling 54-141 (C. B. 1954—1, p. 267) provides that the tax applies to an amount 
paid in Canada by a United States resident who intends to travel between two 
points in the United States and would normally make payment for such trans- 
portation in the United States but instead goes to Canada to purchase his 
transportation “for the ostensible purpose of having an ‘outside leg’ as evidence 
of a journey from or to a point outside the United States.” 


Yours very truly, 
M. L. CounTRYMAN, Jr. 


Northern Pacific Transport Co. (truck subsidiary of Northern Pacific Railway 
Co.)—Comparative income account 


10 months, 12 months, 
1957 1956 





Operating revenues: 
ap ta, _ Ree SES pea Seca ee $1, 319, 234.29 | $1, 694, 608, 25. 


UN a ae oe ak ee 4, 911. 87 6, 484. 79 
Se eT SONI... wo lacstaeeens<ae>—s 3, 604. 71 3, 702. 25 
3100 Mail revenue. -.-....--.---- pwhGapne 182, 009. 56 226, 393. 10 
3100 Express revenue. .--....-.---- nage mie search cae 3, 707. 64 14, 657. 48 
3100 Newspaper revenue-.---__-- Saved a ane a 6, 581. 93 7, 921. 33 
3120 Freight revenue, local cartage- silat nn sah edn: wpe cd ek aaa lala a Soa 369, 377. 94 197, 924, 38 
3200 Passenger revenue--.--.---.-- BA tips a8 Seniesa ele toa iil 80, 073. 82 129, 032. 50 
3210 Special bus revenue.-.........--------- lava Fata 20, 091. 54 12, 695. 90 
3220 Baggage revenue eae ; cate : 
ene men SI k SSS Sk as a3 acgckaanen 1, 757. 58 63, 091. 08 
RE is SSe apes meen apaaonsacdiekawene coca 4, 576. 48 16, 853. 42 
3500 Newspaper revenue_._- | 266. 91 263. 52 


3900 Storage of freight revenue__---_-_------ 766. 31 1, 618. 55 


3900 Other operating revenue 


Total operating revenues. -_- 


1, 052, 796. 69 


3, 049, 757. 27 





861, 359. 14 


3, 236, 605. 69 


Operating expenses: 
4100 Equipment maintenance (pp. 6 and 7) -- ; : 576, 838. 65 623, 647. 51 
4200 Transportation (pp. 6 and 7) -- edbe pcasees 1, 448, 329. 39 1, 595, 389. 66 
4300 Station and terminal (pp. 6 and 7) --- Kiana ; 157, 423. 11 190, 168. 77 
4400 Traffic (pp. 6 and 7)------ wade | 29, 915. 47 35, 835. 93 
4500 Insurance and safety (pp. 8 and 9)___- é 66, 197. 35 73, 891. 4% 
4600 Administrative and general (pp. 8 and 9).....-_----.----------- 58, 941. 50 94, 511. 39 
5000 Depreciation expenses (pp. 8 and 9) __- CEES 39, 297. 70 22, 380. 94 
5200 Operating taxes and licenses (pp. 8 and 9)_. f 278, 515.13 315, 202. 17 


Total operating expenses.................-.-.---.-------------| 2, 655,458.30] 2,951,018. 80 


Net operating revenue. ._.........-.---..-.. seve 394, 298. 97 285, 586. 89 
Other ordinary income: 
6300 Interest __- Fea eks pois eae iAE3 | 7. 53 








Total other ordinary income. - 


Deductions from ordinary income: 
7100 Interest__- ides acl ule Sees 1aai se a re ae ‘ 
7500 Other deductions----.._----- ‘ iin tipes ee 1, 913. 41 





Total deductions___- KRiictoe arias ; 1, 922. 65 


Extraordinary income: 
8100 Extraordinary income credits___._........-.----- aan * 209. 92 
8200 Extraordinary income charges - - ---- ; 144. 95 (.17) 


(42. 59) 209. 75 


Total extraordinary income- _- 


Net income before income taxes._...-.-_..-- BaPns 394, 245. 34 | 283, 881. 52 
8800 Income taxes.........------- cad 203, 000. 00 146, 362. 21 


Se i cee AF NES SESSA! - AS abe eee wee 191, 245. 34 137, 519. 31 
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Mr. Macrartane. While this is a question of longer range, I like 
to think of the fact that we are in the transportation business rather 
than in the railroad business. 

I mentioned a moment ago our wholly authorized highway opera- 
tion in Montana. I have never been able to understand why we should 
not be permitted to enter into full highway operation paralleling our 
railroad, serving our territory, better serving our shippers as they 
have a choice of service, provided of course, the Interstate Commerce 
‘Commission and the regulatory commissions in the several States 
agreed that it was in the public interest. The railroad industry is not 
asking, willy-nilly, the absolute right of going into these nonrailroad 
businesses such as the trucking business, but simply the privilege of 
seeking a certificate from the Tateretete Commerce Commission, un- 
restricted by a prior or subsequent rail haul, and unrestricted by the 
key point system which brings about a high degree of inefficiency. 

e own the trucks, but we can’t go past A. We can go from C to D 
but we can’t go past D. We own the trucks. That is done, I believe, 
on the theory that somehow or other this great, rich, and large rail- 
road industry will destroy the trucking chaeaity. Nothing could be 
further from the truth. ‘That is evidenced by our condition today. 

And secondly, by what has happened in Montana, where we have a 
fully authorized system that gets along very well with the independ- 
ent trucking companies. 

I would like to also say a word about increased costs. If the chair- 
man of this committee was correct—and I believe he was—in saying 
that the railroad industry was in a precarious condition, then any- 
thing which adds to our operating costs and expenses under present 
conditions creates a condition the adjective for which I have been try- 
ing to think of ever since the word “precarious,” came into use in this 
proceeding. I don’t know what it is. But if our operating expenses 
are going to be increased by increased benefits, increased retirement 

ayments, increased make-work legislation, increased expenses of this 

ind or another, as a result of congressional acts, we simply have 
made more difficult the problem with which railroad managements 
are faced, and added materially to our costs. 

I certainly do not object, and I pay more than lipservice, and we 
all do, to this idea of safety in railroad operation. We are a safe 
operating industry. But I don’t think additional legislation in the in- 
terest of safety, or additional benefits when we are already paying to 
railroad employees the highest benefits of any industry in the United 
States, should be further increased, thereby adding to our costs. It 
seems to me, gentlemen, that it would be fair and reasonable to let the 
rest of industry catch up to us before we are asked to further in- 
crease and widen the gap between the retirement benefits and un- 
employment benefits and so forth that we pay in our industry, as com- 
pared to that paid by our competitors. 

Senator Lauscue. I notice that on page 18 of your statement you 
deal with compensation paid to women for pregnancy disability. 
Would you discuss that, please ? 

Mr. Macrar.ane. Unemployment insurance is wholly paid for by 
the industry. There is no sharing of the cost. For reasons that I do 
not understand and that have never been explained, there was written 
into the act in Congress a provision that, where an employee, a mar- 
ried lady, was absent from work on account of pregnancy, we pay 
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unemployment insurance during that period. The average payment 
is $975 per employee. And if there are several children—God please 
them, we are all for it—I don’t know of any reason why the railroad 
industry should be required to assume that expense when no other 
industry in the United States is required to assume it. That is an 
example of special added costs. 

Senator Lauscue. I understand there is a bill now pending that 
would raise that average cost from $975 to $1,120. 

Mr. Macrartane. That is correct, sir. There is a bill pending to 
increase the benefits over and above what they presently are, thereby 
further increasing our costs. 

I also would like to pay my respects to pseudoprivate carriage. The 
railroad industry has no objection whatever to the legitimate private 
carrier, and would not wish to see any legislation that would interfere 
with legitimate use of private carriage by highway. But pseudo- 
carriage—the Interstate Commerce Commission has time and again 
suggested to the Congress that legislation be passed to stop this abuse, 
and it is a flagrant abuse, and it runs into very substantial figures. 

It is a gypsy trucking operation, where you on something here and 
you sell it there, probably by prior agreement, and, by simply a gesture 
of signing a paper, you have converted what really is contract carriage 
into an exempt carriage, because the man is carrying his own com- 
modity in his own truck. That is a fraud, and it is a very difficult 
thing to police, and the legislation suggested by the Interstate Com- 
merce Commission should be carefully considered and, I believe, 
adopted. 

I want to pay my respects to the Interstate Commerce Commission. 
I know of no commission in American Government of higher integrity. 
And, when they make these recommendations, after a lot of study and 
consideration, they certainly are entitled to the most careful considera- 
tion, because they are dealing firsthand with these problems day by 
day. 

Now, gentlemen, I would be very happy to endeavor to answer any 
further questions that occur to you. It has been a privilege to appear 
before this committee. I hope that something good for our industry 
will come out of it. 

The Cuarrman. I want to say, on that last point, for the benefit 
of all the people here regarding the statement made by Mr. Macfarlane, 
that this committee requested last year and the year before of the 
Interstate Commerce Commission—I, personally, and members of 
the committee—to submit to this Congress recommendations for the 
very problem we are talking about. 

They submitted, I think, 26 proposals, which I introduced for them 
by request. The Senator from Florida and his subcommittee were 
busy all of the last session on these proposals, and seven have alread 
been passed, and the rest of them are in the mill. So, I do thin 
this committee is very conscious of the ICC in these very complex 
matters. 

Mr. Macrartane. Thank you, sir. 

Senator Lauscue. Is there available any estimate about the aggre- 
gate cost of the circumvention of the restrictions and tax burdens 
placed upon public carriers through carrying the cargo under a 
supposed private-carrier arrangement ? 

21278—58—pt. 1——18 
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Mr. Macrarvane. I have never seen any such figures, Senator, as to 
the extent of it. We do know it is very, very substantial, out in the 
agricultural area. 

You know this question of exempt carriage—to show you what hap- 
pe the agricultural exemption, sometimes there will be a legitimate 

ad one way, and then the other way the trucker changes colors over- 
night and becomes something else. He simply is not regulated, and he 
is not subject to the same restrictions and limitations that other com- 
mon-carrier and contract truckers are subject to. In the interest of the 
trucking industry, this should be done, if not the railroads. 

Seaator Saatruers. Thank you very much, Mr. Macfarlane. You 
have made a splendid witness. 

Mr. Macraruane. Thank you. 

Senator Smatruers. We have on the calendar next to be heard, Mr. 
H. A. DeButts, president of the Southern Railway System. 

Mr. DeButts, I wonder if it would be not too inconvenient for you 
if we heard you in the morning. 

Mr. peBurrs. It would be perfectly all right. 

Senator Smaruers. All right. We will then stand in recess until 
10 o’clock tomorrow morning. 

(Thereupon, at 4:33 p. m., the hearing in the above-entitled matter 
was adjourned, to reconvene ‘at 10 a. m. , Tuesday, January 14, 1958.) 
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TUESDAY, JANUARY 14, 1958 


Unirep Srates SEenaAteE, 
COMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:12 a. m., 
in the caucus room, Senate Office Building, Senator George A. 
Smathers, chairman of the subcommittee, presiding. 

Senator SmaruHers. The meeting will come to order. We are run- 
ning 10 minutes late already. Senator Lausche is here. Senator 
Bricker has advised us that he will be here very shortly, and Senator 
Schoeppel is on his way. 

We have as our first witness this morning Mr. DeButts, the president 
of the Southern Railway system. 

Mr. DeButts ? 


STATEMENT OF HARRY A. DeBUTTS, PRESIDENT, SOUTHERN 
RAILWAY SYSTEM 


Mr. DeBurrs. Mr. Chairman, my name is Harry A. DeButts. I 
am president of the Southern Railway system. ‘The Southern is 
approximately 8,000 miles in length and serves generally the territory 
east of the Mississippi River and south of the Ohio and Potomac 
Rivers. It serves practically the whole area except the southern part 
of Florida, Senator, and we are trying to get down there. 

I think, first, I should say that I am not following my prepared text 
of testimony which I sent to the committee, but rather Just touching 
a few of the highlights and making it very brief. 

Senator SmarHers. We will take your statement as printed and 
make it a part of the record in full. We appreciate your briefing your 
statement. 

(The prepared text is as follows :) 


STATEMENT OF Harry A. DeEButTtrs, PRESIDENT, SOUTHERN RAILWAY SYSTEM 


My name is Harry A. DeButts and I am president of Southern Railway system 
with headquarters in Washington, D. C. The Southern is approximately 8,000 
miles in length and serves generally the territory east of the Mississippi River 
and south of the Ohio and Potomac Rivers. 

My statement will deal with— 

(1) The excise tax on transportation, 

(2) Competitive ratemaking, 

(3) Construction reserve to encourage provision of railroad equipment 
and facilities, and 

(4) Amendments to the railroad retirement and unemployment compen- 
sation systems. 
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(1) The eacise taw on transportation 


The announcement states that your committee is interested in knowing of 
measures the railroads can take to help themselves. The first part of my testi- 
mony will show what we can do and have done to meet the threat of so-called 
private carriage fostered by the excise taxes on transportation. I refer to 
the shortsighted Federal excise-tax policy which looks only at gross receipts 
to the United States Treasury from the excise taxes on transportation of 
persons and property, without regarding the consequences of these highly dis- 
criminatory and regressive taxes. Representatives of the railroad industry have 
repeatedly appeared before the House Way and Means Committee and the Senate 
Finance Committee, urging the repeal of these discriminatory excise taxes on 
freight and passenger transportation. 

This committee must be concerned about these taxes because they exercise 
a important regulatory effect on the railroads, even though called taxes. The 
history of these wartime taxes shows they were admittedly employed to use 
the power to tax to destroy all but essential traffic and travel during the war. 
Certainly, they have succeeded only too well in peacetime in driving traffic 
from us. 

I testified before the Subcommittee on Excise Taxes of the House Ways and 
Means Committee on December 4, 1956, that this 3-percent tax is costing 
Southern Railway System at least $25 million a year in gross freight revenues. 
I believe my estimate is conservative and that the loss is increasing each year, 
as more and more of our shippers buy their own trucks. Some formerly good 
customers of ours now have fleets of over 100 truck-trailer combinations. Too 
many other have perhaps 15 or 25. 

We at Southern, and I know other railroads as well, do not sit idly by while 
we watch this business go to private transportation. We do everything in our 
power to keep our traffic, and to regain that which we have lost, but so long 
as this penalty is imposed upon our service we are starting the game with a 
score already in the other fellow’s favor—we are coming up to bat with at 
least one strike already called against us. 

I think that three examples can point up how this tax hurts us in trying to just 
stay in the transportation business : 

One shipper on our line, who still gives us much business on. raw materials, 
now has a fleet of over 100 trucks, shuttling between the Midsouth and the 
New York area hauling his finished product. He says convenience of delivery 
and other advantages make him go into the transportation business. However, 
since he is not able to provide balanced movements north and south in his 
own manufactured products, he competes with for-hire transportation in a way 
which is unfair and costs us business. He can buy articles wanted by him 
in the North and haul them south in his own trucks, receiving from the seller 
of those articles in the North a transportation allowance or discount based 
on the lowest rail rate between the two points. No charge is paid for trans- 
portation service as such so there is no 3-percent tax. The Government loses 
the tax, and we or some other for-hire carrier lose the business. We think this 
is unfair and that the volume of this so-called private carriage is growing 
rapidly. Federal law prevents us from going into his business. This Federal 
tax encourages him to go into ours. 

Still more important is the situation in which the shipper can either operate 
his own truck fleet, or use our service, and the decision rests on the cost to 
him of the service employed. Rarely is it possible to say that only one factor 
influences his decision, but I know of a rubber company in Colorado which 
used to use the railroad to ship tires to the Southeast and used to use the railroad 
to ship cotton tire cord bought in the Southeast back to the West. This com- 
pany has now bought some 15 highway trucks and put this freight on the public- 
road system when it used to be on the private rails. When our traffic people 
asked why, we were told that the 3-percent tax was a factor. 

One Alabama company which used to ship iron products by rail, at my last 
report had 25 heavy trucks, and when asked by our traffic people why they 
left us, said they could avoid the 3-percent tax by using their own trucks. It 
does not take much imagination to see what is happening to the highway system 
when this kind of traffic, which belongs on the private rails, is sent over the 
public roads. : 

In the examples I have just given you the hardship falls directly on the rail- 
roads. In other cases the burden falls on the American shipper or consumer 
and hurts us because it hurts him. For example, the tax may not apply where a 
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shipment of goods from a foreign country enters the United States on a prepaid 
basis. This is so because shipments of freight originating outside the United 
States and coming into the country freight prepaid are exempt from this tax. 
On a car of sheet aluminum from Kitimat, British Columbia, to Leavenworth, 
Kans., the present rate is $2.19 per 100 pounds, and a 40,000-pound carload would 
pay a transportation charge of $876. Kaiser Aluminum Co. recently built a plant 
at New Orleans, La., on our railroad. I can assure you that we were glad to 
have this plant located on our line. The present rail rate from New Orleans to 
Leavenworth, Kans., is $2.20 per 100 pounds, and a 40,000-pound car would pay 
$880, only $4 more than charged the Canadian shipper. The 3-percent tax, how- 
ever, would increase the disadvantage of the American aluminum company by 
$26.40 a carload. Obviously, to that extent the Kaiser plant would not be able 
to compete in Leavenworth because of this Federal penalty on the domestic pro- 
ducer and we would lose that much traffic originating on our line. 

Muriate of potash is a very important ingredient in the manufacture of com- 
mercial fertilizer, which moves in large quantities from Trona, Calif., to the 
East. The rail rate from Trona, Calif., to Jackson, Miss., is $17.44 per ton, 
Large quantities of this potash also move into the United States from Saska- 
toon, Saskatchewan, where the rail rate to Jackson, Miss., is also $17.44 a ton. 
If two 40-ton cars originating from these different points come into Jackson, 
Miss., the 3-percent penalty increases the cost of the American shipper by $20.93, 
which would probably lose him the business unless he or the railroad absorbs 
this tax. 

Once again the tax is a penalty, and not a revenue measure, unless you want 
to call it a destructive, rather than a protective, tariff. 

In the First World War, when a tax of 3 percent on freight transportation 
was first imposed, a shipper had little or no alternative to shipping his freight 
by common carrier and therefore paying the tax. The tax was an increased 
charge ultimately paid by the consumer, but it worked without discrimination 
between various shippers. Still it was repealed in 1921, just 3 years after the 
end of the war. 

The present tax, with all the discrimination and hardship to the railroads it 
creates, has lingered on for almost 13 years after the end of the Second World 
War. The fact that it was an emergency regulatory tax seems to have been 
forgotten. 

You gentlemen have read, as I have, statements by responsible people that this 
tax does not produce revenue to the Government. My knowledge of the situa- 
tion from the railroads’ standpoint would indicate this is quite true. We also 
have evidence that the tax increases the consumer’s cost completely out of line 
with the collection by the Government. And I know that small-business men 
who cannot afford to go into the trucking business complain at the advantage 
given some big business who can buy their own truck fleets to avoid this 3-percent 
penalty. I refer to these in passing, for while they each furnish more than an 
adequate reason for repeal of the tax I understand you are interested only in 
railroad problems in these hearings. 

I have characterized this tax asa penalty. Certainly it is a contributing factor 
in breaking down the Nation’s essential transportation system. You know of 
the job performed by the railroads in World War II, and which could have been 
repeated, if necessary, in the Korean episode. Nobody knows how soon the rail- 
roads may be called upon to perform this job again. We do know that we are 
not going to have anything like the same opportunity we have had before to 
prepare our transportation system to do the job, but that we probably will have 
the job to do with considerable damage already having been sustained to our 
existing plant. I believe it is unrealistic and extremely shortsighted to say that 
this tax is producing revenue to the Government, which the Government needs 
for national defense, when the immediate result is to cause the wasting away of 
the very plant that produces the tax and which is an absolutely essential part of 
our national defense. 

I assure you that the repeal of the 3-percent tax on the transportation of prop- 
erty and the repeal of the other excise taxes levied on transportation would be 
a great step in permitting the railroads to help themselves stay in the transpor- 
tation business. 


(2) Competitive ratemaking 


As pointed out in statement submitted by Mr. Loomis, the railroads are fre- 
quently prevented by the Interstate Commerce Commission from making effective 
reduced freight rates that reflects their inherent advantage as the low-cost agency 
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of transportation. Although such rates are (1) compensatory, and (2) free 
from discrimination as between shippers, the Commission, in order to maintain 
a competitive balance between the several modes of transportation, will make 
findings in the cases before it that the proposed rates are lower than necessary 
to meet the competition or that they will result in one mode of transportation 
receiving more than a fair share of the traffic. The Commission then concludes 
that for the reasons stated the proposed rates are unreasonably low. The effect 
of such findings is to deprive the railroads of their inherent advantage of being 
able to provide mass transportation service at low cost and to deny to the public 
that ultimately pays the bill the benefit of lower rail transportation charges 
which should flow from that advantage. 

A very striking illustration of my point is found in the case of Sugar from 
Atlantic and Gulf Ports to Ohio River Crossings (296 I. C. C. 121 (1951)). In 
this case the railroads proposed to reduce their rates on sugar from the refineries 
at New Orleans, La., and other points to the Ohio River crossings, such as Cin- 
cinnati, Ohio, Louisville, Ky., and Evansville, Ind., in an effort to recover a 
portion of the traffic lost to barge lines operating on the Mississippi and Ohio 
Rivers. At the same time the railroads through the rate adjustment sought to 
maintain competitive relationships among the several origins at which the re- 
fineries are located. 

The Commission recognized that the railroads have been at a disadvantage in 
competing with the barge lines for the sugar traffic and found, of course, that 
the greater part of the traffic had moved and was still moving by barge. The 
Commission acknowledged that the railroads could not hope to compete for this 
traffic under existing rates and said that “The rail lines are at liberty to reduce 
their rates to enable them to obtain a fair share of the traffic so long as such re- 
ductions do not violate any provision of existing law.” 

The Commission tested the validity of the proposed rates according to a deter- 
mination of whether they were lower than necessary to meet the competition. 
The chief criterion used was costs; not the railroads’ cost of handling the traffic, 
for the Commission had found that “the evidence is convincing that the proposed 
rates would be reasonably compensatory”; but the cost to the shipper of using 
barge service. The barge lines had argued that the proposed rail rates were lower 
than the overall costs of movement by water and were thus lower than necessary 
to meet the competition. 

The Commission had difficulty estimating the actual costs of water trans- 
portation but concluded that “they are not greatly in excess of the proposed 
rates. ” It then said that “In determining the amounts by which the rail carriers 
should be permitted to reduce their normal rates to meet water competition, cost 
of service is not the only consideration. It is obvious that, to some extent at 
least, the rail carriers provide a service superior to that of barge-line transporta- 
tion, a factor which the Commission has recognized in past proceedings of this 
character.” 

The Commission pointed out that in prior proceedings the rail carriers “have 
been limited to rates approximately 10 percent higher than the overall water 
costs.” Following these precedents the Commission found that the proposed 
rates would be just and reasonable only if they were raised to an amount 10 
percent higher than the water costs. We have found that the shippers simply 
will not pay a 10-percent premium for the privilege of shipping by railroad; 
therefore the sugar traffic remains largely on the rivers. 

Another example of this situation is found in Pig Iron—Rockwood, Tenn., 
to Chicago and Joliet, 297 ICC 260, 298 ICC 430 (1956), where the Commission 
first approved and later disapproved a reduced proportional rate on pig iron 
from Rockwood, Tenn., to Chicago and Joliet, Ill. 

The purpose of this rate was to enable the railroads to meet barge compe- 
tition from Rockwood to Chicago and Joliet on shipments moving beyond the 
latter points by rail. The interested shipper testified that under the proposed 
rate some of the traffic would move over the all-rail route. It appeared that 
the faster rail service was of no consequence to him. 

In its first report the Commission found that the proposed rate was com- 
pensatory and that its establishment would not result in unfair or destructive 
competition. The proposed rate was therefore found to be lawful. On recon- 
sideration, however, the Commission said it was persuaded “that the inferior 
barge-rail service and much higher minimum which exists here necessitate a 
rate materially lower than that over competing all-rail routes if any substantial 
portion of this traffic is to move over the water route.” It therefore concluded 
that the proposed rail rate was lower than necessary to meet the competition 
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and that it constituted an unfair and destructive practice in contravention of 
the national transportation policy. Accordingly, the proposed rate was ordered 
canceled. 

Other examples of the Commission’s approach in cases of this kind could be 
cited, but I do not think that is necessary. 

H. R. 5528 and H. R. 5524 were introduced in the 1st session of the 85th 
Congress for the purpose of making certain that the Interstate Commerce Com- 
mission allows each agency of transportation to make effective rates which 
reflect the inherent advantages of that particular agency and without regard 
to their effect on competing agencies. Hearings have been held on these bills 
by a subcommittee of the House Committee on Interstate and Foreign Com- 
merce. The railroads strongly support this legislation which will give them 
the right to effectively meet competition so long as the rates proposed (1) are 
compensatory and (2) do not result in discrimination. 


(3) Construction reserve 

The construction reserve proposal submitted by the industry would provide 
for a more rapid recovery of the capital cost of new railroad facilities than is 
now available under the internal revenue laws. In this respect it is similar 
to the amortization provisions which were inserted in the Internal Revenue 
Code during World War II and later during the Korean war. The staff of the 
Joint Committee on Internal Revenue Taxation on December 27, 1956, sub- 
mitted to the chairman of the committee a rather complete report on the ex- 
perience under the amortization provisions in effect during the Korean war 
and subsequently.. In the case of the railroads, this report showed that the 
5-year writeoff provided for railroad facilities was an effective stimulant and 
resulted in the acquisition of additional facilities but not to the extent required 
by the national interest. The facilities involved were principally railroad cars 
and locomotives but included other improvements to railroad plant which in 
effect produce additional railroad rolling stock through a more efficient opera- 
tion. 

In general, these facilities had useful service lives substantially in excess of 
5 years, in many causes of 20 years or more. Permission to write off the capital 
investment in these facilities over a 5-year period resulted in a more rapid 
turnover of the capital funds involved and made it possible through private 
financing to go ahead promptly with capital-improvement programs. 

The staff report referred to made it clear that this provision produced sub- 
stantial additional railroad plant and facilities, but pointed out that if addi- 
tional facilities necessary in the national interest were to be provided, some- 
thing more than a 5-year writeoff would be required. The staff report went so 
far as to point out that one such additional procedure would be some form of 
subsidy or Government ownership of the additional facilities. 

We believe that in lieu of the 5-year writeoff a 1-year writeoff is required. 
This could be done through the medium of a construction reserve. Under this 
program income reserve for construction of capital facilities would not be 
taxed and the railroad would be allowed no depreciation on the facilities con- 
structed with such funds. 

It is fundamental that any business must recover not only its operating 
cost but its capital cost in order to stay in business. Indeed, business needs to 
recover its capital cost as well as the operating costs before it can be said to 
have any income on which an income tax can properly be levied. Recognition 
of this principle in the amortization provisions of the tax laws played an im- 
portant part in producing additional defense facilities in World War II and 
in the Korean war. It has also played an important part in the rapid economic 
recovery of Germany since the war and in other foreign countries, notably 
Canada and the Scandinavian countries. 

Amortization of emergency facilities was ended by the Congress in the last 
session. Nevertheless, in recognition of the need to meet a particular problem, 
the same Congress considered H. R. 9057 providing for a 5-year writeoff of 
capital investment in housing for itinerant workers needed in the agricultural 
industry. The report of the committee on Ways and Means in recommending 
favorable action on this legislation states: 

“In the past Congress, when faced with critical shortages of nationally needed 
facilities, has permitted a 5-year writeoff of the specified facilities during the 
period of critical need. In both World War ITI and in the Korean war 5-year 
amortization was provided for facilities needed for national defense. More- 
over, the program initiated during the Korean war has been continued and still 
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is available with respect to limited types of defense facilities. In addition, 
Congress in 1953 enacted a provision providing 5-year amortization with respect 
to grain-storage facilities. At that time the 5-year amortization program for 
grain-storage facilities was endorsed by the administration as a menas of provid- 
ing critically short grain-storage facilities through the use of private, rather 
than public, funds.” 

Quoting a letter from the Department of Agriculture, the committee report goes 
on to say: 

“«* * * Experience has demonstrated that accelerated depreciation for tax 
purposes is an effective measure in inducing construction of certain desired 
facilities, for example, the increased construction of grain-storage facilities 
prompted by section 169 of the Internal Revenue Code. Since farm-labor hous- 
ing facilities have a life span probably averaging around 25 years, a permissible 
tax-depreciation period of 5 years would doubtless afford a similar incentive 
for increased construction and improvement of farm-labor housing facilities. 
The savings in taxes permitted under this bill would provide farmers a source 
of capital as well as an incentive for the construction or remodeling of housing 
for migrant and other farm workers.’ 

“Your committee has provided a 5-year amortization provision with respect 
to farmworkers’ housing facilities, first, because there clearly is a shortage of 
housing facilities for farmworkers, and, second, because of the belief that, as 
in the case of grain-storage facilities, it is preferable to make up this shortage 
by construction by the private segment of the economy rather than by con- 
struction by the Government.” 

The grain storage facility program referred to in the conimittee report was 
adopted by the 83d Congress on August 3, 1953, as section 169 of the Internal 
Revenue Code of 1954. 

Provision for a rapid writeoff of investment in housing for agricultural workers 
and grain-storage facilities was found necessary in the national interest in order 
to meet specific problems. For more than 20 years there has been a provision 
in the Merchant Marine Act which provides for a construction reserve for the 
shipping industry. This legislation has been considered and reconsidered by the 
Congress and has been found to serve a useful purpose for a particular industry. 

Present Federal tax rates combined with the unrealistically long life for tax 
depreciation assigned railroad property make it difficult for the railroads to com- 
pete in the money market for the funds needs to finance needed capital improve- 
ments. The construction reserve would permit the railroads to recover the 
capital funds in a period which is much more realistic to the finance market. 

The railroad system of the United States is far ahead of that of any other 
country, including Russia, which we understand is improving its railroads as fast 
as its resources will permit. We believe this would not be true if the amortization 
provisions of World War II and the Korean war had not made possible the 
dieselization of the American railroads, the installation of centralized traffic 
control and modern electronic pushbutton yards. But much more must be done, 
if the railroads are to be able to buy further improvements already available— 
let alone those coming off designers’ drawing boards. We must keep ahead 
here as elsewhere for the need for an efficient transportation system functioning 
at the beginning of war is more important now than ever before. 

The national interest requires additional railroad facilities, and a more 
efficient railroad plant. This plant can be provided and financed by private 
capital if the recovery of the capital investment can he assured before the 
earnings of the plant are subjected to the levy of Federal income tax at its 
present high level. Such a program has been effective in the specific instances 
referred to and it will be effective in the railroad industry. 


(4) Amendments to the railroad retirement and unemployment compensation 
systems 


Finally, I address myself to certain bills whose enactment would contribute 
to the further worsening of the railroad industry’s financial stability and 
increase its competitive disadvantage. I refer to bills proposing amendments 
to the Railroad Retirement, Railroad Unemployment Insurance, and Railroad 
Retirement Tax Acts. A comparison of the railroad retirement and unemploy- 
ment systems, on the one hand, with social security and State unemployment 
systems, on the other, shows that the benefits sought to he increased under the 
railroad system are already greater than those under the other and that the 
tax burdens incident to the railroad systems are much higher than those of the 
other systems to which the railroad competitors are subject. It is implicit in 





PROBLEMS OF THE RAILROADS 197 


the circumstances bringing this inquiry into being that the condition of the rail- 
road industry is such that it cannot carry the burden of the increased taxes 
necessary to finance increases in benefits. 

The railroad acts already provide much greater benefits than the social 
security and State unemployment insurance acts under which our competitors 
operate, and consequently the railroads must pay much more in taxes to support 
the benefits. Nevertheless bills were introduced into the 85th Congress to 
further increase benefits and taxes, in particular S. 1313 and H. R. 4353, identical 
bills which, if either were enacted, would increase railroad taxes by about 
$200 million annually, based on 1957 payrolls, with the tax scheduled for further 
increases in 1970 and 1975. The immediate effect of this would be to impose 
an additional burden on the railroads which would not be imposed on our 
competitors, and which would amount to over $900 per mile of track, annually. 

The Railroad Retirement Act provides for benefits for all employees who retire 
with more than 10 years of railroad service. Those who retire with less than 
10 years of service have their credits transferred and receive benefits under the 
social-security system. The average employee annuity now being awarded under 
railroad retirement is about $124 per month, more than the maximum of $108.50 
possible under social security. Incidentally, the present maximum under rail- 
road retirement is $185. S. 1313 and H. R. 4353, mentioned above, would increase 
the average railroad retirement annuity to about $135, and would increase the 
railroads’ tax from 6% percent of the first $350 of monthly earnings of each 
employee to 7% percent (increasing to 9 percent by 1975) of the first $400. By 
contrast our competitors under social security are only taxed 244 percent of the 
first $350. This is a considerable advantage in the transportation industry 
where wages are a very large item, averaging, in the case of railroads, about 
half of their gross revenues. 

You will find informative the table below, which shows, in respect to the 
Federal taxes for social security and railroad retirement, the initial bases and 
rates, together with changes during the period 1937-57 which became effective 
in the years shown: 


Social Maximum Railroad Maximum 
security monthly retirement monthly 
tax rate earnings tax rate earnings 

subject subject 


Percent Percent 
1 


gegee? | 





This tax is levied on the basis of annual income but is shown here on a monthly basis for purposes of 
eoruparison. 


The Railroad Unemployment Insurance Act provides both unemployment and 
sickness benefits, and is paid for entirely by the railroads with no contribution 
from the benefited employees. It is much more liberal than the various State 
unemployment insurance plans under which our competitors operate. For 
example, over half of the State plans limit benefits for an employee without 
dependents to a maximum of $30 per week as contrasted with the railroad 
minimum of $34 per week, and maximum of $42.50. Only four of the State plans 
include sickness benefits, and all of these tax employees for all or part of the 
cost. 

All of the State unemployment insurance plans limit the duration of benefits 
to 26 weeks or less, except Pennsylvania, which limits benefits to 30 weeks. At 
present the railroad unemployment insurance system limits the duration of 
benefits to 26 weeks, but the bills introduced in this Congress last year, S. 1313 
and H. R. 4353, would provide for what is referred to as an extended benefit 
period for employees with over 5 years’ service, graduated so that an employee 
meeting the maximum requirement of 20 years’ service could receive unemploy- 
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ment compensation for up to 5 years. Ordinarily unemployment and sickness 
benefits during this period would be limited to a total of $11,934 per employee, 
as compared with $1,105 under the present law. 

That is a very unusual provision to propose for an unemployment compensation 
act, but an equally unusual provision, and one probably more harmful to the 
railroads, is already included in the Railroad Unemployment Insurance Act, 
which now provides that strikers may qualify for unemployment compensation 
unless they are engaged in a wildcat strike. All other unemployment compensi- 
tion systems, including the District of Columbia system, disqualify all strikers 
with no distinction between wildcat and other strikes, although in New York 
and Rhode Island the disqualification is only for 7 weeks. 

Since under this provision of the law a strike against the railroad is financed 
by the railroad, employees have much less incentive to vote against a strike, 
especially in view of the relatively high benefits paid: at the present rates, a 
striker who was paid $3,500 in his base year ($14 per day) could qualify for 
unemployment compensation of $8 per day, which in many rural areas actually 
exceeds the basic rate of pay in other industries such as agriculture and timber. 
This strike insurance is bound to put an upward pressure on wages that our 
competitors do not have. Every time wages are negotiated both sides are aware 
that a strike does not depend on the state of the union’s treasury, that no 
increase in dues will be necessary to recoup union money spent in strike benefits, 
and that the members of the union will be reasonably well taken care of in any 
strike that lasts less than 6 months. 

The railroad unemployment insurance tax rate is now 214 percent of the first 
$350, compared with an average of about 114 percent under State unemploy- 
ment insurance acts, which generally count only the first $250. This, added to 
the present 6144 percent for railroad retirement, makes a total of 8% percent 
that the railroads must pay, compared with the 3% percent paid by our competi- 
tors. Under the provisions of 8S. 1313 and H. R. 4853 the railroads’ tax would 
immediately increase to 4 percent for unemployment and 7% percent for retire- 
ment, a total of 11% percent, on a $400 base while our competitors continued 
paying 3% percent on a $350 base. 

Furthermore, the retirement tax, which is applied equally to employer and 
employee, hurts the railroads’ competitive position in another way: older em- 
ployees, who are approaching retirement age, do not mind paying 614 percent or 
the 71% to 9 percent now proposed, or the 10 percent that it has been estimated 
may be the ultimate cost of the benefits now proposed, but the future of any 
industry depends, to a great extent, upon its ability to attract a continuous flow 
of a well-qualified younger employees, and these younger employees, 30 or 40 years 
from retirement age, are not as much impressed by promises for the distant 
future as they are by the fact that if they take a job elsewhere, at the same 
rate of pay, they will get more money. Of course the result of this is that the 
railroads must pay the difference in higher wages in order to compete in the 
labor market, and so the railroads, in effect, carry both sides of the load whenever 
there is a difference between railroad retirement and social security taxes. 
Thus if the railroad retirement tax is increased to 74% percent, so that there is 
a differential of 54% percent, the actual total cost to the railroads will be nearly 
12%, percent (7% plus 5144) compared with the 24 percent cost to our com- 
petitors. 

The fact that railroads have been hit harder by inflation than most other 
businesses and at the same time have shared less in the general prosperity is 
well known. For some months carloading have been dropping off while costs, 
particularly wages, have been going up. Because of the tight financial situation 

and in particular the decrease of net working capital from $1,643,100,000 in 
1945 to $537,200,000 in 1957, any serious decline in revenues makes it necessary 
to reduce employment rapidly in order to reduce costs. This would be likely 
to result in greater claims for unemployment benefits, which would automati- 
eally, under the operation of the present law, increase the tax from the present 
2% percent to as much as 4 percent, thereby increasing railroad costs, again 
and worsening the railroads’ competitive position. In addition. any long-term 
decrease in railroad employment will result in a smaller number of employees 
being taxed to support the railroad retirement fund, which is already under- 
financed from an actuarial standpoint by about $170 million a year as the result 
of benefit increases in 1956. In other words, even at the present rate of benefit 
payments it will be necessary to increase this tax sooner or later, and if a long- 
term decrease in railroad employment occurs the increase may have to be very 
large, with predictable results on the railroads’ financial and competitive posi- 
tion, resulting ultimately in further decreases in railroad employment. 
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As one possible way out of this circle, certain bills, H. R. 6016, H. R. 6040, 
S. 1651, and S. 1630, all identical, have been introduced into the present Con- 
gress in an attempt to reduce the drain on the railroad unemployment insurance 
fund. No attempt has been made to cut back benefits to the level of State 
unemployment acts, the purpose of the bills being merely to reform certain 
inequities and to reduce expenses by eliminating: 

Unemployment benefits for those unemployed as the result of voluntary 
acts, such as strikes. 

Sickness benefits for those not in the railroad labor market, such as 
persons in jail or persons who quit and go to work elsewhere before becom- 
ing sick. 

Maternity benefits, which are not covered by any State law, and are only 
available to a small fraction of railroad employees. 

I appreciate the privilege of making this statement before the committee and 
hope that what I have said and what has been or will be said by other repre- 
sentatives of the railroad industry will convince you that the Congress— 

(1) Should promptly repeal the excise tax on transportation ; 

(2) Should adopt legislation affording the several modes of transporta- 
tion to avail of their inherent advantages in the making of competitive 
rates ; 

(3) Should authorize construction reserves ; and 

(4) Should not alter the system of railroad retirement and railroad un- 
employment insurance so as to increase the burdens on the railroad in- 
dustry. 

You will understand that my failure to deal with other industry positions 
presented to this committee stems from the aim of conserving your time and is 
not to be construed as disagreement or lack of great interest in them. 

Mr. peBurrs. Southern is a little different from the other two rail- 
roads that you have heard from. We are very fortunate in not hav- 
ing Mr. Symes’ terrible burden of commuter traffic. We are unfor- 
tunate in not having Mr. Macfarlane’s oil. We have no piggyback 
and we have no truckline. You might say we are an old-fashioned 
railroad, just running freight and passengers in cars on rails. 

I think the committee should know, and I believe you requested that 
we first tell you, some of the things we are doing to help ourselves, 
and that seems entirely reasonable, because I don’t see how we can ask 
you to help us unless we do what we can to help ourselves. 

So far as Southern is concerned, we have been dieselized 100 percent 
since 1953. We have spent about $450 million since 1946 in moderniz- 
ing our plant, with pushbutton yards, CTC, streamlining our mainte- 
nance both in maintenance of way and in maintenance of equipment, 
and roadway machines. And we have bought 4 short-line railroads 
in the past few years, 1 in Louisiana, 2 in Georgia, and 1 in North 
Carolina, and we are trying to buy another one, a larger one, along 
with the Seaboard, going into Florida. So, we are not liquidating 
our property, and we are not taking up mileage. 

T mention that to explain that, possibly, the Southern, while not one 
of the railroads that have greatest revenues, is not one that has the 
smallest. We may be considered in the middle, so to speak. From 
that. standpoint, it may be interesting to give you our view of what 
this problem is. 

We on the Southern feel that the railroad business is a volume busi- 
ness and, unless we can get volume, we don’t see how the railroads 
can survive. 

We tried desperately to do that on the Southern Railway, and we 
think we have done as much of it as we can, as we are able to do our- 
selves. We want to do more, and will do more, if we are given a little 
freer hand. And what I say now about 2 or 3 topics is not intended 
as criticism of the regulatory bodies. 
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We feel that we have a fine Interstate Commerce Commission with 
high integrity, and what they have done they have done, as I under- 
stand it—I am not a lawyer, and my entire career has been in opera- 
tion, the 42 years—as I understand it, what they have done has been 
in accordance with their interpretation of the Transportation Act, 
which requires the fair share provision, so-called, of the Transporta- 
tion Act. I want to mention, first, the competitive-rate feature and, 
next, the excise tax. 
tf Rather than deal in generalities about this, I think it would be inter- 
t esting to give you 4 cases that have occurred on the Southern Railway 
to show you just what it means in dollars and cents to us, and I will 
generalize on these 4 cases, although I have some detail here that I 
can give if more is needed. 

One of them, we wanted to reduce rates to regain from the barges 
the sugar movement from New Orleans to the Ohio River crossings. 
As in all four of them, as I understand it, the Commission in that case 
did not find that the rates were not compensatory, and they did not 
find that they were discriminatory, but they refused to let us reduce 
the rates to a point where we could get the businss because of the fair- 
share provision. In other words, stating it as a layman would state it, 
we would take too much business away Sen barges. 

That decision, according to our traffic people who have made a close, 
detailed study of it, has cost the Southern System lines $1.5 million 
gross since the decision. 

There is a movement of pig iron from Rockwood to Chicago, also 
moving by barge. We endeavored to reduce our rates so that we 
could get that business. It was refused, and that has cost us $172,000 
per annum. 

There is a movement of gasoline by truck from Friendship, N. C., 
to nearby States. We endeavored to reduce our rates there to get the 
business back from the trucks. They would’nt let us reduce to the 
extent that we wanted to to get the traffic, and we didn’t get it, and 
we lost $264,000 a year on that. 

We asked permission to reduce rates on cigarettes from the Caro- 
linas, and the Southern, I suppose, has more cigarette factories than 
any other railroad. And, while we were given permission to reduce 
to a certain extent, it was not as much as we asked for. We got some 
of the traffic, but didn’t get the other, and that has cost us a half mil- 
: lion dollars a year in revenue. 

i So, those 4 cases have cost the Southern Railway $2.5 million per 

annum in gross. 

Senator Smarners. Mr. deButts, may I ask a question right there, 
: for my own information? When you seek to reduce your rates in 
order to meet certain competition or in order to get certain business, 
do you seek to reduce them to the same rate which, for example, the 
trucklines might be charging, or do you seek to reduce them below 
the rate which the competitive line is charging? 

| Mr. peBurrs. That depends on whether we think and know we 
can get the traffic by reducing only to the truck rate. If we think 
it takes a rate less than the truck rate, we will reduce below the truck 
rate; we will reduce below the truck rate, so long as we make some 
money on it. 

Southern’s position in the rate matter has been one of trying to get 
volume on the rails by holding our rates in line and reducing rates 
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where necessary. And we adjust our rates to where we can get the 
traffic if it is good-paying traffic and it is compensatory and where we 
are allowed to do so. 

Senator Smaruers. You mentioned these four cases where you made 
application to lower rates, but didn’t get it. During the last 2 years 
have you made application to reduce rates, and were they granted 
by the Commission ¢ 

Mr. peBurrs. We have. A good many. But I have had our traf- 
fic people make an estimate—and it is an estimate, but it is an honest 
estimate, and it is made by people who are in daily touch with this 
traffic, and with the shippers and receivers of freight—make an esti- 
mate to determine as closely as they could how much additional traf- 
fic we could get from competing forms of transportation in the South 
if we were slidned to make rates, as long as they were compensatory 
and nondiscriminatory. They came up with a figure of $20 million 
a year additional gross. That $20 million a year, of course, is an 
awful lot of money for us. We feel that we should be allowed to get 
the voume back on the railroad. After all, this traffic was taken 
from the rails by competitors by cutting rates, and when it was done, 
in many cases, we were not able to meet the rate because we were not 
able to operate as efficiently as we do now, but we have spent a lot 
of money on the property and we can operate more efficiently. And 
we feel that the public itself, and the owners of the railroad, are en- 
titled to get the volume back on the rails, where, in our thinking, of 
course, it belongs. 

As I understand it, there is an amendment to that fair-share pro- 
vision needed, so that the Commission will not feel it necessary to 
decide cases on the basis of a fair division, but, rather, put it on its 
own merits and let every form of transportation operate in a free 
economy. So much for the competitive rates. 

Senator SmarHers. Senator Schoeppel ? 

Senator Scnuorrret. Mr. Chairman, I would like to ask Mr. de- 
Butts a question before he leaves the subject he was just discussing. 

I note, Mr. deButts, that you said that your proposed reduction 
in rates would still be what, in your judgment, would be compensa- 
tory. In this situation that is developing and that has developed 
over the last several years with competitive positions the way they 
are, have you generally, in all of your rate-reduction requests, been 
able to show that it was compensatory in character all the way down 
the line? In other words, were you just cutting the rate in order 
to get that business, and there remained some question about it being 
compensatory ‘ 

What I am wondering about is, in all of the applications that you 
are talking about here now, in your judgment and in the judgment 
of your officials in charge of it, in the analysis they gave you, the 
rates standing alone would be compensatory ; is that right 

Mr. peBurrs. Absolutely, Senator. We wouldn’t want to put in 
a rate to handle traffic we would lose money on. That would not be 

srudent management and we wouldn’t think of doing it. There might 
be a difference of opinion between our people and the Interstate Com- 
merce Commission as to whether it is compensatory or not. There 
might be a difference of opinion there. But so far as I know, the 
Commission has found that they have been compensatory, with the 
possible exception of one case, and I believe that is in suspense. I 
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am not sure about the coal rate to Florida. That was held up. And 
I believe that is now in suspense. 

But, generally speaking, the Commission has found the rates we have 
proposed compensatory. I am not familiar with each and every case 
because there are hundreds of them. But so far as I know, they found 
them compensatory, and we wouldn’t propose one that we and prudent 
management would not think was compensatory. 

Senator Purret.. In these four cases that you cited, can you tell us 
what percentage reduction you had asked to be in rates that you 
requested ? 

r. peEBurrs. I don’t have it, Senator, but I will be glad to furnish 
it. ILamsorry I don’t. 

Senator Purreit. Have your assistants with you? You cited these 
four cases. Can they tell you what the percentage reduction in rates 
was that you had requested? Was it 10, was it 20, was it 25? 

Mr. peBurrs. I don’t have that information. Iam sorry. The per- 
centage of reduction I do not. I don’t have the rate that was originally 
in effect. I am sure that some of them were substantial. 

Senator Purrety. Substantial ? 

Mr. veBorrs. Yes. 

Senator Purrett. When you say “substantial,” Mr. deButts, can you 
give us some idea of what you think that might be? Between 20 and 40 
percent, or between 10 and 25 percent? Or maybe you don’t care to 
guess. 

Mr. peButrs. Well, it would be a guess, and I would rather not. 

Senator Purrett. My reason for asking was because you stated that 
in each case that you could carry this freight at a profit at these 
reduced rates. I am interested in finding out how much you could 
reduce the rates in each of these classifications and still make a profit. 

Mr. peBourts. I couldn’t answer that because they are complicated 
questions and it would be different for different commodities under dif- 
ferent operating conditions. 

Senator Purrett. Would you mind, Mr. Chairman, having the in- 
formation, which Mr. deButts can furnish us at a future time—— 

Mr. peBurrs. These four cases, on what the rate originally was and 
what we asked it to be reduced to? 

Senator Purrett. What the percentage reductions in rates would 


Mr. peButts. We would be glad to furnish that. 

Senator Purrety. Thank you. 

(The information subsequently submitted by Mr. deButts is as 
follows :) 


SouTHERN RAILway System, 
Washington, D.C., January 20, 1958. 
Hon. Greorce A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Dear SENATOR SMATHERS: In the course of my testimony on January 14, 1958, 
I gave as examples four cases in which we had unsuccessfully sought to reduce 
our freight rates in order to regain traffic from competing modes of transport. 
Senator Purtell then asked me “what the percentage reduction in rates was that 
you had requested?” I replied that I did not have these figures, but would fur- 
nish them for the record (transcript, p. 196). The Senator requested that I do 
so, and I now comply: 
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We proposed to reduce rates on sugar from New Orleans to Cincinnati and 
Louisville by 21.2 percent; on cigarettes from North Carolina points to New York 
by 13.5 percent, and to Chicago by 9.8 percent ; on pig iron from Rockwood, Tenn., 
to Chicago and Joliet, Ill., by 39.8 percent; and on gasoline from Friendship, 
N. C., to Blacksburg, Va., by 6.5 percent, to Pulaski, Va., by 2.3 percent and to 
Roanoke and Salem, Va., by 2.8 percent. 

Later in my testimony, Senator Yarborough asked me: “How many passenger 
ears did you retire from service within the past 5 years?’ Upon my reply that 
I did not have this figure, the Senator requested that I furnish it for the record 
(transcript, p. 220). 

During the years 1953 to 1957, inclusive, Southern Railway System retired 
207 passenger train cars, which cars had an average age at retirement of 36 years. 

I desire to take this opportunity to express my cordial thanks for the patient 
and attentive hearing which the subcommittee gave to myself and the other wit- 
nesses on this serious problem. 

Yours sincerely, 
Harry A. DEBOTTS. 

Senator SMATHERS. Senator Lausche? 

Senator Lauscue. It is your position then, that your strongest means 
of fighting competition, which is low-cost transportation, is taken from 
“te through the application of this purpose to maintain a competitive 

alance among the various modes of transportation ¢ 

Mr. peBurrs. That is one. I don’t say it is the most serious. Asa 
matter of fact the next topic I have here means even more to us, and 
that is the excise tax. 

_ Senator Lauscne. In dealing with this statute which allows the 
Commission to maintain what it believes is a reasonable balance in 
competition among the four modes of transportation, your position is 
that you are divested of your principal means of competing, which is 
low-cost transportation, because in the application of the competitive 
balance principle it is taken from you? 

Mr. peButts. In many cases, but not in all cases. We get permis- 
sion to do this frequently. And the Commission approves it. But 
in the four cases I have mentioned we didn’t get it, and the results are 
as I show. 

We get permission from the Commission in some cases. 

Senator Lauscue. I understand that. You so stated. 

Mr. peBurrs. But if we can’t reduce the rate to what will get the 
traffic, even though it is compensatory, we are deprived of the privilege 
of increasing our volume to that extent. 

Senator Lauscue. Now, can you give the reasons for the perpetua- 
tion of this rule? What are the arguments of those who say that this 
maintenance of a competitive balance is sound ? 

Mr. peBurrs. Senator, I don’t have any arguments in favor of 
that. 

Senator Lauscue. What do the proponents of its say ? 

Mr. peButrs. I have heard that it is to promote all forms of trans- 
portation and keep them in a healthy condition. That is about the 
only argument that I can think of. 

Senator Lauscue. Is cut-throat competition involved ? 

Mr. peBurrs. Well, I suppose so; yes. I don’t fear any elimination 
of competition. All we are after is to get some of this traffic back. 

Senator Smaruers. Mr. deButts, right on that point: Is it your 
opinion that the general transportation of the country would be better 
off if the requirement of “fair competitive balance” for all modes of 
transportation were eliminated from the law ? 
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Mr. peBurrs. I think so. I think each mode of transportation 
should stand on its own feet and have a fair share in the market place. 

Senator Smaruers. In other words, is it your position that in an 
absolutely free competitive situation with the trucks or barge lines or 
airlines, or whatever it might be, you believe that the Southern Rail- 
road could maintain its position, and the country’s general transporta- 
tion picture would be just as well off as it is now? 

Mr. peBurrs. I think so. I think that the Commission should re- 
tain authority to see that it is nondiscriminatory and that it is com- 
pensatory, which is a safeguard. 

Senator SmarHers. Would you be in favor of allowing these com- 
petitive means of transportation to reduce their rates without a hear- 
ing, but maintain that provision of the law which would not net them 
raise their rates without the approval of the ICC? 

Mr. peBurrts. I think the same law should apply to all of us. It 
certainly wouldn’t be fair to give the sainaede the right to make 
competitive rates and not give it to other forms of transportation. 

Senator Smaruers. My question was this, and I will give you the 
background of the question. What many people like us are concerned 
about is that if there were no regulatory agency it might be that one 
mode of transportation would reduce the price because it had a great 
backlog of cash, and keep that price reduced until the other modes of 
transportation went out of business. Then when those other modes of 
transportation went out of business they would begin to raise their 
price, and thereby establish some form of monopoly and make in- 
equitable profits contrary to the public interest. 

My question is, would you be in favor of allowing each mode of 
transportation to reduce their price, so long as they were going down 
all the time, and reduce them without a hearing, but not permit them 
to raise their prices except with the approval of the ICC? 

Mr. peBurrs. I think the ICC should have jurisdiction over reduc- 
tions also, as well as increases. Does that answer the question? I 
am not sure. 

Senator Smaruers. In other words, you believe that the ICC should 
maintain jurisdiction of these ratemaking features all the time / 

Mr. peBurts. Right. 

Senator Smaruers. You then do not want to eliminate the ICC 
from the consideration of making these rates? 

Mr. veBurrs. Most definitely not. I think they are a very im- 
portant Commission and the jurisdiction should be retained. 

Senator Purrenst. Before you leave that, may I ask a question. 
You state that you feel that the different modes of transportation 
should be able to avail themselves of their inherent right, as you de- 
scribe it, of making competitive rates. Do you think if that were 
possible that this would be the answer to the railroads’ problem ¢ 

The reason I ask that is because much of the testimony we have had 
before, and I think much that will follow, indicates that this is only 
one of the problems of the railroads. 

Mr. peBourrs. I agree. 

Senator Purrety. So you don’t feel that this is the answer. This 
would be helpful, is that correct ? 

Mr. peBurrs. It would be helpful. 

Senator Purreti. Thank you. 





PROBLEMS OF THE RAILROADS 205 


Mr. peBurrs. The excise tax on transportation—and I speak par- 
ticularly about the 3-percent tax on freight—that as you know is 
aemek against freight carried by common carriers and applies to 
trucks as well as railroads. We see all the time where our traffic, 
because of the 3-percent tax, is going to private carriage. The ship- 
pers, the larger shippers of freight, can start off with a private truck- 
line and have a 3-percent margin to go on—that is velvet-—before any 
other costs come in. A great many of them have gone into the truck- 
ing business in the South because of the 3-percent tax, and they say so. 

hey claim that that tips the scales in the balance of private car- 
riage. Of course when it is handled by private truckers there is no 
tax on it. 

Our estimate of what has happened to us in that particular case 
was given by me before the Forand subcommittee of the House in 
1956. Our people have estimated that because of the 3-percent excise 
tax on freight, the Southern Railway System is losing about $25 
million a year in gross freight revenue. 

It is not only unfair and a discriminatory tax so far as the railroads 
are concerned, but it has angles I am sure will be brought out here and 
hardly need repeating. But where you can ship from a Canadian point 
to a point in the States on the same rate that you can ship from an- 
other point in the States to the same point—in other words, to take 
an example, lumber from Heflin, Ala., to Baltimore, and lumber from 
Toronto, Canada, to Baltimore. It is approximately the same rate. 
It was exactly the same when I testified in 1956—74 cents a hundred. 

The shipper from Hefin, Ala., pays a 3-percent tax; the shipper 
from Conade doesn’t pay it. Therefore the American shipper is at a 
disadvantage to that extent, and that looks to me like a destructive 
tariff rather than a protective tariff. 

The elimination of that tax would help the railroads, in my opin- 
ion, a great deal, and would be the second step that I would like to see 
taken. That tax also discriminates in favor of the large shipper. 
The small-business man frequently doesn’t have the facilities to get his 
own trucks, and he has to pay the tax. 

I feel that the excise tax should be repealed. That $25 million, if 
we could get it back—and it will be trouble to get it back,- because the 
people who bought the trucks will wear them out—we will get it 
back gradually—and that and the money we would get from competi- 
tive ratemaking, $45 million, would be some 15-percent increase in 
our gross, and what we could do with that would be very pleasant to 
the stockholders. 

Senator Purreii. You are talking about the $25 million from the 
3-percent tax ? 

r. bEButts. That is right. 

Senator Purrett. You don’t get that unless you increase your 
rates. That is collected for the Government. You are talking about 
getting the business back that is represented by that? 

Mr. peBurrs. That is right. In other words, our gross freight 
revenues are reduced by that much. 

Senator Purreiy. I know. 

Mr. peBurrs. That again is an estimate but it is made by people 
who are in daily contact with it. 

Senator Purreiy. I understand. 
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Mr. peBurts. The construction reserve is something that seems to 
us to have great importance. We had rapid amortization, as you 
know. That has been discontinued. All I want to say about it is that 
T am confident that rapid amortization, or the construction reserve, 
as outlined here,-where you set aside funds and taxes are not paid on 
those funds unless they are not used for the purposes intended—in 
other words, it is a 1-year writeoff instead of 5. I think what hap- 
pened when we had the 5-year rapid amortization proves that rapid 

“amortization will cause boxcars to be built and will cause improve- 
ments in the property to be built, and will cause modernization. 

We on the Southern, as I recall it that was made effective in 1942— 
it was of great help to us and [ think to many other railroads, the 
fact that with that 5-year rapid amortization we used the same money 
2 or 3 times. In other words, we get it back in 5 years and put it 
back into equipment and yards. In other words, we used it over and 
over. Whereas some of these depression amortization things on the 
railroad running as high as 77 years, maybe a hundred, with a con- 
crete structure, a boxcar is 26. You spend money for a boxcar and 
it takes 26 years to get the money back. 

It has gone up in the past 10 or 12 years from $2,500 to $3,000 a 
car to $10,000 for premium cars. You don’t get your money back. 
You get only $2,500 back, and that is 26 years later. 

The question of cash is involved. We think rapid amortization in 
the form of this construction reserve is very advisable and will help 
the industry a great deal. 

Senator Lauscur. You are asking for rapid amortization as a part 
cure of your problem. Is that because rapid amortization allowances 
are now being given to some of your competitive carriers? 

Mr. peBurrs. I understand it is. I am speaking now, however, of 
the help to the railroads themselves, regardless of whether the others 
get itornot. I understand some of them do. 

Senator Lauscnue. I understand, and I do know, that the subsidized 
air carriers are allowed to depreciate down to approximately 15 per- 
cent in a 7-year period. What is the period that you are allowed for 
depreciation, let’s say in boxcars ? 

Mr. peButrs. Twenty-six years. 

Senator Lauscug. How about diesel locomotive engines ? 

Mr. peBourrs. Road diesel, 15 years; switch engines, I believe 20. 

Senator Lauscue. Are you aliowed by the Interstate Commerce 
Commission a return on the basis that this depreciation is an item of 
expense ? 

r. peEButrts. I am not sure I understand your question, Senator. 

Senator Lauscue. In the fixing of the subsidy to the airlines, while 
they are allowed to depreciate at the rate of 12 percent a year, that 12 
percent depreciation is considered an expense and must be reimbursed 
through the rate allowed in subsidy. Now, for ratemaking purposes, 
is this item of depreciation taken as an item of expense ? 

Mr. peBurrs. I am advised by my comptroller that it is. Per- 
sonally, I don’t know. 

Senator Lauscur. Now then, if this inequality of depreciation al- 
lowance were removed and all forms of transportation were placed on 
an equal basis, would that help cure your problem ? 
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Mr. peBurts. I don’t think we can ask something for the railroad 
industry that shouldn’t be given other forms of transportation, if that 
is what you mean. 

Senator Lauscue. And you don’t want other forms of transporta- 
tion giventhat which is not given to you? 

Mr. #eBurrs. That is right. That is right. 

Senator Smatuers. Go ahead, Mr. deButts. 

Senator Purret.. I want to make sure that I understand you. Are 
you saying that on these items of rapid depreciation which ‘have been 
helpful to you, and certainly they would be helpful I think to others, 
if they took advantage of them, that these rapidly depreciated items 
go in at their accelerated rate for the determination of rates which 
you will charge your customers / 

Mr. peBurrs. No. 

Senator Purreny. I don’t think you intended to say that, but I think 
you said it. 

Mr. 7 Burrs. You are getting into something ‘clear-out of opera- 
tions. I don’t know. I am asking my comptroller back here. He 
says that you are correct, that they are not. 

Senator Purrety. They are not? 

Mr. pr Borrs. That is right. 

Senator Purre.t.. That is my understanding, and I wanted to make 
sure that the record is correct. You have this rapid depreciation, but 
in the determination of rates all of that depreciation is not charged 
up as an item of expense in that particular year in the determination 
of rates. 

Mr. peBorrs. That is right. 

Senator Bricker. In other words, it affects your tax base but 
doesn’t affect your rate base ? 

Mr. peBurrts. Right. 

Senator Purrett. Thank you. 

Senator Smaruers. Go ahead, Mr. deButts. 

Mr. peBurrs. The only other item I have is the amendments to 
the railroad retirement and unemployment compensation system, and 
{ merely want to say that the condition the railroads find themselves 
in is such that I sincerely hope the Congress will not increase our 
burden there. And I want to call attention to the fact that in 1937 
the social security tax rate was 1 percent on the first $250, and the 
railroad retirement tax rate was 234 percent. 

The railroad tax rate is now 614, and the social security ‘is 214. 

If the proposed amendment to the retirement: and unemployment- 
compensation system is made effective, it will increase the cost to the 
railroads about $900 a mile. And then the total for the railroads 
would be 111% percent on the first $400, and our competitors in social 
security would be paying 334 percent on $350. 

I am sure the railroads in their present condition can’t stand any 
such load as that. I want to say this: That while the Southern may 
be in the middle bracket on the revenue side, I can’t help but be im- 
pressed with the fact that with declining revenues—and they are 
declining rapidly—and increasing costs, the future for the Southern 
and all other railroads, unless something i is done to check it, is very 
serious. I don’t know that I have ever heard a more impressive 
statement than the one made by Mr. Symes on the Pennsylvania. 
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I am sure that no railroad president, no matter what railroad he 
represents, would paint as dark a picture as that unless he thought 
his railroad was in dire straits. 

I am not naive enough to think that the Pennsylvania and other 
large railroads may get into difficulties even to Government owner- 
ship and think that the other lines can escape. I don’t think that is 
going to happen. I have no fear of the Southern at the moment, but 

do fear the future unless some action is taken to give the railroads, 
in our case, give us a chance in the form of, first, this excise tax: 
secoond, competitive ratemaking, to save ourselves. 

We don’t want any help from anybody else except the right to 
compete. That is all we are after. And if we are given that right, 
we will get along. 

Senator Scnorpren. Mr. Chairman, I would like to ask Mr. deButts 
another question. 

You referred to Mr. Symes’ statement, which was an excellent 
statement as I viewed it. He advanced in his discussion some prop- 
osition whereby some governmental agency would be empowered to 
purchase equipment and then lease it back to the railroads. Would 
you care to express your opinion on that ? 

Mr. peButts. We are not supporting it; we are not opposing it. 

Senator Scnoerre,. Thank you. 

Senator Lauscur. May I ask a question ? 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. You do oppose public operation of the railroads ? 

Mr. peBurrs. I do. 

Senator Lauscne. And you do that because you don’t feel that 
the Federal Government ought to get into a business that historically 
and properly belongs to private enterprise ? 

Mr. prBerrs. Right. 

Senator Lavuscur. Now the proposal which has been submitted con- 
templates that there will be $214 billion of Federal money allotted 
to buy railroad equipment ; is that correct ? 

Mr. peBurrs. That is my understanding from Mr. Symes’ testi- 
mony yesterday. 

Senator Lauscne. And that the Federal Government will then lease 
that railroad equipment to the railroads ? 

Mr. peBurrs. Correct. 

Senator Lavscue. You will agree with me that the buying of the 
equipment by the Federal Government, and the leasing of it to the 
railroads, is a business / 

Mr. peBurrs. Right. 

Senator Lauscne. And therefore if you are opposed to the Federal 
Government getting into the business of operating the railroads, you 
are opposed to it getting into the business of leasing equipment; is 
that correct ? 

Mr. peBurrs. I am speaking for the Southern only, understand. 
We are diametrically and positively opposed to subsidy in any shape, 
form, or fashion. 

Senator Lauscur. What will happen if we pass this proposal ? 
What position will the Congress be in if the airlines come in and ask 
for the creation of an agency with a capital structure of $214 billion 
to buy equipment’ In my opinion we will not be able to say no, 
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Mr. peBurrs. I don’t see how you can treat one form of trans- 
portation different from another. And I would certainly regret to 
see any further form of Government control over the railroads. 

Senator Smatruers. Thank you, Mr. DeButts. 

Are there any further questions? 

(No response. ) 

I have one or two. 

How has your financial picture changed since 1950? 

Mr. peBurrs. Our financial picture improved rather markedly up 
to and including 1956. It has worsened considerably in 1957. 

Senator Smaruers. To what do you attribute that, that worsening 
condition in 1957 ¢ 

Mr. peBurrs. Reduction in traffic and increased costs, very large 
increased costs, wages especially. 

Senator Smatuers. Do you believe that your increased and improved 
financial position up until 1956 resulted from the growth of areas in 
the States which you serve? 

Mr. peBurrts. I think a large part of it is due to the fact that we are 
fortunate in being in the South where industrial growth is rapid. We 
have room to expand, we have elbowroom to grow with it, we are not 
cramped. And I think all of that combines to make it favorable for 
us in our territory. 

Senator Smatuers. Do you think this diminished income in 1957 
indicates a trend insofar as the Southern Railway is concerned ? 

Mr. peButrs. It was certainly a trend in the last half of 1957, and 
it is continuing into 1958. Just how far it will go is anybody’s guess. 
It is hard for me to visualize the South standing still. I think it is 
going ahead. I don’t think anything can stop that. 

Senator Smaruers. Do you have the same number or more or less 
employees than you had in 1950? 

Mr. veBurrs. We have less. 

Senator Smatuers. Have you had a lesser number of employees 
during the period that you have had an improving financial situation ? 
Have you fea reducing the number of employees as your financial 
situation has been improving ? 

Mr. peBurrs. We have. 

Senator Smatuers. Do you attribute your improvement in your 
financial situation to the fact that you have been reducing the number 
of employees ¢ 

Mr. peBurrs. Not as much as to the fact that we have modernized 
our plant to where we can handle traffic more quickly, expeditiously, 
and economically. 

Senator SmatTuers. Do you believe that you could handle today as 
many passengers if you were called upon to do so, as you did during 
the height of World War IT? 

Mr. peButrs. We could not. 

Senator Smaruers. And why couldn’t you do that? 

Mr. peBurrs. We do not have the passenger equipment. 

Senator Smaruers. In other words, you have less passenger equip- 
ment today, a great deal less, than you had at the height of World 
War IT? 

Mr. peBurrs. We have. 

Senator Smatuers. Do you have less engines than you had during 


the height of World War IT? 
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Mr. peBurrs. Lessin number, but we have a hundred percent. die- 
sels, and have had since 1953, and a diesel can do the work of about 
5 steam engmes. 

Senator Smatruers. So if you were called upon to meet an emergency 
situation of the type that we had in World War II, you believe that you 
would have sufficient engines, but you would not be able to carry as 
many passengers because you do not have a sufficient number of cars 

Mr. peBurrs. If we were called upon, as we were in the First World 
War, to move the 27th Division, for example, from McClellan to the 
west coast 

Senator Smaruers. You said the First World War. 

Mr. peBurrs. I mean the Second World War. We would have 
locomotives and we would have freight cars, but we would not have 
available quickly the 400 passenger cars that were needed to move 
the 53 trains of that division. We could get them by stripping every 
train on the railroad, or most of them. On top of that, if we had an- 
other division to move, we would be short of passenger cars. -We could 
get locomotives by taking them out of freight if necessary. 

Senator Smaruers. You spoke of reducing the number of your em- 
ployees. In what particular branch of your operation did you reduce 
these numbers of employees ¢ 

Mr. peBurts. In all departments. 

Senator Smarners. Have you had a particular reduction of em- 
ployees in the maintenance of your track in that particular area? 

Mr. peBurts. We have had substantial reduction in maintenance of 
way and in maintenance of equipment, and in accounting: those three 
that I mentioned. First, because we streamlined and mechanized our 
maintenance of way. In mechanical because we streamlined and put 
on an assembly line our maintenance of equipment. In accounting 
because we have put in the first 705 Mark ITT that was-ever put iniany- 
where, in Atlanta. 

Senator Smirners. What isthe 705 Mark ITI ? 

Mr. peBurrs. I mean 705 Mark II. It is an IBM machine that 
does remarkable things. I will put it that way. 

Senator Smaruers. I have never heard of it. They can do most 
anything, you say. 

Mr. peBurrs. It makes some 40,000 calculations a minute. 

Senator Smaruers. In the reduction of your maintenance em- 
ployees, has the railroad been charged with having reduced its safety 
standards by having reduced the number of its employees ? 

Mr. peBurrs. Before I came to the stand I had a copy of a letter 
written to each member of the committee. I think it is the first time 
that anyone ever accused us of something unsafe in connection with 
reduction of employees. But we are not unsafe. We have no de- 
ferred maintenance. In that particular letter—I think I should com- 
ment on it because if you haven’t gotten it you will get it—in that 
particular letter it was claimed: that we reduced our forces to a point 
where it was unsafe and didn’t inspect the track for 3 weeks. That is 
not a fact. We always reduce forces when business falls off, and the 

reduction in forces is indicative of the condition that the railroads 
find themselves in, falling off of traffic, and it will get worse unless 
things improve. 

In this particular case we reduced our forces by cutting off our con- 
struction, heavy ties and surfacing gangs. Our maintenance, on the 
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13th of December, because we were current with the work, our main- 
tenance forces remained on—the smoothing gangs remained on until 
the 21st of December, I believe, and came back to work on the 6th. 

During that period we had daily intensive inspection of every foot 
of our track by the assistant supervisor and his helper. And if any- 
thing were found where attention was needed by maintenance forces, 
they were called out. Nothing unsafe about it. Reduction in force 
was made necessary by the falling off in traffic and the conditions the 
railroads find themselves in. And there is nothing unsafe about our 
operations. 

Senator Smarners. Do you meet the standards as set by the States 
through which you run? I refer to the safety standards set up by 
the regulatory agencies in the States through which you run ? 

Mr. peBurrs. We do. 

Senator Smaruers. And those safety standards are adequate by 
the Interstate Commerce Commission, too? 

Mr. peBurrs. The Interstate Commerce Commission has its own 
inspectors, in our various features of operation of maintenance, and 
we comply with their instructions, of course. 

Senator Smaruers. One other question, Mr. deButts. Are you 
buying as many railroad cars, or as many engines, or as much equip- 
ment today as you bought in 1950? 

Mr. peBurts. Back in the summer of 1957, when things looked 
much better than they do now, I assure you, we placed an order for 
$27 million worth of freight “equipment, which is being delivered 
now. If the present economic conditions had existed at that time, 
I doubt that we would have placed that order. 

I think the delivery of that order, which is coming now, while 
some of it won't be needed until business picks up, I think that will 
take care of us. And certainly in the present economic situation and 
trend of traffic, we would hesitate long and hard before we order any 
more equipment. 

Senator Smaruers. In other words, if this trend which you ex- 
perienced in the latter part of 1957 and beginning of 1958, if that 
continues, is it your view that you would not be able to purchase any 
new equipment ¢ 

Mr. peBurrs. We would not order it, in my opinion. I think we 
could purchase it. We could, but wouldn't. 

Senator Smaruers. You could but you wouldn't. 

All right, sir. 

Senator Purtell ? 

Senator Purreti. May I ask when this equipment that you got this 
year was ordered ? 

Mr. peBurrs. It was ordered, as I recall it, in May and June of 
1957, and delivery started in the latter part of November and is con- 
tinuing now. 

Senator Purrety. So it will have been completed within a matter 
of a year or 18 months? 

Mr. peBurrs. Yes. 

Senator Purreri. Thank vou. 

Senator Smarrers. Thank you very much, Mr. deButts, for your 
testimony. It has been very helpful to us. 

Senator Yarsoroven. Mr. DeButts. have you discontinued any 
passenger service during the past 5 years ? 
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Mr. peBurrs. We have. 

Senator YarsoroueH. How many passenger cars did you retire from 
service within the past 5 years? 

Mr. peButts. Gemntor, I don’t have those figures with me and I 
would have to guess at it. I would prefer to furnish the information 
and would be glad to do it. 

Senator YarsoroucH. Please furnish it. 

(Information subsequently furnished is contained in Mr. deButts’ 
letter which appears earlier in the transcript during the presentation. ) 

Senator YarsoroucH. What did you do with the cars that were 
retired? Did you put them in some kind of standby reserve, or did 
you scrap them? ‘The reason for my question is this: In the event 
of a transportation emergency, w ould they be available to haul troops 
or civilians or either? 

Mr. peButrs. Generally speaking, when we take a train off and use 
it, it is a branch-line train. If the equipment is good equipment and 
we can use it on some other line, and let some other worse equipment 
drop out, we do it, and it goes back into some other service. If it 
happens to be some of the worst equipment we have, we set it aside 

ans when the time comes that we have to make repairs—and this 
equipment will not stand aside without some repairs, painting, and 
mechanical pipes and whanot—it deteriorates very rapidly—when the 
time comes that we have to spend any sizable amount of money on it, 
we scrap it. 

Senator YarsoroucH. You don’t know how many of those cars you 
have put aside in the past 5 years? 

Mr. peButrs. We have that information, and we will furnish it. 

Senator Smaruers. Thank you very much, Mr. deButts. Your 
testimony has been most helpful to us. 

Our next witness is Mr. Boyd, the chairman of the Florida Railroad 
and Public Utilities Commission, who is presently in town, and as a 
convenience to him, we will let him testify now. 

We are delighted to have you as a representative of a great State. 


STATEMENT OF ALAN S. BOYD, CHAIRMAN, FLORIDA RAILROAD 
AND PUBLIC UTILITIES COMMISSION 


Mr. Boyp. I might say that that great State is represented by some 
great Senators in Washington. 

Senator Smaruers. You will go far, young man. | Laughter. | 

Mr. Boyp. With the permission of the committee I would like to 
deviate to some extent from my prepared testimony. 

I would like to point out first of all that I felt genuine concern at the 
line that the testimony here yesterday and today has taken. 

The railroads do have a badly deteriorating situation, as I think has 
been abundantly shown and will be. However, it seems to me from 
the testimony up to now that the witnesses have talked about the rail- 
road problems as a separate proposition. And, gentlemen, I would 
like to say that, in my humble opinion, the railroad industry is not 
like a piece of pie that you can take out and segregate from the rest of 
our economic picture. 

The questioning that has gone on this morning about the purchase 
of additional rails and cars I think should be a great indication of the 
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fact that the steel industry is intensely interested and should be in- 
volved in this proceeding. 

It seems to me that with the train-off cases that we have had over 
the past 5 to 7 years, with each one meaning the elimination of jobs 
and the elimination of use of petroleum on diesels and the rest of the 
supplies, certainly the petroleum industry, railroad brotherhoods, and 
others should be extremely interested in this, and the effects of the 
debilitation of this industry are not limited to railroads at all. That, 
it seems to me, is a matter of extreme importance, that the whole aura 
of this investigation be set in its proper perspective, which I sincerely 
believe it is. 

For the record, my name is Alan Boyd. I am chairman of the 
Florida Railroad and Public Utilities Commission. I am a member 
of the executive committee of the National Association of Railroad 
and Utility Commissioners, which is an association composed of the 
regulatory agencies of the 48 States and the Federal agencies. I am 
also, under provisions of the Interstate Commerce Commission Act 
and procedures which result therefrom, a cooperator with the Inter- 
state Commerce Commission on its current railroad passenger train 
deficit study. 

My knowledge of railroad operations stems from the Florida com- 
mission’s regulation of rates and service, intrastate, from my mem- 
bership in the NARUC, and from my activities as a cooperator on the 
railroad passenger train deficit study. 

My interest and concern in this matter is that of any citizen who 
takes to heart the sentiment of the national transportation policy. 
And it seems to me that the national transportation policy should not 
be one policy for railroads and another policy for other forms of 
transportation. 

The reason I say this is that it is my firm conviction that some of 
the governmental policies with which the railroads are concerned are 
driving some of our railroads inevitably toward national isolation 
or social isolation or Government ownership or control, whatever you 
want to call it. I am not trying to lay the blame on the Government 
for this to the full extent. Railroad management, railroad labor, and 
other factors have caused a lot of their own problems. But the 
national transportation policy, as applied to the railroads, has cer- 
tainly been of no benefit that I can see in the recent years, I am cer- 
tainly opposed to any form of Government subsidy or control. 

I know you gentlemen are sick of hearing this, but I would like 
to add my part by saying that the excise tax on freight particularly, 
and on passengers, too, not only should be, but must Se eliminated. 

Mr. deButts gave some rather detailed testimony just now on what 
this excise tax is costing them, according to well-informed estimates. 
It seems to me that another way of proving his proposition is to look 
at the increase in the truck rental basis as an industry since the end of 
World War II. And I think that can be attributed 95 percent to 
the excise taxes placed on the transportation of commodity by com- 
mon carriers, motor and rail. 

I would like to say that I understand that the Government needs 
money to operate, and I believe that has been the bugaboo on the 
elimination of this tax in the past. I don’t question that. However, 
this excise tax elimination seems to me to be of sufficient importance 
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to the problems of the railroads that if the tax cannot be eliminated, 
some provision should be made for assessing a similar tax on private 
transportation. And I say that knowing full well that such a tax 
would create tremendous administrative problems. But, gentlemen, 
those problems will become very insignificant in the face of the prob- 
lems you will have trying to bail this railroad industry out unless 
something along that line is done. 

I didn’t come here today to throw any of you bouquets. There are 
several branches of your Government who, I think, are not entitled 
to any bouquets. Congress is the only body in a position to establish 
reasonable standards for compliance by various executive agencies 
whose activities are greatly involved in the railroad problems. 

The Post Office Department appears to have no interest in railroads 
as a part of our national transportation system other than to transport 
mail at the lowest possible rates arrived at through any means, either 
fair or otherwise. The railroads are required by Federal law—act 
of July 28, 1916—to transport such mail as may be offered, in the man- 
ner, under the conditions, and with the service prescribed by the Post- 
master General, and are subject to a continuing fine for refusal. In 
addition, the Post Office Department has the power to negotiate for 
the transportation of mail by truck over the highways at rates estab- 
lished through such negotiations. The seirodae have mail-pay rates 
set for them by the Interstate Commerce Commission. 

With the trumps held by the Post Office Department, it has brow- 
beaten many railroads into transporting mail at even less than the 
rates authorized by the Interstate Commerce Commission. 

Senator Smatuers. May I interrupt you there ¢ 

Mr. Boyp. Yes, sir. 

Senator Smaruers. Mr. Boyd, I would like to ask you this question 
on a subject about which I, for one, am not too clear: 

Is there one standard used by the Postmaster General in arriving 
at mail rates for the railroads and a different one for the trucks? 

Mr. Boyp. Senator, I think the correct answer to that question is 
that there are different standards. The railroad rates are made a 
standard set by the Interstate Commerce Commission. And the pay 
for over-the-road trucks, highway post offices, and other similar desig- 
nations is by virtue of negotiation between the Post Office Department 
and the truck operator. 

Senator Smaruers. In other words, the truckers do not have to take 
a contract with the Post Office unless they find that it is compensatory 
and advantageous to them? 

Mr. Boyp. That is correct. And I would like to say that it is my 
understanding that the truckers we are talking about now, by and 
large, are not the regular route motor common carriers. They are 
individuals such as you or I who get a specification from the Post 
Office Department and bid, and then, so I am informed, these contracts 
are subject to renewal through negotiations. 

Senator Smaruers. And yet the railroads, as I understand it, have 
their rate fixed by the Interstate Commerce Commission and the Post- 
master General who can say to them, “We want you to take this 
second-class or third-class mail,” or whatever it may be, “at that fixed 
rate,” and as much as is sent to the railroad they have to take it? 

Mr. Boyp. That is true, but that is not the bad part of it. The 
railroads are required to maintain the facilities to handle any amount 
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of mail that is presented to them, and the point I want to make is 
that they are not getting the rate set by the Interstate Commerce Com- 
mission. The Post Office Department says to the railroads, “We can 
have trucks haul this for X dollars, which is less than the rate pre- 
scribed by the Interstate Commerce Commission. Therefore, if you 
want the mail, you will haul it for X dollars.” And, mind you, the 
Interstate Commerce Commission is the one who is supposed to set 
the reasonableness of the rates. It is nothing but a brow-beating tactic. 

A desire to operate the Post Office Department efficiently and eco- 
nomically is to be commended, but this Department is not an inde- 
pendent,empire; it is only a segment of our National Government. It 
must sharé-the responsibilities of the entire Government, along with 
other governmental agencies. 

By its action alone the Post Office Department has made it necessary 
for State commissions to discontinue a number of passenger trains 
due to the loss of mail revenue. That may be good business, but it is 
not good national transportation policy. 

The Department of Defense has manifested the same economy 
desires at the expense of the railroads in movement of military person- 
neland materiel. The attitudes of the Defense and Post Office Depart- 
ment and undoubtedly result from their sincere belief that all possible 
economies should be effected. They can point out that more trans- 
portation is being purchased for less money. 

This begs the question. Our need for a strong rail system, in 
addition to the needs of commerce in time of peace, is to be able to 
move the men and materiel in times of national emergency that history 
has shown only the rails can do. Should we have the “misfortunate 
to become involved in another war, the statistical reports of savings 
in Defense and Post Office Depar tments in prior years will offer small 
consolation indeed in the face of a rail system unable to meet emergency 
requirements. 

A review of the pee of the National Railroad Adjustment Board 
appears to be in order. I do not speak as an authority in this field 
but my information is that the Board has issued many conflicting 
rulings and that its procedures are not conducive to a fair determina- 
tion of controversies. Standard legal procedures, such as matters 
of proof, evidentiary matters, are not followed by this Board, and 
it is my understanding that the results of the Board’s action militate 
against the carriers. 

Railroad management has in many instances failed to show the 
imagination and aggressive attitude toward its business so necessary 
to any business faced with skilled, active competition. A partial 

cause of this is the fact that so many in rail management gained their 

initial experience before and during World War “I. One reason for 
this appears to be a p ersecution complex that became widespread in 
the industry during the 1930’s and has continued since. 

I would like to elaborate on that to this extent. We find that a 
good many people in the railroad industry approach at least the 
State regulatory commissions for help in a manner of “Well, we 
expect you are going to turn us down, but we feel like we ought to 
make the effort anyway.” And that is not really conducive to sym- 
pathetic action on our part, or I would think on anybody’s part. 
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Some of these gentlemen have shown an inability to grasp the 
concept of a changing technology and of changing economic condi- 
tions. There has been, too, a Sie to place all the blame for the 
railroads’ plight on government. 

This is not universally true as there are many able, alert members 
of management who have been able to change with the times. I would 
like to say that in addition to our fine congressional representation, 
we in Florida are extremely fortunate in the high caliber of rail 
management that we have in that State. Also, we are now witnessing 
a substantial turnover in personnel that is bringing younger men into 
positions of influence in the industry. 

Another criticism of rail management is that too much time and 
effort has been spent in a battle with the trucking industry. It would 
seem more advisable to me that efforts should be directed toward 
studies to complement each other’s service so that both the railroad 
and trucking industries could benefit in furnishing the public needed 
transportation. 

The railroads have not been completely frank in their dealings with 
the public and regulatory agencies. Since the end of World War II 
a number of across-the-board rate increases have been sought both 
interstate and intrastate. These rate increase applications are predi- 
cated upon a certain revenue need, and the applicants give every 
indication to the regulatory agencies that, if granted, these rate in- 
creases will be applied as sou “ht. 

Much to our surprise, we found in Florida recently that this was 
not a fact. It seems that the increases that were granted have, in a 
number of instances, been applied to the 1. ce. Do aT Le 


shipper, the small-volume shipper—and not applied to the mass ship- 


per. It is just another case of the little man getting it in the neck. 

Senator Smatuers. Do you think that is true in States. other than 
Florida? 

Mr. Boyp. I would presume it to be true. I can’t speak with any 
at on that, on other States, but I would certainly expect it to 

true. 

While on the subject of rates and tariffs, I should like to state in all 
sincerity that the railroads in their tariffs have created a monster. 
The average man could not ascertain the cost of a particular shipment 
from the railroad tariffs if his life depended on it. The cost of main- 
taining rate and tariff personnel for the operation of the present sys- 
tem must be enormous throughout the industry. 

A thorough study should be made to ascertain whether or not a 
complete new approach for a simplified method of charging for rail 
transportation services could be evolved. One of railroads’ greatest 
problems is in the field of labor. And I say this, I believe, sincerely 
as a friend of labor. With the possible exception of commercial air- 
craft flight crews, I know of no industry where the employees are en- 
titled to pay for hours they have not worked. This situation in the 
railroad industry results from the dual basis of pay universal in the 
railroad industry, that is, train crews earn a day’s pay for operating 
a certain number of miles or devoting a certain number of hours to 
the job. In practice the mula is generally covered a considerable 
period of time before the de ys 1ours have passed. If the crew enters 
a second mileage block they become entitled to an additional day’s pay 
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even though the day’s working hours have not elapsed, even though 
they are still on the first day’s hours. 

his system originated when train speeds were such that mileage 
and hours came out about even. Technological improvements over 
the years have vastly increased the speed of trains but the same mile- 
age figures remain in effect. dpditee - 

The dual-pay basis and the now unrealistic mileages are sacred 
cows of the railroad brotherhoods who will not budge for any modi- 
fication. 

Another unhappy aspect of brotherhood activity results in full 
crew laws in a number of States. Where not covered by law this is 
a basic requirement of railway labor contracts. A strict adherence to 
this requirement has caused the complete discontinuance of certain 
marginal train schedules and has made it impossible in other cases 
to institute self-propelled trains as substitute service, thus deprivin 
the public entirely of rail passenger transportation on a number o 
branch lines. Particularly with reference to the self-propelled trains 
there is no logic that can justify a requirement of a so-called full crew. 

Understandably railway labor wants to retain the benefits for which 
it labored so long. This action would be subject to no criticism in 
any industry either holding its own or gaining new business. But, 
where, ax in the railroad industry, a number of withered branches are 
being constantly pruned for the life of the tree this attitude is neither 
justified nor justifiable. 

There are some notable exceptions to the theory of “hold your own 
at all costs” but these only make the intransigence of the majority 
more obvious. As one notable exception, I would like to refer to an 
article that appeared in the Miami Herald on January 9, 1958. 
The dateline is Chicago, and I quote: 

Guy L. Brown, grand chief engineer of the Brotherhood of Locomotive 
Engineers, made the proposal to eliminate outmoded working conditions in 
a plea to union members to help stimulate railroad passenger business. Cur- 
tailment of passenger runs because of operating losses is costing the jobs of 
engineers and other railroad union employees. Mr. Brown said, “We, as 
employees, should be willing to recognize that some of our agreements are 
outmoded and be willing to give serious consideration to proposed changes.” 

I think that Mr. Brown is to be congratulated. 

In May of last year Mr. W. P. Kennedy, president of the Brother- 
hood of Railroad Trainmen, in an address at Grand Forks, N. Dak., 
on automation in the railroad industry, made a talk which represents 
the other point of view. The gist of their talk, which was published in 
pamphlet form, as that the technical advances by the railroads, and 
investments in these electronic yards and other things, should be 
for the benefit of the railroad brotherhoods. 

Senator Lauscug. How would you propose to cure this condition ? 

Mr. Boyp. Senator, my feeling is that the most important thing 
that can come out of these hearings is a change in the attitude. With- 
out a change in attitude there is not going to be any legislation that 
you can enact that is going to solve this railroad problem; and I am 
not talking about the brotherhoods alone. There has got to be a 
change in attitude on the part of a good many managements. 

Senator Lauscne. Then you don’t mean to imply that by legisla- 
tion we.can cure these outmoded working conditions? 
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Mr. Boyp. No, sir. I am sort. of firing with a shotgun here today 
because some of these problems are not legislative problems but they 
are directly related to the problem of the industry. And I have 
noticed this in a number of cases: That railroad management, for 
some probably very sound reason, is reluctant to state the facts as 
they are about the railway brotherhoods. And railway labor is one 
of their big problems. 

They have been very polite about this thing. But these gentle- 
men who are so deferential here on the witness stand talk in pretty 
blunt terms when they are together. Then they talk facts, by and 
large. But they have a natural and an obvious reluctance to get up 
here and lay it.on the table, as I am trying to do. 

Senator Lauscne. In essence, the practices which you’ describe— 
Would you include them in the general term of “featherbedding”? 

Mr. ce Yes, sir, I think featherbedding is one of the big prob- 
lems, and I think that there you get into a field of legislation because, 
as I understand it, this session of Congress, the last session of Con- 
gress, and without a change of attitude undoubtedly the next session 
of Congress, will have legislation offered under the guise of safety 
that is nothing more than featherbedding. And I think you gentle- 
men should keep a very wary eye on it. 

I would like to say about railway labor that there are some fine 
men—they are all fine men, so far as I know. I think they are blind 
to their own problem, a lot of them. And one reason I believe they 
are blind to their own problem is that a lot of them have the feeling 
that there will always be a railroad. And if private enterprise can’t 
keep them out of trouble, the Government will take it over, and these 
boys will still have their jobs, so why try to be helpful. 

Regulatory agencies, both Federal and State, ox been faced with 
many vexing problems in the field of railroad regulation since 1945. 
The tremendous growth of private carriage and motor transportation 
of exempt commodities has added greatly to these problems. It is 
my considered opinion that the public, the railroads, and the regula- 
tory agencies would all be better off if exempt commodity transpor- 
tation were strictly limited and extended only from farm, ranch, or 
grove to primary distribution point. 

Senator Purrett. Mr. Boyd, I want to go back a minute to your 
remarks, and I appreciate very much that you are being as candid 
as one can be. 

But about safety legislation: Certainly it is our job to see that 
necessary safety legislation is considered and acted upon. We dis- 
cussed safety legislation last year. Much of it, as a matter of fact, if I 
recall, was recommended by the ICC. In regard to your statement 
that we have been and probably will be confronted with legislation in 
the safety field that is mostly to add to featherbedding, I wonder 
whether or not that is predicated upon action that we took last year, 
or legislation that is pending now in the committee. | 

Mr. Born. No, sir; I am speaking in the abstract on that: because I 
am not familiar with the various bills that have been enacted or sought 
to be enacted. And TI would like to correct any impression that I may 
have given that all safety regulation sought is nothing but feather- 
bedding. I didn’t mean that at all. 

Senator Purreiy. I felt you didn’t, either, and I wanted the record 
to show it. 
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Mr. Boyp. No, sir. There have been some very fine laws for the 
benefit. of the public that have been enacted as safety legislation, and 
undoubtedly there will be more. I merely said that 1 thought it would 
be wise for you gentlemen to keep a wary oye out to evaluate very 
objectively just what is sought to be accomplished by all of the legisla- 
tion that is offered. 

This business of exempt transportation is probably one of the most 
vexing problems facing either the State regulatory agencies or the 
Interstate Commerce Commission. One of the problems that has been 
dwelled on already is that. of what is called here pseudoprivate car- 
riage, which can take 1 of 2 forms. Pseudoprivate carriage is a,buy 
and sell, or a fugitive buy and sell proposition, where the difference 
between the purchase price and the sale price equals out to the trans- 
portation cost. We have a lot of that in Florida, particularly in our 
canned citrus industry. 

Another thing is so-called truck leasing. Truck leasing is a very 
technical proposition from a legal standpoint. The ICC and the 
Federal courts between them have been able to get the issue so con- 
fused that nobody knows nowadays what is a valid truck lease and 
what isn’t a valid truck lease. 

We have lost so many cases in Florida on truck leasing that we have 
instructed our fieldmen, who have secondary jurisdiction over inter- 
state commerce, not to bother with truck leasing. The elimination of 
exempt transportation, I think, would go a long way toward solving 
that problem. 

Most regulatory agencies are required to authorize the charging of 
just and reasonable rates by the railroads. It. has been argued that 
railroads should be allowed to establish their own rates within a mini- 
mum and maximum limit, with a proviso that the rates charged should 
be compensatory. This theory is fine in theory and would eliminate 
a lot of burdensome delays now present in regulatory procedures. 

There are two major objections to the adoption of this theory. 
First, the railroads assert the complete impossibility of separating 
interstate and intrastate revenues and expenses. Whether or not a 
articular rate is compensatory could well depend on the result desired 
* the railroad. Second, many regulatory personnel, myself included, 
fear the temptation would be overpowering to use such a rate scale 
system to run competing trucklines out of business. We have seen 
similar activities in the past where rate reductions were used for just 
such a purpose. 

Those of us in regulation have a duty to the motor carriers under 
our jurisdiction equal to our responsibilities to the railroads. 

I would like to refer again to this matter of attitude. Iam not trying 
to indict the railroad industry in this statement and say that they 
would all try to run the trucklines out of business. I know that is not 
true. But, due to the battles and harassment between the railroad in- 
dustry and the motor carriers in the past, and in instances which are 
probably isolated that I know of in Florida, where, for example, re- 
cently the railroads lowered a longstanding rate on bulk sulfur to 
eliminate truck competition, those things don’t create an aura of trust 
on the part of the regulatory agencies. And the railroads have got to 
overcome that feeling on our part before we would be willing to go 
along with such an approach as I think this minimum/maximum rate 
proposition probably is. 
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State regulatory agencies constantly feel the pressure of shipper 
interests, labor interests, chambers of commerce, legislators, and other 
groups. ‘These eee sometimes result in delays in granting needed 
rate increases, discontinuing unprofitable trains and stations. On the 
whole, however, I believe State regulators have shown by their actions 
a conscientious responsibility toward rail problems and that no possi- 
ble benefit could be obtained by Federal legislation that would in any 
manner abrogate present State powers of regulation. 

I would like to point out with reference to the testimony of one of the 
witnesses yesterday to give the ICC a sort of supervisory power or veto 
power on the State agencies, under section 13 or a similar act on train- 
off cases, that when you take the authority away from any person, 
group, or agency, you also take the responsibility away. We are all 
political creatures on the State agencies. There is nothing that I can 
think of that would be more pleasant in a hotly contested case, where 
a lot of chambers of commerce do not want a train or a station to be 
eliminated, for us to say, “All right, boys, we won’t do it,” and just 
pass the buck to the Interstate Commerce Commission. I think if you 
gentlemen would care to permit me to put into the reocrd at a sub- 
sequent date the number of train-off applications that the State com- 
missions have granted, as opposed to the number we have refused over 
the past 5 years you will see that the State agencies have accepted their 
responsibilities and have tried diligently to help the railroads wherever 
they felt they could. 

nator Smatuers. Without objection, that will be made a part of 
the record. 

(The material subsequently furnished is as follows :) 
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Mr. Boyp. The railroads have been and are being hard hit through 
the imposition of State and local ad valorem taxes in nearly every 
State. Some effort must be made to require these tax burdens to be 
lightened. I do not recommend any particular approach but it seems 
manifestly unfair to levy taxes for railroad right-of-way, yards, and 
station property when competing forms of transportation utilize Gov- 
ernment-owned and operated terminals or whose taxes are used to im- 
prove their own facility such as highway user taxes for trucks being 
allocated for the maintenance and construction of the self-same roads. 

The members of the industry who have or will en in this investi- 
gation can detail the situation of the deteriorating condition. 

Senator Lavuscue. Are you of the belief that success could be had 
with State legislators in eliminating or reducing the ad valorem 
tax # 

Mr. Boyp. Senator, as I get older I get to be less of an optimist. 

Senator Lauscue. My own belief is that with the quests for revenues, 
you would find it an insuperable task and wasted effort to try to get the 
elimination of the ad valorem tax. 

Mr. Boyp. I am not too concerned about the elimination of tax as I 
am for some method to put the rails on an equal basis. And if that 
means additional taxes for other carriers, well and good. I think that 
they should all pay their fair share. 

enator LauscHe. Based upon your experience, have you come 
to the conclusion that there has been an inequality of treatment of the 
different modes of carriage with regard to taxes and subsidies ? 

Mr. Boyp. Yes, sir; I am confident that that is a correct statement. 

One more point that I would like to make is that it seems to me one 
of the reasons the railroads are in the predicament they are in today is 
that they are competing among themselves in a number of areas. tf it 
requires governmental attention, then the attention should be given to 
assist in mergers and consolidations of railroads where there is cer- 
tainly a least direct competition. 

Senator Scnorrren. Mr. Chairman, I would like to ask the gentle- 
man a question. 

Senator Smatuers. Senator Schoeppel. 

Senator ScuorrreL. Were you here when a number of these gentle- 
men, particularly Mr. Symes, testified—and I think Mr. Loomis—to 
the effect that they did not need any new law, that they had sufficient 
statutory authority to effect consolidations and mergers? Therefore, 
the failure to effect consolidations and mergers, from a practical stand- 
point, has not been due to a lack of a basic law, necessarily, but because 
of some other reason. Isn’t that what would logically follow? 

Mr. Boyp. It certainly follows from their statement of their opinion 
on existing law ; yes, sir. 

Senator Scuorpret. Then would you want some legislation to en- 
force consolidations ? 

Mr. Boyp. I haven’t given that matter any thought. It seems to 
me that that would be a drastic step. But I am confident that this 
industry is in a situation where some drastic steps have got to be 
taken if it is going to stay out of direct subsidy or public ownership, 
and that is somewhat contrary to my political beliefs, But rather 


than see the situation deteriorate more than it is, after thorough stud 
of the results that would flow from such legislation, I think that 
might favor that; yes, sir. 
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Senator Scuorrren. I share your view with reference to staying 
away from Government caeenliia of management in respect to rail- 
roads and other transportation systems. That is why I asked what 
your views might be on enforcing mergers and consolidations when the 
law is ample to provide for it. 

I think there is a burden that will remain with management and all 
segments that are under management—labor and everyone else con- 
nected with the railroads—to see that proper consolidations can be 
effected in the public interest. I would certainly, as one Senator, 
speaking only for myself, want no part of Federal ownership or con- 
trol where management can do it; where management can consolidate 
in the interest of better transportation. 

Mr. Boyp. We certainly have similar sentiments, Senator, and I 
would hope that the members of rail management would have an op- 
portunity to get far enough away from their daily troubles to take a 
looks at the future and see what their long-range responsibilities are. 

I would like to say, in closing, that yesterday there was some allu- 
sion made to the benefits the railroads have obtained from land grants 
as a form of subsidy. The conversation along that line struck me 
that the railroads are in a similar condition to a standard type politi- 
eal supporter of all public officeholders whose perennial question is, 
“What have you done for me lately.” 

The fact that these railroads got land grants 50 or 80 years ago was 
fine at that time. But that is not helping them today. And that is 
another one of the attitudes that I was talking about earlier that has 
got to be changed. 

So many people, when they think of railroads, think of millions of 
acres of virgin territory on the plains and what a wonderful windfall 
this was to the railroads. Well, undoubtedly it was. But it is not to- 
day. And it seems to me that any legislation that comes from this 
investigation will be of prime importance, but that an understanding 
on the part of the Congress and management and labor and regula- 
tory agencies such as I represent is far more important. An under- 
standing of the urgency of the situation with which the railroads are 
faced, and an understanding that these railroads are no longer the 
economic colossuses who control the destinies of counties and States, 
but that they are businesses just like any other legitimate business, ex- 
cept that these people are fighting for their Itves. 

Gentlemen, if you don’t have a change in the attitude of these people 
I mention, the legislation you pass will be of very little avail. 

Thank you. 

Senator SMaruers. Thank you very much, Mr. Boyd. 

Are there any questions / 

Thank you, sir. Your candid and forthright statement, I am sure, 
has given us a better understanding on many facets of this problem. 
We thank you very much, Mr. Boyd. 

Mr. Born. Thank you. 

Senator Smaruers. Our next witness will be Mr. A. E. Perlman, 
president of the New York Central System. 

The complete text of your prepared statement will be incorporated 
into the record, and you may summarize as you wish. 








§ 
' 
; 
i 
t 
t 
; 
; 
i 


PROBLEMS OF THE RAILROADS 227 


STATEMENT OF ALFRED E. PERLMAN, PRESIDENT, NEW YORK 
CENTRAL RAILROAD CO. 


(The prepared statement of Mr. Perlman, together with the report, 
Avoidable Costs of Passenger Train Service, follow :) 


STATEMENT OF ALFRED E, PERLMAN, PRESIDENT, NEW YORK CENTRAL RAILROAD Co. 


My name is Alfred E. Perlman. I am president of the New York Central 
Railroad Co. I started working for railroads at the age of 15 and, since gradua- 
tion from school, have been associated with the Northern Pacific, the Chicago, 
Burlin & Quincy, and the Denver & Rio Grande Western, and was elected presi- 
dent of the New York Central on June 14, 1954. 

In announcing these hearings, Senator Smathers said: 

“Attention should be given to constructive action to allow the railroads to help 
themselves before the situation has deteriorated to the point at which drastic 
action would be necessary. 

“Available statistics indicate that the American railroads are heading for 
serious trouble. I believe in the old maxim that an ounce of prevention is worth 
a pound of cure.” 

The railroads are, indeed, headed for serious trouble as an industry, and many 
of them are in serious trouble right now. It will take a pound of cure now, as 
well as a healthy ounce of prevention for the future, if the cure for this trouble 
is to stick and be effective. 

The railroads have, in perspective, been in trouble for many years. In 1949, 
Secretary of Commerce Sawyer, at President Truman’s direction, made his own 
study and presented the Sawyer report, which recognized many of the problems 
and inequities and presented some constructive and thoughtful suggestions as to 
what could be done to improve the transportation industry of this country. We 
still have the same problems, intensified, and the same inequities. 

In 1950, the Subcommittee on Domestic Land and Water Transportation held 
hearings for 30 days in a study authorized by Senate Resolution 50. A 1,500-page 
book, much of it dealing with the problems of the railroads and the inequities 
under which they were then operating, came out of those hearings. We still 
hdve the same problems, intensified, and the same inequities. 

In 1955, after months of study, President Eisenhower’s Committee of Cabinet 
officers made its report in which it called for a revised national transportation 
policy which would introduce sanity into this vital area of the American econmy. 
Legislation embodying some of these recommendations is before the Congress at 
the present time. 

Despite the hearings, despite the studies, despite the reports, despite the long 
history of millions of words addressed to the problem, the railroads’ position 
continued to deteriorate because the proper action, legislative and otherwise, has 
not been taken. 

This is not a party matter. Democratic and Republican Presidents have dem- 
onstrated their concern. Democratic and Republican Senators and Members of 
the House have devoted hours and days of their time to this, because without 
good transportation we will become a third-rate power unable to defend our- 
selves, let alone the free world. 

This committee has given us what is likely to be our last chance. Indeed, 
this committee has grasped the Nation’s last chance to save the situation. If we 
fail to convince you of the desperate need to act now, if you fail to act, the 
Nation’s railroad industry will go downhill, ever faster, dying of starvation. 

I am in general accord with the proposals which are being made before this 
subcommittee by other representatives of the railroad industry. This statement 
contains some specific recommendations concerning regulatory controls over the 
passenger business, and concerning the laws which govern our relations with our 
biggest single customer, the Post Office Department. These are matters of 
particular concern to the New York Central, since the passenger business is such a 
large proportion of our total operation, and because we are the largest carrier 
of the United States mail. 

But, first, may I speak about how the railroads have tried to help themselves? 

Since 1954, when the new management came into the New York Central, we 
have been doing everything in our power to pull ourselves up by our bootstraps. 
And I may say, other railroads are making similar efforts. Here are a few of 
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the things we one the New York Central have done and are doing to help 
ourselves : 

1. We are equipping our railroad with modern management in the most effective 
and lasting way we know, through education and training, through planned 
management development. We have sent all of our top-management personnel 
to schools of the American Management Association to study with and learn 
from the finest brains in the field of business. We have done this because we 
believe that modern management practices and principles are the same in any 
business, whether you make television sets or canned soup or produce transpor- 
tation. Indeed, such modern management is even more important in the 
transportation industry ; this country could live without canned soup or television 
if it had to, but not without an effective and efficient transportation system. 

2. We have invested over $165 million in new equipment for the railroad— 
nearly 14,000 new freight cars and more than 200 new diesel units since 1954. 
We have bought this equipment because we need it and the country needs it, for 
these are the basic tools with which we produce our product. But, and this is the 
key symptom of the railroads’ problem, the key symptom which you gentlemen 
are faced with in this hearing, we are paying from 3% to 5 percent interest on the 
money we borrowed to buy this equipment, but in 1957 our railroad operating 
earnings (before interest payments) were less than 1% percent on our investment 
in facilities used for railroad purposes, or less than our fixed charges. How long 
can that go on? 

3. We have invested more than $25 million in 3 of the most modern freight 
yards in the world: Frontier yard, which we opened last spring in Buffalo, where 
we are doing with automation, electronics, and radar, in 1 yard, a job that for- 
merly we did with 8 yards, and we are doing the job in one-third the time it used 
to take ; already in operation and soon to be formally opened are the new Gateway 
yard at Elkhart, Ind., and the Youngstown, Ohio, yard, on our Pittsburgh & Lake 
Erie, both more modern, more efficient than Frontier yard. The cost of making 
these improvements is enormous—but so is the improvement they make possible in 
the service we produce. 

4. We have installed electronic signaling on almost 550 miles of main track, 
centralized traffic controls that enable us to double the amount of work which a 
pair of rails can handle. We are ready to install such signaling on 1,000 more 
niles of main track in the system. Indeed we had already started work when 
we had to call a halt, because we are not being allowed—let me repeat that, not 
being allowed—to earn enough money to help ourselves. These are not luxuries 
which we have been forced to forgo. These are essentials which we cannot afford 
to postpone too long if we are to remain competitive. And, when we cease to be 
competitive, we cease to be solvent. 

5. Because our future rests upon research—and this is as true of the railroads 
as of any industry and, indeed, of our country’s power to defend itself as has been 
impressed upon all of us with such shock this past year—we have equipped and 
staffed what we believe to be the most modern technical laboratory in the entire 
transportation industry. 

6. Less than 6 months after the new management came on the property, the 
New York Central introduced a new freight service, the “Early Birds,” between 
Chicago and New York, and we have since expanded it to cover St. Louis, Cin- 
cinnati, Buffalo, and Detroit. These trains have cut a full day off the time it 
used to take to ship goods between the Midwest and the eastern seaboard. The 
reason We did it was to improve our service and our competitive position, particu- 
larly with respect to our most formidable competitor, the truck. 

7. Again in the field of freight transportation, we have developed and will soon 
offer to our customers “Flexi-Van” service, the most modern integrated trans- 


portation service of our time, which combines the flexibility of the truck with. 


the dependability and speed of the railroad, and is further adaptable to water 
and eventually to air transportation. 

8. We have installed a vest network of electronic equipment linking all of our 
yards with four central service bureaus. Here, by means of IBM machines and 
teletypes, we can locate in seconds any freight car on our system. 

We have projected other improvements to the property in a 5-year budget 
which amounts to half a billion dollars, and all of which show marked economic 
advantages. But with business and regulatory conditions as they are at this 
time, we have been forced to defer all further projects. 

These are merely some of the steps which we have taken to improve our service, 
to make our operations more economical, or to do both. Without these and other 
innovations the New York Central would today be bankrupt. Yet all of them 
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and all of the millions they have saved were not enough to enable the New York 
Central last year to earn enough from railroad operations to pay its fixed 
charges. May I now discuss in greater detail two areas in which I believe legisla- 
tive action is required, two areas where the Congress can most certainly take 
vonstructive action to make it possible for us to help ourselves? 


RAILROAD PASSENGER SERVICE 


The first of these is the passenger train service, the area in which this 
country’s archaic transportation policy is most costly to the railroad industry. 
In the days before the private passenger automobile and the airplane, the rail- 
roads had a monopoly upon inland passenger transportation which could either 
develop or strangle our cities and towns. Regulation was focused upon making 
sure that public convenience and necessity were not overlooked by the railroad 
industry. This monopoly no longer exists, but legislation still is based on this 
old concept, although the railroads now carry only 4 percent of the travel 
between American cities. 

Some railroads have no passenger service and some use their passenger routes 
as a show window, as advertising to their freight shippers. But for many 
decades passenger business was the bread and butter of New York Central’s 
revenue, and even today passenger service accounts for over 50 percent of our 
total train miles. 

When the new management of the New York Central took office in the sum- 
mer of 1954, one of our first actions was to see how railroad passenger travel 
could be stimulated both by better service and through improvements in operat- 
ing technology. Previous managements had also spent considerable thought and 
effort in this field. Lightweight, streamlined equipment, air-conditioned 
coaches and sleepers, and internal-combustion engines which eliminated smoke 
and cinders, all made their appearance in the past 2 decades. And since 
World War II the Central spent a quarter of a billion dollars for improved 
passenger service facilities and new passenger equipment and $14 million in 
advertising the service. 

In July 1954 we helped form a committee of six railroads to investigate the 
most recent technology in passenger-carrying equipment, both on the rails and 
on the drawing boards. We conferred with equipment manufacturers all over 
America and sent our transportation experts to Europe to study the latest 
developments which had taken place there after World War II. 

We imported a Gerinan diesel passenger locomotive with a new concept of 
power transmission which had not been used on locomotives in this country. 
We contracted with Pullman-Standard to build a lightweight, low-center-of- 
gravity train, and other railroads in this group made commitments to various 
manufacturers for the construction of experimental equipment which could be 
built and operated at lower costs. The results were shown in the following 
year by putting into service the Aerotrain of General Motors, the Xplorer of 
Pullman-Standard, the Talgo Train of American Car & Foundry, and equipment 
built by the Budd Co. On our ee run of the Aerotrain between Chicago and 
Detroit we were able to transport 250 passengers with an expenditure for fuel 
less than that which would have been used by two Cadillacs. We thought that 
now we had the answer for low-cost mass transportation. 

Then what happened? About this time began a tremendous spiral of wage 
inflation in this country and within 14 months the nationally negotiated wage 
increases for railroad labor had added $62 million a year to the payroll of 
the New York Central Railroad. During that same period our taxes were 
substantially increased. For example, in the city of New York the taxes on 
our passenger bridge over the Harlem River were multiplied 700 percent, from 
$70,000 to $490,000 a year, and the franchise tax for the right to use our under- 
ground tunnel into Grand Central Terminal jumped from $1,050,000 a year to 
$2,500,000 a year. As a result, when we put the experimental train, the 
Xplorer, in service between Cleveland and Cincinnati, we found that the gross 
revenues were not enough to meet the out-of-pocket costs because of the high 
terminal charges at Cleveland and Cincinnati. We attempted to meet these 
inflationary costs, as did all other utilities, by increasing our prices and elim- 
inating services no longer patronized by the public because of changing travel 
patterns, and we met with terrific opposition from the same regulatory bodies 
which were granting realistic decisions to the other utilities. 
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In 1956 we backed up our passenger service with the largest expenditures for 
advertising and promotion the system had ever spent, and still our losses that 
year jumped to $48 million. At least as large a deficit was incurred in 1957. 

So, since 1946, the Central has invested a quarter of a billion dollars in passen- 
ger-service equipment and facilities, it has spent $14 million promoting and adver- 
tising its passenger service, and it has lost almost half a billion dollars providing 
this service. 

Now, I would like to lay one ghost that has been given a lot of circulation. Some 
people claim that the passenger-service deficit is unrealistic, just bookkeeping, a 
“phantom.” The truth is that it is computed on a formula established by the 
Interstate Commerce Commission, and under that formula the Central in 1956 
lost $48 million and the whole railroad industry lost $696 million. An impartial, 
independent, and comprehensive study has been made of this subject by the 
Aeronautical Research Foundation. Applied to the New York Central this study 
found that the $48 million loss is an understatement, and that our costs were $29 
million higher than as computed on the ICC basis. (A copy of that study is 
attached to this statement as exhibit 1.) 

Here are three examples of regulation which has prevented us from making 
changes essential to our survival : 

1. New York-Westchester commuter service.—To prepare a case for compen- 
satory rates in our New York City-Westchester commuter service, we spent 
almost 18 months and $335,000 to make a cost study which would satisfy require- 
ments laid down by the New York Public Service Commission in prior cases. This 
study showed that on two of our divisions, the Harlem and the Hudson, where 
we carried 40,000 commuters a day, we needed an average increase of 32 percent 
in commuter fares. On our Putnam division, with less than 1,000 commuters, for 
all of whom there was alternate service, we would have needed increases of 390 
percent, so in the alternative we asked permission to discontinue passenger service 
on that line. 

Neither the commission nor those who intervened against us found any sub- 
stantial fault with our cost study. Eight months after the case was filed, 2 years 
after the start of our study, the commission handed down its decision which, 
in effect, conceded that we needed the additional revenues we asked for if the 
service was to be put on an economically sound basis. 

But did they give us those fares? They did not. They granted us an amount 
that did not even meet the new increases in taxes imposed on our passenger lines 
into New York City since the previous commuter case. 

Instead of permitting us to discontinue the hopeless Putnam division trains, 
they ordered us to operate eight trains daily. Just how little the public con- 
venience and necessity is affected on this division is highlighted by what hap- 
pened one day last fall. One of these trains we were ordered to run had some 
engine trouble, and we were able to send all the passengers home in one taxicab, 
three passengers. But we had to have a locomotive, 2 coaches and a crew of 4 to 
carry them. 

When it decided this commuter case, the commission solemnly stated the fol- 
lowing extraordinary doctrine : 

“We do not imply that railroad passenger business is as hopeless as the street 
railroad industry was * * *. But, we are to be understood as meaning that it 
has been generally recognized for many years that railroad passenger business. 
as presently conducted, has not and cannot be operated at a profit. This unfor- 
tunate situation is not peculiar to the New York Central. It is and has been 
typical of the railroad industry as a whole. The problem is a serious one, and to 
date neither experienced railroad management nor regulatory bodies have found 
a solution for placing passenger operations on a profitable basis” (N. Y. P. 8S. C., 
case 18033, decision of May 14, 1957, p. 31). 

If it is public policy that the passenger business cannot be operated at a profit, 
then theoretically the loss must be made up from the profits of hauling freight. 
But within weeks after the New York Commission uttered these words, the Inter- 
state Commerce Commission handed down a freight rate decision that denied us 
the right to price our freight service at rates which would make up the passenger 
deficit and provide enough earnings to give us a chance to earn a fair return. 
And if our freight rates were high enough to support the staggering passenger 
deficit the railroads would lose even more freight business to the truck, the barge 
and the airplane. What kind of a trap is this for an industry to be in? 

Other utilities are permitted to earn a fair return on each of their major serv- 
ices. Why have the? ‘lroads been singled out for a scheme of regulation which 
nowadays operates in such a destructive manner ? 
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2. The West Shore case.—An example of the complicated nature of the archaic 
regulatory procedures we must go through is vividly demonstrated by our pas- 
senger train and ferry service on our river division on the west bank of the 
Hudson in the New York metropolitan area. 

The number of passengers using this service has dropped 85 percent since 
1929. New York and New Jersey and the New York Port Authority have built 
a network of highways, bridges and tunnels serving the area, and the growth of 
industrialization there has changed the pattern of traffic flow, making the 
rail passenger and ferry service obsolete. The Central was losing about $3 
million a year on this service when we first sought permission to discontinue 
passenger operations more than 3 years ago—enough to have provided a 
Chevrolet, if not a Cadillac, for each of the less than 4,000 commuters using 
the service. 

In this case we were faced with proceedings before not one but three com- 
missions: The Public Service Commission of New York, which had jurisdiction 
over certain trains because they operated in New York State; the Public Utilities 
Commission of New Jersey, which had jurisdiction over certain trains because 
they operated within New Jersey; and the Interstate Commerce Commission 
which we and the ICC believe has jurisdiction over the ferry service across the 
Hudson River between New Jersey and New York City. 

We filed our petitions in December 1954 and January 1955. The New Jersey 
commission held 28 days of hearings. The New York commission held 10 days 
of hearings. The ICC held 12 days of hearings. Neither New Jersey nor New 
York would let us discontinue the service, but they both conceded that we were 
being foiced to run too many trains. However, the New York commission told 
us we would have to run some trains the New Jersey commission told us we 
could drop. When we attempted to comply with these conflicting orders by 
running in New York those trains the New York commission ordered us to run, 
the New York commission spread its authority over State lines and told us we 
would have to run those trains in New Jersey, too. And so far the New York 
courts have required us to abide by the commission’s decision. 

But that is not the end of this story. After 2 years of proceedings, the ICC 
authorized disctontinuance of the ferry service across the Hudson River. But 
the State of New Jersey went to court and has just won an appeal from this 
decision in a Federal court which has held that the ICC does not have juris- 
diction in this case. So we are still involved in seemingly endless litigation 
3 years after we started the case, because, under present laws, it is possible 
to require us to lose millions and millions of dollars year after year in an 
uneconomic and wasteful service. 

In this same case, one of the trains which one of the commissions told us we 
would have to continue running—until even the commission realized how pre- 
posterous the requirement was—carried an average of +44 passengers per trip, 
and a crew of 5. We collected an average fare per trip of 23 cents; but it cost 
the railroad an average of $30 per passenger per trip to provide that trans- 
portation. 

3. The case of not enough opposition—Last June we petitioned one of the 
State commissions for permission to discontinue a train which carries an aver- 
age load of 18 passengers and on which we are losing at the rate of $50,000 
per year. The first hearing was held in October when the railroad presented 
its case. Those opposing discontinuance asked for and were given 2 months 
before the second hearing to prepare their opposition. At the second hearing 
there was only one witness in opposition on behalf of the traveling public. The 
commissioner adjourned the hearing without date, apparently because, of all 
reasons, there was not enough public opposition. So we are faced with more 
months or years of losses while we run that train merely because too few people 
have come forward to ask that the train be kept running. 

It took 4 years for us to obtain authority to discontinue a pair of passenger 
trains between Chicago and Harrisburg, Ill.; it wasn’t until last year that we 
were allowed to discontinue a pair of branch line trains between Rochester and 
Suspension Bridge which we originally sought to discontinue in 1949. 

The railroads suffer not only from this kind of regulation, but also from flagrant 
discrimination when it comes to tax treatment. Contrasting tax treatment was 
dramatized recently in Cleveland where we operate the Union Terminal for our 
passenger trains. The gross ticket sales in that terminal last year were not 
enough to pay the operating expenses plus carrying charges and the ad valorem 
taxes. The county reassessed the terminal last year with the result that our 
taxes will go down about $100,000. The city of Cleveland, beneficiary of part 
of the taxes, fought against this reassessment. 
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The Cleveland Airport has been built on the outskirts of town at a cost of more 
than $15 million raised by floating tax-exempt bonds. The county reassessed the 
airport last fall, too, and put a value of $3,700,000 on it. What is Cleveland doing 
about it? According to the Cleveland Press, “City officials have promised to 
fight any attempt * * * to tax the airport, contending all its facilities are for 
a public purpose and therefore exempt.” 

Is there any need to spell out the moral of this curious contrast ? 

New York City has a network of socialized, subsidized transportation—sub- 
ways, buslines, ferries, airports, bus terminals, truck terminals, all of which the 
taxpayers, including the New York Central, help support. When the Central tried 
to get compensatory fares on its commuter service, the mayor of New York told 
the commission not to let us have them, that inexpensive transportation was too 
important to a prosperous New York. Yet one very good reason why we couldn’t 
afford to continue to sell inexpensive transportation was because the city of New 
York is collecting higher taxes from us than ever before on our facilities devoted 
strictly to this money-losing passenger business. In fact, more than 30 percent 
of the average commuter fare goes to pay our taxes on commutation facilities in 
New York City and Westchester County. As already noted, we are now paying 
the city of New York $2,500,000 a year, 2% times what we paid only 3 years ago, 
just for the privilege of running our passenger trains through our hole in the 
ground under Park Avenue that leads into Grand Central. Is it any wonder that 
we ask ourselves if Grand Central is worth it? 

What is the solution? What constructive action can Congress take? 

Our problem is how to compete with subsidized competition in the freight and 
passenger fields while the regulatory scheme ties our hands behind our backs. 

We could ask that you build our rights-of-way as is done for the trucks and 
buses and barges. We could ask you to free us of all taxes for their use as is done 
for the airlines and buses. We could ask you to build our terminals and provide 
traffic control for us as is done for the airlines. We could ask you to build and 
maintain vast canals or seaways free or tax free for us as is done for the inland 
waterways. We do ask, by other witnesses, that you make further progress in 
assessing user charges against our competitors, and we do ask that it be recog- 
nized, at last, that the railroads are in the 20th century. We are no longer a 
monopoly of transportation. We are fighting against subsidized competition just 
for the right to serve the public free of irrelevant, cumbersome, staggering 
regulation. 

Give us freedom to solve the problem ourselves. Remove all regulation 
from us in the pricing and operation of passenger-service trains. This is what 
the New York Central would do if we had that freedom: 

First, we would establish our prices on the basis of what each type of passenger 
service costs us to produce, including the same reasonable return on investment 
that other utilites receive. We would have the greatest incentive not to overprice 
our services because we need to retain whatever profitable service there may be. 

Second, where the public declined to patronize our service at compensatory 
prices, we would be free to experiment, seeking new means of getting business, 
discontinuing rail service or substituting other means of meeting the public’s 
demand. 

Third, any service that gave promise of being a profitable operation we would 
promote to the utmost, because our continued existence as a private corporation 
is dependent solely on our ability to produce profits. 

In other words, we would like to try to operate the railroad-passenger service 
according to the laws of economics, not have it operated for us according to the 
dictates of local pressures. Give us that freedom and we will solve the passenger- 
deficit problem. 

The continuance of the present situation can lead only to disaster for railroad 
systems; and that will be a national disaster. The railroads have an essential 
role to play in the development of this country, both from the point of view of 
an expanding economy and the vital interests of national defense. 

The goal should be not merely to prevent railroads from sliding down into 
bankruptcy, but to see it it that they keep pace with the rapid technological and 
inventive progress of our age. 

If we cannot have the freedom, as other American businessmen do, to run 
our affairs on the basis of sound economics and business principles, and if we 
are not to be given subsidies and Government financial support, then, as a very 
minimum, changes must be made in the archaic regulatory systems which have 
put us into the crisis which now exists. 
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Take the New York Central, for example. It operates in 11 different States, 
in addition to Canada. There are the 11 regulatory commissions of 11 States, 
each one of which is printarily interested in regulating the railroads in a way 
to advance local interests in each of those 11 States. Then there is the Inter- 
state Commerce Commission which is concerned with the interstate traffic 
involved. 

The railroad is continuously subject to the daily, detailed regulation of 12 
different bodies, each one of which tells us in different areas what we must do 
and what we must not do. Each one of those bodies has different interests and 
viewpoints and often they tell us opposite things. i 

Our basic difficulty is not with the State commissions or the men who serve 
on them. It is with the obsolete laws under which they must regulate. 

This multiplicity of conflicting regulations is the height of absurdity in the 
face of the plan economic fact that this interstate railroad is a single, integrated, 
interrelated operation, each part of which affects the other and which must be 
managed and operated as a whole. 

Could the present air transportation systems of this country ever have de- 
veloped if they had been subjected to the detailed regulatory control by 48 
different State commissions, in addition to the Civil Aeronautics Board. The 
conflict and confusion and delay and trouble would have been obviously intoler- 
able. Yet this is exactly the condition still imposed on the railroads, the air- 
lines’ major competitor. 

The railroads are living with that kind of a situation because it was developed 
many, many years ago when the practical economics of transportation systems 
were vastly different than today. 

Thus the tragedy is that there is no single regulatory body which, if we must 
be regulated, has either the power or the responsibility to view a great interstate 
railroad system as a whole for the ultimate benefit of the people it serves, as 
well as for the Nation whose defense it serves. 

The intrastate service aspects of a national railroad system are, of course, 
so closely interrelated with the interstate service that they cannot be separated 
in different compartments and managed and regulated as if they were indeed 
separate, isolated businesses. Together they represent inseparably one system. 
The Interstate Commerce Commission is the only body which can look at such 
a system as a whole and make decisions which are in the interest and for the 
benefit of the system and the Nation as a whole. 

The railroads have no hope of survival under any system of regulation unless 
it be one under which the Interstate Commerce Commission itself has the com- 
prehensive power and duty to do what is required ; and to do it in an expeditious 
and efficient way. 

What, then, is required, at the heart of the matter? It is simply this: A 
railroad cannot be run and developed on a sound basis unless the different serv- 
ices which it provides, whether they be interstate or intrastate, either produce a 
reasonable return or else are discontinued. This is so simple and elementary 
that were it not for the multiplicity of regulatory bodies with their conflicting 
vested interests and cumbersome procedures, surely it would have been applied 
in the past. 

We now know on the basis of long, hard experience that that principle will 
never be applied unless the Interstate Commerce Commission itself is given the 
power and the duty to see that it is applied. 

This calls for a relatively simple amendment to the Interstate Commerce Act. 
Whether this power and duty be conferred upon the Interstate Commerce Com- 
mission in the form of direct and prompt appellate review of the action of local 
State commissions or whether it be conferred as a matter of primary jurisdiction, 
is a matter which can be readily worked out, provided only the need is recognized 
and there is the will to do the job. 

Such power and duty must include the obligation to permit the railroads to 
earn their full costs plus a fair return on any passenger service, or the right to 
discontinue that service. In addition, I would suggest a requirement that if 
any public body or group, local or Federal, were willing to pay for the continu- 
ance of a service as a matter of public convenience and necessity, on the basis 
of full costs, plus a fair return, the ICC could order the continuance of that 
service. In that way, losing services the people did not want enough to pay 
for would be dropped, and those that the public really required would be con- 
tinued. 
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THE TRANSPORTATION OF UNITED STATES MAIL 


A substantial portion of our passenger train service is devoted to carrying 
mail for the United States Post Office Department. Just as we need freedom 
to operate passenger trains on a businesslike basis, so do we need freedom from 
the archaic laws which govern our dealing with the post office. Just as pas- 
senger service as a whole is so important to the New York Central, as it is not 
for many railroads, so is our tremendous investment in mail facilities. 

In theory, we are supposed to receive fair and reasonable compensation for 
our mail operations. In practice, we suffer large losses (over $62 million for the 
major eastern roads in 1956). 

The Railway Mail Pay Act was passed in 1916 when the railroads still had 
a monopoly on inland transportation, and the marks of that era and those dead 
conditions are apparent in the act. They are in strange contrast to the laws 
governing the compensation of airlines for the handling of mail, and in even 
greater contrast to the way in which the Post Office Department deals with 
highway mail carriers. 

First, the ICC sets rates for rail handling and transporting the mail which are 
supposed to be fair and reasonable on the basis of efficient performance. But 
these rates are not binding on either the railroads or the post office. They can 
be changed either up or down by contract for particular movements. In prac- 
tice, they are usually adjusted downward under presssure of the Post Office 
Department. 

Second, the Civil Aeronautics Board sets the rates the airlines are to be 
paid for carrying the mail, and the CAB is required to set rates which will insure 
the profitable overall operation of the airline, and the Post Office Department 
has to stick with those rates. 

Third, motor carriers are under no obligation to carry the mail—both rail and 
air carriers must carry it if it is offered to them—but they are free to bid for 
any mail routes which the post office may place on the competitive market. 

This hodgepodge may work out to the advantage of the airlines, truckers, and 
possibly even the Post Office Department, but it is extremely detrimental to the 
railroads. 

When we attempt to have the rates revised, we face an appalling regulatory 
maze that drags on for years. For instance, the eastern railroads instituted 
a cost study of mail handling and transportation back in 1955. This compre- 
hensive study took over 1 year to complete and showed that as of April 1, 1956, 
we needed an increase of 26 percent merely to recover our costs, and an increase 
of 59 percent if we were to get a reasonable return on our investment. And our 
wage and material costs have increased since then. 

The eastern railroads filed the case before the ICC on July 3, 1956. The post 
office has indicated a willingness to settle for an increase of 6 or 7 percent, or 
10 cents on the dollar. The post office then came in with an entirely different 
proposal for rate scales and their application, which would have meant that 
we had to start our studies all over again. Because of the immediate need for 
revenues by the railroads, we advised the ICC that we would forego rebuttal 
testimony. So the ICC has set February 20 as the date for briefs to be filed, and 
that will be followed by oral arguments and reply briefs within another 30 days. 

This is scarcely an expeditious process. And even though we will be paid 
retroactively whatever is decided, it is hardly a way in which a business should 
be run. 

So we come to possible solutions. Only two have occurred to me. The obliga- 
tion to carry such mail as the post office may impose on the railroads dates back 
to monopoly days. Today the post office, if and as it wishes, can give the cream 
to our competitors and compel us to carry the remainder. Therefore the first 
possible solution is to free us from the obligation to carry mail, thus leaving us 
free to negotiate or bid for mail, as do the truckers. 

There are many within and without the industry who believe this solution is 
as yet premature. If this be rejected, there is only one other equitable solution. 
Conform the antiquated and unsatisfactory railroad mail pay statute to the prin- 
ciples of the airmail statute, except as to direct subsidy. Require the ICC to see 
that the railroads are paid promptly and fully, with back interest, the full costs 
of the service plus a fair return on their investment in the facilities devoted to 
mail service. This would be no subsidy, but only elimination of the present 
subsidy of the Post Office Department by the railroads on a standby basis. 
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All that we are asking is that you do something constructive instead of waiting 
until it is too late. You can give us freedom to do the job as businessmen, free 
from the shackles of cumbersome and conflicting regulation which put us where 
we are today. If you don’t want to do that, then you can subsidize the railroads 
as you do all other forms of transportation. Or, if you won’t do that, then at 
the minimum you must give the Interstate Commerce Commission that power 
and duty which is needed to put railroad regulation and hence our operations 
on a rational basis. And that means that the Interstate Commerce Commission 
must have the power and duty to apply the principle that each of our services 
which is conducted solely in the public interest must produce a reasonable rate 
of return, or else be discontinued. 

In conclusion, let me remind you that the maintenance and development of 
sound railroad transportation systems is of major national interest. And as the 
matter now stands it is up to you gentlemen, the United States Congress itself, 
whether or not these vital national transportation systems are to be irreparably 
damaged or whether they are to be given an opportunity to survive and grow as 
the national interest requires. 

You cannot allow great interstate railroad systems to stagnate and deteriorate 
and then through some magic wand produce up-to-date, modern efficient railroads 
when an emergency or catastrophe is upon ns. It takes years of planning and 
development to do a job like that; and the hour is already late. 


AERONAUTICAL RESEARCH FOUNDATION, 
Cambridge, Mass., November 20, 1957. 


DeEaAR Sir: The enclosed report is being sent to you at the suggestion of the 
Association of American Railroads. The report deals with the long-run avoid- 
able costs of passenger train operations in the United States. The study was 
made possible by a research grant from the Association of American Railroads 
to the Aeronautical Research Foundation, which permitted a wholly independent 
and impartial study to be made of this subject. 

An earlier version of the enclosed report was introduced as evidence by a 
foundation witness into the Interstate Commerce Commission September hear- 
ings in connection with its investigation into the causes of and extent of passenger 
train deficits. 

Since the first version was completed in September, the foundation’s committee 
has seen fit to make certain corrections and changes in the report that are incor- 
porated in the enclosed version. 

Very truly yours, 


D. V. p’ ARBELOFF, 
Assistant to the Director. 
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Preface 


This study is an effort to find an answer to a long unanswered question about 
American transportation: Just what are the “true” costs of operating rail passenger 
services? It would not be too extreme to assert that this is certainly one of the great 
modern enigmas raised by public regulation of transportation in this country. 

The study itself was undertaken as an activity of the Aeronautical Research 
Foundation, a nonprofit organization conducting studies into virtually all aspects of 
air transportation economics. The present study relates to the general work of the 
Foundation inasmuch as commercial air transportation is primarily a passenger 
business and the competitive interrelationships between air and rail passenger trans- 
portation are obviously direct and substantial. The work was financed by a grant 
from the American Association of Railroads. A prime objective of the Association 
in asking the Foundation to undertake the study was to divorce the work entirely 
from the many conflicting views and interests to be found on this subject within the 
rail industry itself. 

As chairman of the committee that actually conducted the research for the 
Foundation, I can vouch that this “divorce” was complete and final. Indeed, all the 
basic research decisions were made within the committee itself and, as a consequence, 
the responsibility for the subsequent report, including its possible errors, must rest 
with that committee. 

There can be little doubt, moreover, particularly in the minds of the authors 
themselves, that some errors will be found in this report. In part such a conclusion 
follows from the inherent nature of empirical costing. When studying complicated 
joint product operations like railroading, there is likely to be no such thing as “the 
correct cost estimate.” In addition, errors are almost inevitable because of the 
extremely limited time within which the study had to be finished. Literally thousands 
of numbers were processed in the period of three months in which this study was 
undertaken and completed. It is the hope of the authors that they can go back and 
rectify these inadequacies when and as time permits; they would be indebted to any 
reader who notices and brings such difficulties to their attention. 

It is usually said that in any cooperative research venture the actual work will 
be performed by one or a few of the participants. If this be a rule, then this study is 
clearly an exception. Every member of the committee had a role in virtually every 
aspect of the study whether it be data collection, data processing, analysis, or draft- 
ing of the final report. The committee also had the help of as able, loyal and 
cooperative a group of assistants as has ever aided in such a project. They are 
particularly grateful in this respect to William Foote, Sandra Eddy, Jeanne High, 
and Phyllis Carp. The committee also received very generous and substantial help 
from several individuals, too many to enumerate here, within the industry. 

What follows, then, is no cure-all or absolutely definitive answer to the question 
of how extensive are rail passenger costs in the United States. What the authors do 
feel is that their answer is probably as good as any other answer that has been pro- 
vided to this question. Indeed, they hope it is a little better. They are certain, 
moreover, that the costing methodology developed in subsequent sections can be, if 
properly applied, helpful in obtaining even better answers in the future. 

It should be noted that this document does not advocate any one policy solution 
to the so-called “rail passenger problem.” In particular, the authors do not feel 
that because of the existence of a substantial rail passenger deficit it automatically 
follows that there should be wholesale abandonments of rail passenger services. 
There are many methods by which any deficit might possibly be eliminated, e.g. dif- 
ferent pricing methods, consolidation of duplicating services, elimination of unneces- 
sary and perhaps largely unwanted “frills,” etc. The choice of solution is a matter 
for the public regulatory agencies, in consultation with the private managements, 
to decide in the light of the public interests and circumstances involved. 


Joun R. Meyer, Chairman 
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I. INTRODUCTION 


(A) The Economic Background of the Passenger 
Deficit Problem. Among the various transportation 
problems created by changed technology, travel habits, 
and geographical patterns in the American economy, 
none is more discussed than the “railroad passenger 
deficit.” The widespread use of quotation marks sur- 
rounding this phrase in the business press suggests the 
prevailing uncertainty as to the magnitude of the losses 
on passenger services and, indeed, as to whether pas- 
senger services in fact create a deficit. Within the rail- 
road industry, es of what has come to be called 

the “real” passenger loss range from positive profits to 
the $637,000,000 loss reported in 1955 under present 
ICC accounting methods. This confusion within the in- 
dustry is reflected in a corresponding uncertainty evi- 
denced by staff and members of various regulatory 
commissions. 

Uncertainty always inhibits action. Therefore, it is not 
surprising that a generally accepted policy for passenger 

ralfic is slow in developing. A needed first step is to 
make an accurate estimate of the passenger deficit. This 
in turn requires an accurate assessment of the costs of 
passenger and allied services, since passenger revenues 
are accurately recorded by present accounting methods, 
and are not in dispute. 

With this objective, the ICC opened last year a series 
of discussions on making ible changes in the methods 
of passenger costing, and its Bureau of Accounts, Cost 
Finding and Valuation proposed a new set of rules for 
establishing the costs of passenger service. 

This proposal aims at establishing the “avoidable costs 
of passenger service” defined as follows: “Total avoid- 
able expense is intended to represent the amount (of 
railroad expense) which could be saved if the passenger 
service were nonexistent. The concept of elimination of 
all passenger service is not intended in any way to reflect 
an objective or policy; it is merely a method of deter- 
mining the actual amount of passenger deficit or 
income.””* 

Such an approach is an application of generally 
accepted propositions in the literature on railway eco- 
nomics. Given a large measure of overhead costs in 
railroading, the question as to the profitability or burden 
of particular traffic is the difference between the addi- 
tional revenue and the additional costs associated with 
that traffic. If this difference is positive, the traffic con- 
tributes to overhead and hence to railroad profits and 
may make possible a reduction of the existing rates. If 
the difference is negative, then the traffic reduces rail- 
road profits and may result in increased rates on other 
traffic. 

This approach is particularly meaningful for passenger 
service. Railroads seldom can be equaled for the eco- 
nomical land transportation of general bulk commodities, 
and this function requires their maintenance in good 
financial health. The question then becomes: Does 
senger service contribute or detract from the profitability 
of the railroads as measured by the difference between 
the reduction in costs and the reduction in revenue that 
would occur if passenger service were eliminated? Such 


1. ICC Bureau of Accounts, Cost Finding and Valuation, 
Proposed Formula for Determining the Cost of Providing Rail 
Passenger Train Service by Classes of Traffic and Comparing 
Costs with the Revenues (Washington, 1955), p 
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a difference measures the amount by which railroad pas- 
senger service either contributes to overhead and 
profits or is subsidized by other traffic or railroad in- 
vestors. 

At least four groups have an interest in the deficit or 
profits of the ger service. Railroad investors have 
received relatively low returns in recent years and are 
concerned as to the extent, if any, to which passenger 
service has been maintained at their expense by lowered 
dividends. Shippers, such as those in the coal industry 
in which transportation charges are an important ex- 
pense item, have an interest in the cost burden, if any, 
passenger service creates for the railroads since this 
burden ultimately may be shifted, either directly through 
higher rates or indirectly through lowered railroad invest- 
ment, to freight traffic. Railroad management shares the 
same interests as the investors and shippers, but — 
recognizes more acutely the need of funds for 
tion during a period when progress provides the oppor- 
tunity for a large investment program to substantially re- 
duce costs and improve service. Such a capital program 
must be accomplished in the current context of vigorous 
competition from the newer forms of transportation. 
Therefore, railroads can no longer continue to carry 
senger traffic at an out-of-pocket loss, if this should be 
the case, without a deterioration in other services and 
their capital equipment program.’ 

The regulatory commissions, and in particular the 
Interstate Commerce Commission, also require an accu- 
rate assessment of the passenger deficit. Indeed, of all 
these groups, the Commissions are in the most advanta- 
geous position to take action on such information. The 
Commissions have and must continue to face the chal- 
lenge of developing wise public policy for the transporta- 
tion industries at a time when changing technology and 
business practices make established practices obsolete. 
Among these transportation lems, none is more 
pressing than establishing the role for railroad passenger 
traffic m a period witnessing use of other 
aa of transportation and the breakdown of the near 

y of the railroads in land transportation. 

mB) Statistical This is, then, the economic 
and business climate which underlies the ICC’s re- 
examination of the methods of costing passenger service. 
The objective of this report is much narrower: to show 
how avoidable costs as defined by the ICC can be accu- 
rately and economically estimated by the use of statistical 
costing 

The "methods developed here of empirically costing 
passenger service are novel in three respects: (1) in 
redefining cost categories so as to permit the implementa- 
tion of the concept of avoidable costs; (2) in employing 
statistical techniques to establish the numerical values of 
the various cost cat ; and (3) in obtaining much 
more detailed data for establishing the statistical rela- 
tionships. Such an approach may yield a workable solu- 
tion for two long familiar complexities of railroad costs: 
the division of railroad costs between fixed (i.¢., un- 
affected by changes in traffic) and variable elements 
(t.e., costs changing with traffic volume) and the divi- 
sion of chebabea or joint costs (i.e., costs of 
operations serving several types of traffic) between pas- 
senger and freight service. At present, for example, there 
are no universally accepted estimates as to how much 


1. All of these groups were, of course, represented at the 
hearings on the methods of costing the passenger service. 
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maintenance of way and structure costs will change with 
variations in traffic volume or how much of this expense 
can be assigned to passenger service. Since common 
costs and fixed and variable costs are so important in 
railroading, any effort to establish the reduction in rail- 
road costs which would occur with the cessation of 
passenger service requires an acceptable solution to these 
two problems. There are, of course, some accounts like 
dining car service which are obviously solely related to 
passenger service and others like fuel which are largely 
variable with changes in traffic and therefore present 
relatively little problem in ascertaining avoidable pas- 
senger costs. For such “simple” accounts the conven- 
tional accounting methods will usually suffice — indeed 
may be preferable. 

However, even in the case of expenses that can be 
directly allocated to passenger services, such as the dining 
car account, there may be problems in determining the 
variability of such accounts by accounting methods and 
a statistical approach to the costing problem often proves 
helpful. For example, the current practice is to use per- 
centage “rules” to divide a particular railroad account 
between fixed and variable costs. For most accounts, 
however, these percentage divisions are neither univer- 
sally accepted nor complicated enough in their simple 
percentage form to include all the diverse situations of 
railroading. Maintenance of way and structure furnishes 
an excellent illustration of this point: different but 
equally experienced railroad engineers will consider 33 
per cent, 50 per cent or even 90 per cent of this account 
as variable with the changes in traffic volume. Similarly, 
the current practice of allocating common costs between 
freight and passenger service is to divide these costs 
between the two services in proportion to a common 
physical measure of output, such as the gross ton-miles 
incurred by each service, Yet some railroad men main- 
tain that a gross ton-mile of passenger service adds twice 
as much to maintenance costs as a gross ton-mile of 
freight service, whereas other railroad men maintain 
that at current levels of freight traffic a gross ton-mile of 
passenger service requires no significant additional main- 
tenance expenditures.’ 

One way to resolve these differences would be to con- 
struct and operate two identical railroads, one with and 
the, other without passenger traffic, and then compare 
the results. The much cheaper method used here 1s to 
collect data from a wide sample of railroads with differ- 
ing combinations of passenger and freight traffic and 
hence differing costs in each account. By generally 
known statistical procedures it is possible to derive from 
these data the same results as if the controlled experi- 
ment were actually performed. These procedures are 
already common in scientific, agricultural, and industrial 
situations when an event (here costs) is determined by a 
variety of experimentally uncontrolled factors and it is 
necessary to assign quantitative weights to the effect of 
each factor taken in isolation from the others. 

The statistical method, like an actual experiment, 
yields results based on actual operating experience. But 
since the multiplicity of influences on costs are disen- 
tangled and each assigned its numerical significance, it 
becomes possible to examine how costs will be changed 


1. Dwight Ladd, Cost Data for the Management of Raiil- 
road Passenger Service (Boston, Harvard University, Graduate 
School of Business Administration, Division of Research, 1957), 
pp. 92-98. 
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if one of the factors alone — for example, passenger 
traffic — is varied or even eliminated. In this way it is 
possible to infer the change in railroad costs if passenger 
service were eliminated. Jt is, of course, the difference 
between the existing magnitude of railroad costs and 
their estimated magnitude without passenger service that 
properly defines the avoidable costs of passenger service. 
n contrast, the proposal of the Bureau of Accounts, Cost 
Finding and Valuation offers no solution to either the 
problem of common or fixed costs, except through highly 
arbitrary allocation of costs between various categories, 
following current practice as described below. Therefore, 
the Bureau's proposal cannot produce an accurate assess- 
ment of the avoidable costs of passenger service except 
by fortuitous accident. By contrast, the statistical ap- 
proach can be formulated to correspond to the under- 
lying logic of avoidable costs. 

(C) Organization of the Study. This report is in- 
tended primarily as a study in the methods of railroad 
costing. Therefore Part II is a detailed exposition of 
the methods underlying the statistical costing proposed 
here. Part III examines critically the inherent limita- 
tions of three currently available alternatives to the 
statistical costing of the r costs; first, the current 
costing methods of the ICC; second, the proposal of 
Professor Berge of Northwestern University; and third, 
the new pro 1 of the Bureau of Costs, Accounts and 
Valuation. tion TV presents a brief summary of the 
actual cost functions obtained from the statistical inves- 
tigation undertaken as part of this study. Since, for 
reasons explained subsequently, the New York Central 
and Pennsylvania Railroads cannot be included in the 
original sample, Section V aes the special tech- 
niques used to estimate the avoidable passenger costs on 
these two railroads. 

The validity of any method can only be tested by 
application. Therefore, Section VI presents an estimate 
of the over-all costs of railroad passenger and allied 
services for the year 1955 using the statistical approach. 
Also, this final section compares the estimate of the 

nger deficit obtained by statistical costing with the 
current ICC and Berge estimates of the passenger deficit, 
as well as setting forth the conclusions on railroad costing 
procedures developed from this study. Appendix A con- 
tains a more technical criticism of costing techniques 
utilized by the ICC in their various special studies of 
the variability of different cost accounts. 


This study falls short of the original objective of the 
Bureau of Costs, Accounts and Valuation in two respects. 
First, there is no se} te estimate of the avoidable costs 
for each of the individual types of traffic that compose 
passenger and allied service: mail, baggage, milk, first 
class and coach traffic. Second, no attempt has been 
made to cost individual passenger trains. Nevertheless, 
in the process of estimating the total avoidable cost of 
passenger service, the relationship between changes in 
various units of traffic, such as gross ton-miles, for 
example, and costs have been developed. These coeffi- 
cients can be utilized to establish certain costs for 
individual trains as described subsequently. Further- 
more, the methods developed in this study might be 
applied to establish the avoidable costs of each type of 
passenger traffic. The particular results reported here, 
however, are limited to an estimate of the total avoidable 
costs of passenger and allied services on the major 
American railroads. 
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Il. METHODS AND CONCEPTS IN COSTING 
THE PASSENGER DEFICIT 


(A) Introduction. The basic problem of railroad 
costing is the existence of common and fixed costs. The 
purpose of this section is to examine the economic 
characteristics of these two kinds of costs and indicate 
how statistical costing can provide a workable solution 
so that the avoidable costs of railroad passenger service 
can be accurately predicted. 

(B) Fixed and Variable Costs. The problem of fixed 
and variable costs can best be stated in terms of a cost 
function. A cost function merely describes the relation- 
ship between a cost ree in dollars) associated 
with various levels of tr: (expressed in physical units 
such as gross ton-miles). Figure I shows such a cost 
function. 

The division of fixed and variable costs cannot be 
examined without the specification of the time period in 
which the adjustment to changes in the volume of traffic 
can be made. Consider, for example, the elimination of 
passenger service from a branch line. The initial effect 
is merely the reduction in train service and station costs, 
and only these costs might be considered as variable. 
Over a longer period, however, the level of the main- 
tenance of way and structure and maintenance of equip- 
ment expenditures may be reduced so that part of these 
costs become variable with changes in the volume of 
traffic. Over some longer period even general adminis- 
trative expenses might be reduced as less administrative 
effort is required for the numerous problems of passenger 
traffic management. 

A certain amount of costs will be incurred at near 
zero levels of output. For example, maintenance must 
be at a certain minimum to operate a railroad, which 
might be indicated by AO in Figure I. Costs also change 
with output, as shown by the slope of the line AB in 
Figure I. Estimating the costs at a given traffic volume T 
is as follows: 

Costs=the threshold costs given by OA plus output 

costs given by a coefficient representing the 
slope of AB times the traffic volume. 


Two special qualifications must be noted. Threshold 
costs will include in the short run the costs of near zero 
levels of output and in the long run the minimum outlay 
required to permit the use of the most economical tech- 
niques currently available. Our concern will be pri- 
marily with the long-run case because of its greater 
pertinency to policy decisions. 

At low levels of traffic it may be possible to reduce 
fixed costs by utilizing less mechanized techniques or to 
consolidate job classifications, even though this increases 
variable costs. The cost function may be like A’B in 
Figure I, according to which, as traffic volume increases, 
it becomes economical to adopt more specialized or 
mechanized techniques so that variable unit costs de- 
cline. Threshold costs (OA in Figure I) denote, then, 
in the long run the size of the cost account required in 
order that the other category, output costs, change pro- 
portionally with changes in traffic. This size, moreover, 
is sufficient (or ere so) to permit the utiliza- 
tion of the most efficient techniques. 

However, it may be that in some operations, unit out- 
put costs first decrease and then increase with changes 
in the volume of traffic, as shown by A’B’. The decrease 
in unit output costs might occur for the reasons cited 
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above, and might occur in even large ranges of traffic 
volumes so that the threshold costs must be misleadingly 
large in order to reach a point where output costs change 
proportionally with traffic. Increasing unit output costs 
might occur, for example, becau: of possible adminis- 
trative complexities in efficiently operating at high 
volumes of traffic. The possibility of a non-linear cost 
function such as A’B’ can always be tested against the 
actual data, and such a relationship established if it gives 
a better representation of the actual facts. Analysis of 
cross-section data on American railroad systems, as done 
in this study, produces long-run cost relationships. In 
given years the included systems all have different levels 
of traffic and costs. A point specifying the cost and 
traffic volume for each road can be plotted like the 







Ficure I 
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crosses on Figure I. Statistical procedures can then 
establish the slope of the line and the vertical intercept 
which best fit these points. The slope of this line specifies 
output costs and the intercept specifies at its intersection 
with the vertical axes the threshold costs. Thus, OA in 
Figure I represents threshold costs. 

A cross-section analysis assumes that the various rail- 
roads have had sufficient time to adjust within a minor 
range of error their operating methods and costs to the 
volume of traffic in a manner as efficient as current 
practice permits; hence a cross-section reflects the long- 
run (sufficient adjustment time) relationship between 
costs and output. Toward the end of minimizing the 
influence of random and unwanted error factors, such as 
sharp year-to-year changes in traffic and managerial dis- 
cretion on postponable expense items, the analysis is 
based on two- and four-year averages of data on opera- 
tions in the years 1952-1955 and 1954-1955 inclusive. 
The combined use of cross-section analysis and the aver- 
ages should produce good approximations to long-run 
cost functions. 

A cross-section analysis, however, requires making an 
adjustment for differing sizes of railroad systems. For 
example, the obvious difference between the Nickel Plate 
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and the Santa Fe is that one is raphically a small 
railroad and the other a large rallsoad. e but not all 
of the cost behavior differences in the two roads is 
clearly due to this difference in the physical size of the 
two roads. Such “size costs” should be separated from 
output and threshold costs to obtain accurate estimates 
of these different cost influences. 

The ICC has been to abstract the effects of 
size by dividing both costs and the traffic volume by a 
size variable such as miles of track. (Costs are then per 
mile of track as are ton-miles.) This approach (as 
shown in A) ix A) gives misleading estimates of the 
influence of the other variables. Furthermore, it throws 
away information on the effect of size on costs. 

The approach here has been to include size as an 
explicit, separate variable in the cost functions. This 

rocedure modifies the cost functions to the following 

orm: 

Costs=threshold costs plus output costs plus size costs 
as given by the product of the size variable 
and the coefficient representing the slope of 
the statistically fitted function in its cost-size 
dimension. 


This modification leads to a three-variate or three- 
dimensional cost function of the type shown in Figure IT, 
in which track mileage is considered to be the size 
variable and gross ton-miles the output measure. Be- 


Ficure II 


$ 
of Expense 





cause of the addition of the extra dimension, size, the 
cost function is now a plane rather than a line as it was 
in Figure I. Every point on the plane represents the 
total cost corresponding to a given combination of out- 
put and size characteristics; for example, a combination 
of OY track miles and OX gross ton-miles yields a total 
cost estimate of DZ—Z being the point on the cost 


242 PROBLEMS OF THE RAILROADS 


plane lying directly above D which, in turn, represents 
the OY, OX size-output combination. Just as OA repre- 
senied threshold costs in the two-dimensional case, it 
represents these same costs in the three-dimensional case. 
Similarly, the slope of the line, AB, which is the slope of 
the cost plane in its cost-output dimension, is still the 
output coefficient; AC, in the same way, is the new line 
whose slope defines the influence of the size variable on 
costs. It should always be borne in mind when reading 
Figure II that the principles involved are still the same 
as in Figure I, only the geometry is more difficult. (A 
more detailed explanation of the meaning of Figure II 
is presented, moreover, in Section II [D] below.) 

Because these size costs usually are associated with 
some relatively fixed capital equipment item, such as 
track mileage or engine fleet, it is customary to consider 
these costs as at least somewhat fixed.’ The degree of 
“fixity” will depend on the time it takes to modify the 
particular capital item under consideration ;.for example, 
track mileage costs would usually be considered “more 
fixed” than costs associated with the size of the engine 
fleet. 

In some long-run period, however, it is possible, and 
indeed even probable, that some of these fixed capital 
investments can be increased or decreased if more or less 
traffic is handled. In other words, capital investments 
are themselves a function of output. Since the concept 
of avoidable costs implies an extremely long time period 
for making the adjustment to a traffic reduction, it is 
important to consider this possibility with explicit in- 
formation on the relationship of fixed capital units (or 
size) to output. This can be done by independently 
finding the relationship that relates size to output using 
the same procedures as previously employed to find the 
cost function. This relationship, like the cost function, 
will divide into two parts, a fixed part like the OA term 
in the cost function, and a variable part represented by 
the slope coefficient that relates size tb output. Thus we 
would have: 

Size=fixed component given by the intercept of the 
size-output function with the vertical axis and a 
variable component (given by the coefficient 
representing the slope of the size-output func- 
tion) times output. 

Since size can be broken down into two parts, so can the 
costs associated with the size variable in the original cost 
function; one part, associated with the constant in the 
size-output function, is fixed, either completely or at 


1. This is true even with the ICC procedure of using the 
size variable as a divisor of the variables included in the cost 
function. For example, let E equal costs, Q equal output, and 
S equal size; then separate inclusion of size variables, as recom- 
mended in this study, leads to linear cost functions of the 
following form: 

E=a+bQ+cS 


where a, 6 and ¢ are the estimated cost coefficients. The ICC 
procedure would be to divide through by S, yielding a function 
of the following form: 

E_al,t@ 

S$ Ss + S +c 
and since the ICC analysts usually ignore the 1/S term, the 
function would actually be fitted as follows: 


E 
fees 


where a’ = a + ¢. Thus the ICC ratio approach lumps together 
the two major fixed cost categories, threshold costs represented 
by a and size costs represented by c. 
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least for relatively long periods’; the second part, asso- 
ciated with output, is modifiable, in due time, with 
changes in output. The first category of size costs are 
not avoidable costs unless the particular capital item 
whose cost influence is being measured is solely employed 
in the service to be abandoned, ¢.g., passenger cars in 
passenger service. The second category of size costs can 
be considered an avoidable cost of the service whose out- 
put is being measured, although in all probability an 
avoidable cost with a very different and much longer 
time dimension than the directly variable output costs.* 
A very similar procedure was used to determine the 
variable ion of depreciation expenses. First, the 
relationships between different investment categories 
(which are the dollar equivalents of the physical meas- 
ures of capital stock) and relevant measures of output 
were determined. These relationships provided a means, 
as before, to estimate the variable and fixed portions of 
investment. The variable portion was converted into an 
annual cost figure by applying the appropriate deprecia- 
tion rates.* It should be recognized that wherever dis- 
investment requires some time, the variable depreciation 
expense may be truly variable only in the very long run. 
For the algebraically inclined, all the preceding dis- 
cussion can be expressed in the following simple algebraic 
expressions (using the same notation as employed in the 
footnote on page 10): 
Let E=a+bQ+cS 
and S=d+eQ. 
Then E=a+ced+ (b+ce)Q. 
Thus, a=simple threshold costs: 
cd=investment threshold costs: 
b=directly variable output costs per unit of 
output; 
ce =investment variable output costs per unit of 
output; 
a+cd=total threshold or fixed costs; and 
(b+ce)Q=total variable output costs. 
Also, where S equals a dollar investment figure and r 
represents the accepted depreciation rate, 
reQ=the variable portion of depreciation expense. 
For the service whose output is measured by Q, 
(b+ce)Q are always avoidable costs of that service; if 
in addition, the investment measured by S is used 
exclusively in this service, avoidable costs equal 
(b+ce)Q+cd. Of course, if there is only one Q or 
output variable included in the cost function, then all 
costs are avoidable. This is the simple case of no com- 
mon costs; the more complex case of more than one 


1. It may be assumed to be a threshold cost explicitly asso- 
ciated with a size variable. 


2. The introduction of the size variable will have no influ- 
ence, of course, if there is a uniform relationship between size 
and output for all roads. Cases where the size variable has an 
independent influence on costs would occur only when there 
are compelling physical reasons for different capital structures 
at different scales of output or differences in the ability of dif- 
ferent sized roads to adapt their capital structures to changed 
circumstances. The first of these variations is legitimately in- 
cluded as an avoidable cost, the latter is not. Consequently, the 
“investment variable” costs are hybrids, measuring somewhat 

cous influences. It is therefore reassuring to note in 
the final results that they account for a very small portion of 
total passenger costs (about 6 per cent). 

3. The depreciation rates used were those accepted by the 
ICC. These rates may or may not be fully appropriate in the 
sense that they sometimes appear too low to adequately account 
for economic as contrasted with physical obsolescence. 
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service’s output influencing a cost category is considered 
in the next section." 

(C) Common or Joint ae The ne costs 
for rations common to passenger reight 
servite cin be imade by the inate natliel os Silion 
between fixed and variable costs; that is, by a statistical 
study of a cross-section of American railroads. Different 
railroads have different levels of costs in the various 
common accounts and differing combinations of pas- 
senger and freight service. Again, by statistical tech- 
niques it is possible to establish how much of the cost 
variation is due to service and how much to 
freight service. Some of the accounts are, of course, 
solely related to one service, in which case there is only 
the problem of allocating the costs between fixed and 
variable categories. 

The same claims can be made for a statistical a 
proach to allocating common costs as was advanced in 
the preceding section for the division of costs into fixed 
and variable categories. The statistical results reflect the 
actual current ting conditions of American roads. 
A statistical ouaias is a cheaper way of obtaining the 
desired estimates than the use of a controlled experiment. 
Finally, by disentangling the two i effects on 
costs of the passenger and freight services, it becomes 
possible to consider how the elimination of one factor 
will change costs. Therefore the long-run avoidable costs 
of passenger service can be established by considering 
what these costs will be without passenger service. 

The statistical procedures of allocating common costs 
can be applied to only two of our four previous cost 
categories: investment variable output and directly 
variable output costs. It is impossible to allocate the two 
threshold cost accounts by this procedure. For example, 
the over-all threshold costs of maintenance of way and 
structure are approximately three million 1947-50 dollars 
for most large American rail systems. These costs will be 
incurred despite the volume of either passenger or freight 
service. Likewise, the fixed com t of a common size 
expense cannot be allocated to either service even though 
its output variable portions can be. The only threshold 
costs that can be allocated to either freight or passenger 
services are investment threshold costs associated with 
capital equipment that can be only used in one par- 
ticular service and over-all threshold costs of expense 
accounts pertaining to operations that are not common 
to more than one service. Any other threshold costs are 
true overhead expenses and cannot by their nature be 
allocated. In short, since the concept of avoidable costs 


1. It is worth noting that it is not necessary to statistically 
fit both the cost function and the investment function separately. 
We need only the statistical estimates associated with the fol- 
lowing two functions: 

E=a + £:Q 

E=a: + BQ + yS 
where the Greek letters denote that the coefficients are statis- 
tically estimated coefficients rather than structural values. Esti- 
mates of the structural coefficients, a, b, c, d, and e can then 
be found from the following equations: 
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involves establishing the additional costs of passenger 
service, given a current level of freight service, common 
costs will be i in operating the railroads to serve 
the freight traffic alone and therefore are not com- 
ponents of the long-run avoidable costs of railroad pas- 
senger service. 

There are then ten cost categories implied in the 

discussion and these are summarized in Ta 

The long-run avoidable cost of passenger traffic is ies 
sum of column two in Table I. 





Tastz I 
Freight Passenger Common 
Costs Costs Costs 
(1) (2) (3) 
A) Simple Freight Passenger Common 
Threshold Threshold Threshold Threshold 
Costs Costs Costs Costs 
B) Directly Freight Passenger 
Variable Direct Direct 
Output Output Output 
Costs Costs Costs 
C) Investment ‘Freight In- Passenger 
Variable vestment Investment 
Output Variable Variable 
Costs Output Output 
Costs Costs 
D) Fixed Capi- Freight Passenger Common 
tal Input Fixed Fixed Capital 
or In- Input Input Input 
vestment Costs Costs Costs 
Threshold 
Costs 





(D) The Statistical Method of Costing. Multiple 
is the basic of statistical costing. An 
example can best clarify what is involved. Maintenance 
of way and structure expenses for a railroad are deter- 
mined by the common threshold costs, the size of road 
and the volume of passenger and freight traffic. Costs 
are measured in dollars, size is measured in track miles, 
and traffic volume in gross ton-miles. (For expository 
convenience, the distinction between the volume of pas- 
senger and freight costs is here omitted.) For each of the 
large systems used in the statistical analysis, the expenses, 
the miles of track and the gross ton-miles can be plotted 
on a three-dimensional diagram as in Figure II. For a 
given railroad the gross ton-miles can be measured on the 
OX axis and the miles of track on the OY axis to give 
point D. The maintenance expenses for that railroad 
are measured on the OA axis, yielding the point Z in 
the three-dimensional space. This is repeated for all 29 
railroads yielding as in Figure I a collection of points 
except that now the points are spread over three dimen- 
sions rather than two as they were in Figure I. Then a 
plane is fitted to these points so as to minimize the sum 
of the squares of the vertical (dollar axis) distance 
between the points and the plane. 

The plane has two derivative which are defined 
in Figure II by the lines AC (formed by the intersection 
of the cost plane with a plane parallel to the expense 
and gross ton-mile axes) and AB (formed by the inter- 
section of the cost plane with a plane parallel to the 
expense and miles of track axes). The slope of AB 
indicates how variations in gross ton-miles will change 
the maintenance of way costs with the miles of track 
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held constant. Similarly, the os AC indicates how 
variation in the miles of ak ¢ ges the maintenance 
account with gross ton-miles held cuneaa The distance 
from O to A where the plane intercepts the vertical axis 
indicates the threshold costs. 

Of course, this geometric interpretation is intended 
only as an illustration of the essential nature of the 
process. The actual work is carried on by fitting an 
algebraic equation as follows: 

Maintenance Cost=threshold cost (a constant) plus 
the slope of AC as a coefficient 
times miles of track plus the slope 
of AB as a coefficient times gross 
ton-miles plus an error term (the 
vertical distance between any 
point and the plane). 


It is important to underline that these coefficients 
measure the effect of a factor, say miles of track, on 
maintenance costs i tly of the effect of other 
factors, say gross ton-miles. The computations are made 
by inserting the data on maintenance costs, gross ton- 
miles and miles of track on the roads included in the 
analysis into a computing machine and finding the con- 
stant and slope coefficients that ify the plane that 
has the minimum sum of squares of the he vertical distances 
from the plane to the actual points. Thus, the sum of 
the error terms squared is minimized. 

Although the exposition has been limited to three 
variables, the same procedures can be expanded to in- 
clude additional variables, and in particular to include 
passenger traffic and freight traffic as separate factors. 
Fitting the planes and finding their corresponding equa- 
tions then gives a slope coefficient (or constant for 
threshold costs) for each of the categories of costs dis- 
cussed previously. The aggregate figure on the over-all 
avoidable cost of passenger service can then be computed 
by multiplying the level of passenger output times the 
passenger directly variable output and investment vari- 
able output cost coefficients and then adding in the 
Sestelions capital costs associated with equipment used 
exclusively in passenger service and the constant terms 
(i.e., simple passenger threshold costs) for operations 
related exclusively to passenger service. 


(E) The Limitations and Validity of the Statistical 
roach. Statistical procedures provide certain well 
established tests for assessing the validity of the observed 
results. For each cost equation a multiple determination 
coefficient (R*) is calculated, indicating the percentage 
of the variation in expenses explained by the cost equa- 
tion. Similarly, standard errors of estimate can be cal- 
culated for each coefficient to help determine whether 
these coefficients may have been produced by chance 
rather than an underlying causal relationship. Such in- 
ternal checks help insure against error and aid the 
investigator and his readers in evaluating the results. 
In formulating the cost relationships, the general pro- 
cedure was to consider a wide range of various output 
and capital input variables (as well as occasional geo- 
graphical and other factors) which might affect costs. 
Alternative combinations of various factors were tested 
to establish which set of factors yielded the maximum 
explanation of costs (i.e., had the largest multiple cor- 
relation coefficient). This relationship was selected as 
the most accurate. 
The data were drawn from reports of the railroads to 
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the ICC. Such data appear to be relatively free of 
reporting errors. Furthermore, such errors would limit 
the accuracy of the results only if the errors were of 
extremely large magnitude and were not randomly dis- 
tributed. 


The great danger in statistical costing is that the final 
relationship may reflect spurious correlations. For ex- 
ample, roads with more passenger traffic also may have 
more track in urban areas; if an urbanization variable is 
not included in, say, a maintenance of way and structure 
cost equation, the passenger variable will not only reflect 
its own influence but those of the high maintenance cost 
urban track as well. Furthermore, even though data on 
urbanization might be obtained, these two elements 
(high passenger traffic and urbanization) might occur 
together to such a degree that it is impossible to establish 
the independent effect of each on maintenance costs. 
Of course, it may also be true that the urban trackage is 
only needed for passenger services, in which case pas- 
senger traffic is properly assessed all the costs. Still, the 
possibility exists that increased costs of maintenance due 
to operations in urban areas may be attributed im- 
properly to passenger traffic because passenger traffic 
does not account for all the trackage within city limits.’ 


The extent of possible spurious correlation has been 
minimized in the succeeding analyses by the use of very 
narrowly defined cost accounts. The chances of spurious 
correlation are much greater if the cost relationships are 
established only for such total accounts as maintenance 
of way and structure than when the cost relationships 
are asserted for such detailed accounts as, for example, 
maintenance of snow fences and sheds. The use of 
smaller, less aggregate accounts permits wider and surer 
use of outside (i.e., non-statistical) information to enter 
into the cost-finding process. Furthermore, analyzing 
each constituent cost category helps the analysis because 
railroading is a heterogeneous combination of many dif- 
ferent types of business operations. Specifically, total 
railroad operating expense includes all the labor, fuel, 
and miscellaneous variable costs associated with the 
operation of train yards and stations; it also encompasses 
marketing, advertising, selling and promotion expenses, 
under the catchall heading of traffic expenses; similarly, 
the major proportion of the costs of utilizing capital are 
included in the maintenance of way and structure and 
the maintenance of equipment portions of total operat- 
ing expenses. The aggregation of such a diversity of cost 
categories into one single figure for analytical procedures 
(as has been usually done in previous statistical investi- 
gations) must inevitably hide important details as well 
as carry a high risk of spurious correlation. For example, 
such aggregation implies that all the sub-categories of 
total operating expenses vary in relation to the same 
measure of operations, usually taken to be gross ton- 
miles of traffic. Obviously, other measures may be supe- 
rior for particular sub-categories of costs, ¢.g., engine 
miles for measuring engine maintenance costs and yard 
engine hours for switching costs. 

The use of detailed cost relationships also means that 
the information obtained from this study may be useful 
in other areas of railroad costing. Nevertheless, the 
primary purpose here is not to obtain cost information 


1. In actual fact, it was found when the statistical tests 
were made that urbanization did not seem to have an inde- 
pendent influence on most maintenance costs. See Section IV 


for specific operations, but to obtain average or typical 
figures applicable to the problem of estimating the over- 
all avoidable costs of passenger operations. 

Another “deficiency” of the statistical approach to 
costing is that the statistical estimates are inexact. The 
error term in the cost functions is the evidence of this 
fact. The statistician bases his method upon the belief 
that these errors occur in a random, nonsystematic fash- 
ion. The existence of the errors is conventionally 
attributed either to errors of observation in the variable 
being explained or the random, nonsystematic effect of 
minor variables not explicitly included in the function. 
The first of these two explanations is commonly em- 
ployed when statistical methods are applied to the analy- 
sis of experimental results; the second is usual when sta- 
tistical methods are employed with historically generated 
data, as is the case with the present study. The random- 
ness assumption must be met if the estimate of the slope 
coefficient in the regression function is not to be biased.” 
Where the assumption isn’t met “spurious relationships” 
of the type discussed above will result. As previously 
pointed out, whether this circumstance is helpful or 
harmful depends on the particular situation under 
analysis. 

Besides randomness, it is also usually assumed that the 
error terms have a mean equal to zero. If this mean- 
equal-to-zero assumption is not met, the result is an 
increase or decrease in the estimate of the constant term 
in the regression equation ; specifically, the constant term 
absorbs unto itself the actual mean value of the error 
term. 

For the cross-section cost functions employed in this 
study positive constants were usually found for the statis- 
tically fitted functions.* As already pointed out, this is 
best attributed to curvilinearity in the lower portion of 
the cost function. Taking the analysis a step further, one 
might logically attribute the appearance of such non- 
linearity to there being many minor fixed or semi-fixed 
inputs in most production situations whose proportions 
cannot be ideally adapted until a certain level of output 
is achieved. If this be the major cause of non-linearity. 
constant terms would disappear if explicit measures of 
all the minor fixed inputs could be included in the esti- 
mating equations. In other words, if we had a truly 
complete cost function that included every possible out- 
put and fixed-size factor that influences costs, the esti- 
mate of cost would, definitionally, have to equal zero 
when every one of these quantity and size variables also 
equals zero; under such circumstances there could be no 
constant term. 

This circumstance has important implications for cost- 
ing procedures. As previously pointed out, when the 
statistical results are applied we will obtain estimates of 


1. That non-randomness will bias the slope coefficient can 
be readily seen from the following consideration. If every time 
that one of the included explanatory variables increased, the 
excluded and ostensibly unimportant i varied in the 
same direction and had the same effect upon costs, the influence 
of these excluded variables would be reflected in the estimate 
of the slope coefficients of the included explanatory variables. 
Similarly, if one of the included variables had a positive influ- 
ence on costs and every time it increased the excluded variables 
decreased and had a positive influence on costs, the effect would 
be to reduce the estimate of the slope coefficients below what 
they should properly be. 

2. This was almost always true when the total threshold 
costs were obtained, i.¢., the sum of the simple and investment 
threshold costs. 
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output variable costs, size variable costs, and threshold 
costs; we will also obtain, however, an estimate of the 
estimation error as well. The question therefore arises 
as to which one of these three categories — output 
variable, size variable, or threshold costs — should the 
error be attributed? Only if some attribution of the 
error is made can the categories into which the total 
costs are divided equal the total cost. And it is desirable, 
though not essential in costing procedures to have the 
whole equal the sum of the parts. The preceding argu- 
ments strongly suggest that any observed error term 
should be attributed to the threshold costs. This attribu- 
tion of the error term to the threshold costs follows from 
the simple fact that we know that the threshold costs are 
essentially the mean or the average value of the error 
terms. Therefore the subtraction or addition of the error 
term to these costs involves the addition (subtraction) 
of likes to (from) likes.’ 

This procedure is, however, at least something of an 
oversimplification since it eliminates the possibility of 
certain roads having large estimation errors because of 
atypical variable cost characteristics. The most likely 
explanations for different variable cost behavior would 
be a somewhat unusual “make-up” of the output 
variables (e.g., a very high density of coal or commuter 
traffic) or an opportunity to make abnormally heavy use 
of certain elements of plant capacity. The latter situa- 
tion seems to be a distinct possibility for the two largest 
American systems, the New York Central and Pennsyl- 
vania, because of their very high levels of traffic density. 
This was just another reason for separately analyzing 
these two roads, as explained in Section V below. 

These same possibilities exist to a lesser extent for the 
other roads included in the analysis. For these roads, the 
chances of these omitted factors influencing the results is 
less because there was no indication in the preliminary 
analyses that these factors played a pronounced role in 
cost determination. The possibility remains, though, that 
while these factors evidenced no systematic effect over 
the total sample of twenty-five roads, they could be 
influential in specific instances. Thus, while the total 
estimate of avoidable passenger costs for the entire group 
of major American roads would not be influenced, these 
omitted factors could possibly alter the individual esti- 
mates of avoidable ae costs for particular roads. 

The only way to check for this eventuality would be to 
conduct a reasonably extensive analysis of error-term 
behavior to see whether these errors are systematically 
related to various excluded factors. These excluded fac- 
tors would be such items as the utilization ratios, com- 
muter traffic density, regional characteristics, etc. Time 
prevented executing any formal analysis of this type as 
part of this study. However, a reasonably systematic, 
(although not statistically formal) scrutiny of the error 
terms obtained in this study did not reveal any important 
relationships of this type. 

(F) The Statistical Cost Models Used in This Study. 
In designing the basic models used in the analysis, U.S. 


1. A particularly large negative error term could reduce, of 
course, the total estimate of fixed costs to a negative 
level. A negative cost is obviously impossible in the present 
context and such a circumstance indicates that the other 
(variable) costs have been overestimated. To make at least 
rough compensation for this type of event in the few cases that 
it occurred, the estimates of passenger and freight costs were 
marked down (according to their relative proportions of total 
costs) to a degree sufficient to absorb all the error term. 
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Class I railroad systems were divided into three size 
groups: 

(a) Small —-defined as roads with less than 3000 
miles of road; 

(b) Medium — defined as roads with more than 3000 
miles of road; but excluding the very large roads 
in the U.S.: the New York Central and the Penn- 
sylvania. 

(c) Large -— the New York Central and Pennsylvania. 
The basis of this segregation may be seen from inspection 
of Figure III. To meet assumptions necessary for the use 
of simple multiple regression techniques, the data should 
fan out in such a manner as to be approximately enclosed 
in parallel straight lines, like the dashed lines in Figure 
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Class I U.S. Railway Systems: Cross-Sectional Data 
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III. Where this is the case, analysis of operating ex- 
penses through introduction of explicit size variables is 
appropriate. As shown in Figure III, this assumption is 
reasonably well met for the medium and large roads but 
not for the small roads, Consequently, the above division 
of the roads has a basis in considerations of statistical 
procedure. The use of explicit size measures, it should 
be noted, also avoids the problems involved in interpret- 
ing ratios; a full account of these problems will be found 
in Appendix A. 
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In the analysis here, regressions have been run on the 
25 systems in the “medium” range. Fitting a linear 
cost function to data ining only to these firms 
usually results in observing a line such as the statistical 
function shown in Figure IV, which fits the upper por- 
tion of the cost curve well, but extrapolates backward to 
form a constant, OA, at its intercept with the vertical 
axis. As previously explained, this constant is probably 
a result of curvilinearity in the lower portion of the func- 
tion which, in turn, implies the existence of economies of 
scale achieved through becoming larger regardless of 
variations in the principal capital or fixed input, S. It is 
in this lower portion of the cost curve that the small rail- 
road systems lie so that the division of the roads between 
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small and medium also corresponds to a division between 
roads for which a linear cost function is a good approxi- 
mation and those for which it isn’t. The two large roads 
have been excluded from the basic statistical runs not 
only because of their many distinguishing special charac- 
teristics but also because they are so disproportionately 
large relative to the other roads. They would have had 
an overwhelming influence on the final results if they 
had been included so that any characteristics peculiar 
to them would have determined the over-all results. 


(G) The Costing of Individual Trains. The proposals 
of the Bureau of Accounts, Cost Finding and Valuation 
envisage the development of the avoidable cost of each 
train. Avoidable costs are ambiguous in this context; 
either the avoidable costs of each train can be computed 
on the assumption of the simultaneous abandonment of 
all other passenger service, or alternatively, upon the 
assumption that other passenger services are retained 
and one train alone is eliminated. Since any policy 
questions involving the first assumption are already an- 
swered by the computation of the over-all avoidable cost, 
the second assumption is clearly more meaningful. 

This means that passenger threshold costs and pas- 
senger fixed capital input costs are disregarded in com- 


puting the avoidable costs of an individual train. Such 
costs by definition are incurred to maintain any volume 
of passenger service and are unchanged by the climina- 
tion and addition of individual trains. The costs that 
will be reduced by the elimination of single trains are 
passenger direct output and passenger investment vari- 
able output costs. 

These costs are determined initially in statistical cost- 
ing in the form of a coefficient stating that for every 
change in a unit of output (say gross ton-miles) the 
total costs vary by a stated number of cents. This is the 
same form that is utilized in the Bureau’s proposal for 
the costing of individual trains. Output data, termed 
there the pricing unit, are collected for each train. This 
pricing unit, usually gross ton-miles, is multiplied by a 
unit price to determine the total cost of that train. 
Exactly the same approach can be applied to the data 
developed here with the output c jent as the unit 
price. The output coefficient, however, here represents 
how costs have actually changed with variations in 
traffic, other factors held constant, and thus the output 
coefhicient is a reasonably accurate predictor of how costs 
will change with the elimination of a single train. In 
contrast, the unit price as developed in the Bureau’s 
proposal is an average cost and as discussed subsequently 
fails to represent the changes in costs with variations 
in traffic. 

It should be remembered, however, that the statistical 
coefficients represent only typical operations. In cases 
where it is clear that the train is atypical, further analysis 
and adjustment of these coefficients are required. 

Furthermore, statistical costing should be limited to 
costs in which either common or fixed costs preclude 
the direct recording of expenses. For an item like train- 
men wages, it may not be prohibitively expensive and is 
more accurate to simply record the actual expenses of 
trainmen’s wages on a particular train, because there are 
no elements of cost not directly observable. Statistical 
costing is not advanced here as an exclusive method of 
costing, and whenever direct costing can be accurately 
and inexpensively employed, it should, of course, be 
utilized. 


III. COSTING METHODS: AN EVALUATION 
OF PREVIOUS STUDIES OF THE PAS- 
SENGER DEFICIT 


(A) Introduction. Costing methods can be evaluated 
by two criteria: the underlying concepts of cost involved 
in the study and the empirical implementation of these 
concepts. This section is an analysis in light of these 
criteria of the costing methods used by the ICC and 
Professor Berge in their separate studies of the passenger 
deficit. 

The underlying concepts must be judged in terms of 
their usefulness in making decisions. Cost data is col- 
lected only to aid someone — management, regulatory 
commissions, or investors — in making decisions. There- 
fore cost data must have the form that if a specified 
decision is made, costs can be predicted to change in a 
certain manner. In the context of the present study this 
means that the costs assigned to passenger service should 
reflect the costs eliminated by the cessation of passenger 
and allied service. The criteria for the quantitative im- 
plementation of the cost concept is simply that em- 
pirically accurate predictions of these cost changes occur 
when various alternative courses of action are taken. 
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(B) The Current ICC Methods of Costing Passenger 
Service.’ The present methods of passenger cost alloca- 
tions used by the ICC do not pass even the first 
criterion of establishing a cost figure which is useful for 
some prospective decision. Only an artificial fully 
allocated cost of passenger and allied services is pro- 
duced. Any policy decision requires at least a rough 
division between fixed and variable costs and between 
common costs which could and could not be reduced 
with the elimination of passenger service. In contrast, 
fully distributed cost, arrived at by the mechanical appli- 
cation of empirically dubious formulae, is of little use in 
determining the effects of passenger traffic on the finan- 
cial needs of the carriers, or in the management of the 
individual railroad, or in the making of rates, or even in 
comparing the financial results of one carrier to another. 
Such a conclusion as to the uselessness of fully distributed 
costs is indeed stated by the Commission’s own publica- 
tions on cost finding, and by its own costing of freight in 
which the division between out-of-pocket (variable) and 
fully distributed costs is stressed.* 

The confused nature of present ICC costing is ex- 
plained by its origins. According to Mr. Jelsma, Direc- 
tor of the ICC Bureau of Transportation Economics and 
Statistics, “The history of the rules of separation which 
the Bureau is attempting to get together indicates that in 
the past the separation was laid down for the purpose of 
assisting the Commission in making passenger rates. It 
was not originally conceived as far as I have been able 
to discover as a cost instrument. . . . I am not sure that 
the separation as it was conceived between passenger 
and freight is a realistic conception.””* 

The passenger rate cases, to which Mr. Jelsma refers, 
dealt with establishing upper limits on passenger fares. 
In the relatively prosperous period of the early twenties 
when these cases first became prominent, the Commis- 
sion’s concern was that passenger traffic should not con- 
tribute an undue share to railroad overhead. In this 
context fully distributed costs serve at least as a guideline 
for the maximum contribution to overhead. In the cur- 
rent context, sow the upper limit on railroad passenger 
fares is provided by vigorous intercarrier competition, 
fully distributed costs are irrelevant to the contemporary 
problems of public and managerial policy. 

The methods of dividing total costs between passenger 
and freight are as arbitrary and as meaningless as the 
concept of fully distributed cost itself. All railroad ex- 
penses are divided into: (1) those solely related to 
freight service; (2) those solely related to passenger and 
allied services; (3) those common to both freight service 
and passenger and allied services and ; (4) those related 
to neither freight nor passenger service, i.e., the costs of 
non-transportation activities of the railroads. The first 


1. As set forth in Rules Governing the Separation of Oper- 
ating Expenses, Railway Taxes, Equipment Rents and Joint 
Facility Rents Between Freight Service and Passenger Service 
on Class I Railroads Including Switching and Terminal Ex- 
penses (ICC, 1953, as amended by Orders of July 6, 1954 and 
"een 3, 1954), henceforth cited as Rules. 

. See particularly Chapter I of Bureau of Accounts, Cost 
Funding and Valuation, Explanation of Rail Cost Finding Pro- 
cedures and ye Relating to the Use of Costs (Washing- 
ton, D. C., 1 

3. ge 2s minutes before the Interstate Commerce 
Commission Docket No. 31954, “In the Matter of Railroad 
Passenger Deficit,” Washington, D. C., January 30, 1957, pp. 
183-4. 


two of these cost categories, the direct costs, usually have 
a reasonably concrete and discernible meaning — 
although not always; it is with the last two categories, 
particularly the third, that substantial difficulties arise. 

The assignment of costs to each of these categories is 
guided by the rule that “carriers shall first assign to 
freight service or to passenger service, including allied 
services, the expenses that are directly or naturally 
assignable to such services respectively, except as stated 
below.”* The rules provide additional guidance only in 
the statement: ““The test of whether an item of expense 
is direct or common should be based upon whether the 
po performed or the use of the facility is related 

— to the freight service or to the passenger service, 
on the one hand, or on the other hand, is common to 
both freight and passenger service.’”* 

No problem arises with accounts like sleeping cars 
expense or the expense from loss and damage of freight. 
But for many accounts the present system fails to pro- 
vide a uniform treatment of costs because judgements as 
to what is naturally assignable differ. It is not surpris- 
ing, then, to find an account like enginehouse expense 
treated as common by some roads and as solely related 
by other roads. Professor Ladd reports several other 
examples of the differing treatment of accounts in 
various railroads.* 

The common costs (about a third of fully distributed 
passenger costs) are generally allocated to freight and 
passenger service according to the proportion of common 
physical units of each service. For example, the main- 
tenance of way and structure on common running tracks 
is divided between passenger and freight as the propor- 
tion of gross ton-miles handled over the tracks by each 
service.* Other accounts, such as yard switching, are 
assigned according to the total switching hours of each 
service.* Such allocation assumes that freight and pas- 
senger service units are identical, yet, as cited earlier, 
some engineers maintain that a gross ton-mile of pas- 
senger service adds twice as much to maintenance ex- 
pense as a gross ton-mile of freight service. The method 
of costing developed here eliminates this problem by 
insisting that the weighting system be based on actual 
empirical fact to the greatest extent possible rather than 
on mere assumption. 

Other common costs, in such accounts as maintenance 
superintendence, are allocated on the basis of the cost 
proportions assigned to freight and passenger in other 
related accounts without an empirical test whether these 
overhead costs are actually incurred in a one-to-one 
relation to other costs.° Also, whenever the direct ex- 
penses of a given account are more than fifty per cent of 
the total expense, the remaining common expenses are 
arbitrarily allocated in the same proportion as the direct 
expenses. Another arbitrary assumption is the allocation 
of miscellaneous general expenses between freight and 
passenger in proportion to the total costs incurred by 
each service." 


1. Rules, Section 121.01. 

2. Ibid., Section 121.02. 

3. Dwight Ladd, Cost Data for the Management of Rail- 
road Passenger Service, Boston (Harvard University, Graduate 
School of Business Administration, 1957), pp. 63-73. 


4. Rules, Section 121.2. 
5. Ibid., Section 121.42. 
6. Ibid., Section 121.1. 

7. Ibid., Section 121.66. 
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An even more serious omission in the ICC procedure 
is a universal failure to make an assessment of what pro- 
portion of the various passenger costs are variable, what 
are fixed and just how fixed. Without knowledge about 
the variability of different cost accounts when outputs 
change, no estimate can be made of the costs avoided 
when a particular service or output is curtailed. Yet an 
estimate of avoidable passenger costs is the central objec- 
tive or need of regulators and management in making 
current decisions about the rail passenger business. In 
this connection, the last page of the ICC costing rules 
contains in bold print the following statement: “The 
operating expenses, taxes, and equipment and joint 
facility rents assigned and/or apportioned to either serv- 
ice may not represent the amounts that could be elimi- 
nated if either service were discontinued.”! This seems 
to be an accurate assessment. 


(C) The Costing Methods of Professor Berge. Pro- 
fessor Berge provides a sharp criticism of the ICC cost- 
ing of passenger services in his monograph on the 

assenger deficit.? Essentially, he maintains, as is argued 
in the preceding remarks, that the fully distributed costs 
have no utility at either the level of regulatory or private 
management decisions. As an alternative, he proposes 
as the proper measure of the costs of passenger service 
“the use of aichtehs costs.” Whether this means long- 
run avoidable costs is unclear, although the term “full 
avoidable costs” suggests a long-run concept. Avoidable 
costs assume that the principal function of railroads is 
freight service and passenger service is a by-product. 
Hence “the profitability of passenger service to any rail- 
road whose principal business is carrying freight is best 
measured by the extent to which the revenues added by 
passenger service exceed the expenses which could be 
avoided by its elimination.”* This concept of costs is 
identical to that underlying this study. At a conceptural 
level, then, Professor Berge’s study passes the criterion 
of decision: -making usefulness, although, since it provides 
a minimum of information as to the determinants of 
costs perhaps not with very high marks. 

The shortcomings of the Berge approach are more 
apparent at the level of empirical implementation. Pro- 
fessor Berge measures “avoidable costs of passenger 
service” as the costs now reported by the railroads as 
solely or directly related to passenger service. This heroic 
assumption is justified by the following logic: “While 
directly assigned operating expenses related solely to 
passenger and allied services do not include all avoidable 
costs, they are a far better measure of avoidable costs 
than the sum of all costs assigned and apportioned in 
accordance with the rules of the Interstate Commerce 
Commission.”* 

Professor Berge thus takes the ICC accounting system 
as able to produce only two passenger costs: the solely 
related and fully allocated costs. As Professor Berge 
easily shows, fully allocated costs are not a measure of 
avoidable costs. But neither, as Professor Berge admits, 
do the solely related costs measure the avoidable costs 
of passenger service. His argument is only that solely 
related expenses are a better measure. 

Simply because fully distributed costs are a poor 


1. Ibid., Note B after Section 121.78. 

2. Stanley Berge. The Railroad Passenger Service — Costs 
and Financial Results (Evanston, Ill., 1956). 

3. Ibid., p. 5. 

4. Ibid., p. 16 (italics added). 
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measure of avoidable costs does not mean that solely 
related costs are necessarily a better measure. The com- 
mon cost category is created because, in fact, many rail- 
road costs are acknowledged to be determined by the 
existence of both passenger and freight service. Common 
costs exist and the separate influence of freight and 
passenger service on such costs must be measured. 
Professor Berge’s procedure merely assumes away com- 
mon costs, the central problem of railroad costing. 

The results of assuming away the problem of common 
costs are most apparent in the results for the individual 
railroads. For example, according to Professor Berge, 
the New York Central would have operated at a loss 
during 1947-1954 except for the existence of a highly 
profitable passenger service. Similarly, the Pennsylvania 
derives half of its net profits from passenger opera- 
tions. Such conclusions were undoubtedly a surprise to 
the management of these companies since it seriously 
conflicts with their own jud t of the seriousness of 
the passenger deficit. Finally, Professor Berge concludes 
that passenger service contributes eleven per cent of the 
net revenue of American railroads rather than creating 
a deficit.* 

In addition to the inherent limits of this a 
Professor Berge’s computations ignore the fact that the 
separation between common and solely related expenses 
proceeds under very vague instructions of the ICC and 
the actual treatment of the division between solely re- 
lated and common expenses varies between railroads, 
so that the reported solely related costs are an arbitrary 
figure. Finally the whole approach conveys a minimum 
of information on the factors determining passenger 
costs so that the utility of this approach is limited to 
decisions requiring a total avoidable cost of passenger 
service with no division between variable and fixed 
expenses. 

Professor Berge, however, also argues that: “Directly 
assigned costs are more useful to management than 
statistically-apportioned costs because they are tangible 
and susceptible to control.”* Tangibility as a criterion 
of costing is certainly a backward step; surely the ac- 
ceptance of such items as depreciation as a valid cost is 
an advance in cost accounting even though depreciation 
cannot be visually observed. “Susceptible to control” is 
a valid criterion for a costing system but statistical cost- 
ing as developed in this study reports how managements 
have in fact controlled and altered costs in response to 
the varying volumes and proportions of freight and pas- 
senger traffic on different American railroads. Hence, it 
represents a better guide to the possibilities of altering 
costs than solely related costs. 

Professor Berge’s work then represents an advance in 
the statement of the conceptual problem of avoidable 
costs, but its empirical implementation is woefully in- 
adequate. As Professor Berge states, “The problem, yet 
unsolved, is to determine as accurately as possible the 
full avoidable cost of railroad passenger service.”* 

(D) The Proposed ICC Costing Formula. The ICC 
has not ignored the objections made to its costing pro- 
cedures for passenger traffic, and as noted in the intro- 
duction, is now engaged in reconsidering the entire 
question of how to determine passenger costs. In this 
connection the ICC Bureau of Accounts, Cost Finding 


1. Ibid., p. 32. 
2. Ibid., p. 16. 
3. Ibid., p. 12 (italics ours). 











aluation has submitted a proposed formula and 
new method for determining passenger costs.’ 

Metal ory mip agua aye: Mee poacedt eamatang 
determined by the t ures of apportionment. 
is Taryalgary artes arvegon 

(a) the total avoidable costs of service as 
sum of the solely related passenger costs plus the 

avoidable portion oh RN mp. e. one 
t-of-pocket costs of passenger service as the sum 0! 
the out-of-pocket proportion of the solely related pas 
senger costs plus avoidable portion of the common 


costs. 
Both these definitions are tly to be long-run 
costs; that is, cost variations after all the adjustment in 
by a traffic variation are completed. 


| 


overhead or fixed costs which ideally 
held bn soscomeed from 
but not from particular of 


applied to all passenger traffic (avoidable costs) and 
then to classes and even trains within the passenger traf- 
fic category (out-of-pocket costs).? But for out-of- 
pocket costs to be so utilized for individual categories of 

traffic requires the t of unit costs 
individual operations. The Bureau proposes the de- 

t of avoidable costs for particular trains and 
particular types of traffic. By the application of the ap 
propriate percentage, these avoidable costs can be di- 
vided between fixed and out-of-pocket costs.* 

At the conceptual level the proposed formula involves 
the same definition of avoidable costs as utilized here. 
However, the Bureau’s definitions of costs are not rigor- 
ous; for example, there is no attempt to relate the 
determinants of costs to size as well as output, or to 
specify the distinction between fixed and variable costs, 
or to consider a wide r: of output variables for each 
account. This is to say the extremely limited con- 


8 


It is at the level of empirical implementation, how- 
ever, that the proposals of the ICC are most inadequate. 
The existing fully distributed passenger costs are taken as 


1. ICC, Bureau of Accounts, Cost Finding, and Valuation, 
Proposed Formula for Determining Cost of Providing Rail Pas- 
senger Service by Classes of ae and Comparing the Costs 
with the Service (Washington, 1956). 

2. There seems to be no reason except historical accident to 
treat passenger service (mail, etc.) as a unit and to conclude, 
for example, that mail avoidable costs should be borne by coach 
service. 

. The proposal contains no details on what tages will 
eonaneee or how the conversion from avoidable to out-of - 
pocket costs is accomplished. A possible approach is to take 
85 per cent of the solely related passenger costs plus the avoid- 
able common costs. The Bureau in previous studies has con- 
cluded that railroad costs are about 85 per cent variable and 
applies such a percentage to passenger costs in another study of 
the nger deficit. (See Distribution of the Passenger Deficit 
by Fype of Traffic, 1953, Statement No. 3-53.) As discussed 
subsequently, the methods by which this 85 per cent figure is 
obtained are highly suspect. 
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given; there is no questioning of either the present alloca- 
tion of the common costs or the solely related 

Yet both these figures are highly arbitrary as discussed 
in the preceding section. Furthermore, this approach 
rules out any possibility that the avoidable costs can be 
greater than the present fully distributed costs, yet in 
view of the arbitrary nature of the present figures, this 
is entirely possible. 

The actual computations under the new approach 
would be as follows: first, the fully distributed passenger 
expenses on the maintenance of way and structures 
account would be a) ioned between running, switch- 
ing, station, and special service generally on the basis of 
the actual records of expenditures in these categories or 
the percentage distribution in other accounts. Fully 
distributed passenger costs of equipment maintenance 
and depreciation would be likewise distributed between 
running, switching, and station expense. Similarly, fully 
distributed transportation expenses would also be dis- 
tributed among the same categories. In addition, how- 
ever, special studies, for a test week, are to 
determine the distribution of the time of such items as, 
say, station employees between running expense (handl- 
ing messages for passenger trains) and baggage, mail, 
and ticket service, in order to allocate station expenses. 

The investment in roadway and equipment would be 
multiplied by a capital return figure representing the 
applicable rate of interest. This interest cost is divided 
between freight and passenger service on the basis of 
the amounts reported in the appropriate maintenance 
account, and further subdivided between 
switching and station on the basis of track-miles or is 
directly assigned. 

These costs are then aggregated to produce such total 
accounts as the passenger costs for maintenance of way 
and structure, running, expenses, etc. These total costs 
are then multiplied by the “avoidable percentage” as 
determined by ial studies. The proposed formula 
contains no explicit statement of what such studies will 
be. From the context, however, it appears that this 
avoidable tage is determined by the percentage 
that the solely related expenses and the variable portion 
of the common expenses bear to the total ex in 
each account. The Bureau already has ures for 
determining the variable portion of costs in freight 
services and presumably these procedures may be ap- 
plied here.* 

The basic technique of the Bureau in obtaining the 
variable proportion of costs is statistical in the sense that 
the cost division is done by a cross-section analysis of the 
relationship between operating expenses and output.’ 
Both of these are deflated by dividing miles of road in 
order to eliminate the influence of size. Occasional efforts 
are made to eliminate other influences on costs such as 
length of haul and region by dividing the roads into 
sub-groups according to these criteria. The statistical 
analysis is limited to establishing the simple regression 
between operating expenses per mile of track and the 
traffic density (ratio of total gross ton-miles to track 
mileage). The results are converted into a per cent 
variable, although they could be equally well utilized 
in their absolute form. 

1. ICC, Proposed Formula, p. 29. 

2. ICC, Explanation of Cost Finding Procedures, op. cit. 

3. The ICC methods of making statistical allocations of 
costs between fixed and variable categories is described in 
detail in Appendix A. 
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There are several objections to this procedure. First. 
the analysis has traditionally been much too aggregative, 
usually dealing with total operating expenses. Railroad 
costs, however, are a composite of many operations, each 
possibly having a unique form of cost function. Further- 
more, working at an aggregative level, there is no 
possibility of considering the influence of different 
measures of output with different expense categories. 
The over-all variability percentage is applied, more- 
over, to various accounts despite the fact that each of 
the accounts may have a different proportion of vari- 
able to fixed costs. 

The more fundamental objection is that dividing 
through by miles of track, a good measure of size, elimi- 
nates or holds constant the effect of changes in plant 
with changing traffic volume. Hence, it measures 
changes in costs with plant held constant, that is, only 
the short-run adjustment of costs to changes in volume. 
This short-run measurement fails to correspond to the 
emphasis on full (long-run) avoidable costs. All these 
objections, of course, may be met in the prospective 
special study but they will not be if current practice in 
obtaining a separation between fixed and variable costs 
is carried over into the new work. 

The implication of the text describing the new proce- 
cures is that the ~.crcentage avoidable, however deter- 
mined, is to be applied to the passenger proportion of 
common costs. This assumes that these common costs 
have some real economic meaning when in fact the 
figure is highly arbitrary. When such a figure is added 
to solely related costs (itself a figure of somewhat more 
but still limited objectivity) to compute a percentage of 
total costs which is avoidable, the result would appear to 
give little indication-of how railroad costs would change 
should passenger service be eliminated —- except by 
possible chance. Finally, the percentage of avoidable 
costs in each account will vary with the volume of 
traffic for at low levels of traffic fixed costs are more 
significant than at high levels of traffic. The use of 
percentages overlooks this economic relationship. 

Continuing with the description of the new formula, 
the total avoidable costs computed for each account 
would be next converted to a unit basis. Data are 
collected on such output units as the total locomotive 
miles for locomotive expenses, car-miles for car expenses, 
cars handled for switching expenses, passengers on and 
off for station expenses and pieces of baggage on and off 
for baggage handling expenses. The relevant avoidable 
costs then are divided by the appropriate units of output. 
This procedure is a step forward in railroad cost ac- 
counting in that the output units are those which bear a 
functional relationship to the cost category. Again, how- 
ever, the ICC approach allows only one measure of out- 
put and does not consider the other influences on costs 
except output. In particular there is no attempt to 
separate fixed and variable costs, which means that the 
unit costs do not indicate what the change in costs 
would be if individual trains were abandoned. 

Despite these limitations, avoidable costs will be as- 
signed to individual trains. During a test period of one 
week, records are to be kept on the output measure of 
each train in the United States, that is, the number of 
passengers, baggage and mail off and on for station ex- 
penses, car-miles for car expense, locomotive miles for 
locomotive expenses, etc. The units of each output are 
multiplied by the unit cost as given above and each cost 


so derived is totaled to yield the total avoidable expenses 
for each train. Individual train expenses are apportioned 
between the various services — baggage, mail, first class 
coach. For cars devoted to a single use, unit costs for 
certain categories, like car maintenance, are directly 
available: for combination cars these expenses are appor- 
tioned by car-foot-miles. Likewise locomotive expenses 
are divided by car-foot-miles among the various services. 
Revenues for each train for each service are also recorded 
for the test period. The final result then is a passenger 
deficit for each train and for each service on that train. 

This conversion of aggregate costs to unit costs repre- 
sents a combination of two methods; average and 
average direct costing. Both of these methods may give 
misleading results as to how costs will change with 
variations in traffic because of an almost inherent tend- 
ency to confuse average and incremental cost. The 
common procedure is to divide an aggregate cost by a 
measure of output, such as gross ton-miles or car-miles, 
to obtain unit costs. As shown in Figure IV, this in 
effect means drawing a line OA from the origin to the 
point on the cost function corresponding to current out- 
put, (Q,). The tangent of this line equals AQ,/OQ, 
and thus represents the average cost. 

Such an average cost cannot predict the costs at an- 
other level of output, say Q., if the true cost function 
has the form shown in Figure IV. From the true cost 
function these costs are OB, the cost level corresponding 
to Q:, whereas a prediction of costs by multiplying the 
average costs derived at Q, times the new traffic level Q. 
results in a higher and incorrect cost estimate of OC. 
(Such a procedure amounts to extrapolating the linc 
OA out to the new quantity level Q,.) Only if there 
were no fixed costs and the cost function was in fact 
linear docs the conventional procedure yield correct 
results. 

By contrast, direct costing does involve making an esti- 
mate of fixed costs. In terms of Figure IV, this amounts 
to moving the intercept of the cost function up to O, 
Again at point Q,, average costs are obtained by, in 
effect, drawing O,A. Prediction of costs at a new traffic 
volume (Q,) will be at D, again overstating the truc 
costs. Since there is likely to be non-linearity at low 
volumes of output, a straight line connecting fixed costs 
and costs at the current level of output may not repre- 
sent the true slope of the cost function. Instead, the truce 
slope is given by a straight line connecting the point 
(OO,) and the current cost level. The methods pro- 
posed here will result in coefficients which will in fact 
estimate the “true” cost function, since they represent 
the true change in cost with changes in traffic, that is, 
the incremental costs. 

Of course, in some cases the fixed costs may be in- 
significant and the cost functions linear. Furthermore, 
conventional cost accounting has often used data more 
pertinent to particular operations than have previous 
statistical investigations of costs. But neither of these 
points is an answer to procedural objections against a 
complete reliance on conventional methods as suggested 
by the ICC proposal. It merely means better data is 
available than has often been used in the past, and in 
some cases conventional cost accounting may be suf- 
ficient. A good study should certainly employ the best 
data and the best available procedures for the problems 
under investigation rather than blindly adopt one method 
for universal application. 
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Needless to say, the collection of all these data on a 
train basis is extremely expensive. Estimates of cost of 
collection range up in order of magnitude to a million 
dollars,’ only to provide an apportionment of an arbi- 
trary and unreliable avoidable cost. The use of these 
operating statistics in apportioning avoidable costs com- 
puted as described above produces no figures that would 
truly represent the avoidable cost of an individual train, 
that is, how costs would change should that train be 
abandoned, assuming other passenger service is un- 
changed. 

Even if the total avoidable cost were correct, its assign- 
ment to individual trains and service is nothing more 
than an allocation of this aggregate avoidable cost on 
a fully distributed basis. It does not indicate how rail- 
road costs might change if a certain train or certain 
service were eliminated and other passenger services and 
trains retained. It is just as fallacious to visualize that 
avoidable costs for individual trains and service are ob- 
tained by fully distributing over-all avoidable costs on 
the basis of physical units as it is to consider that the 
over-all avoidable costs of passenger service can be ob- 
tained by fully distributing all railroad costs. 

The basic limitation of the ICC approach is in treat- 
ing the railroad costs as something to be divided into 
various sub-accounts rather than analyzed in relationship 
to various actual determinants of costs. As long as the 
basic operations of cost assignment are limited to addi- 
tion, subtraction, and division there are no other possi- 
bilities. But statistical techniques have opened up a 
whole new range of possibilities of costing, enabling 
analysis of the empirical relationships of costs to output 
and size to supplant the subdividing of arbitrary num- 
bers into various equally arbitrary sub-components. 


IV. THE DEFINITION OF THE STATISTICAL 
COST FUNCTIONS 


The results of the statistical cost studies are essentially 
summarized in the accompanying Table II. Because of 
the great detail of the present work, the table is nec- 
essarily long and tedious to read. A brief resumé of the 
procedures used in the statistical costing therefore should 
prove useful as a guide to reading the table. 

The first step in statistically determining railroad 
passenger costs was to define the cost categories to be 
included in the analysis. These definitions are shown in 
column (1) of the table. Basically, an attempt was made 
to define the cost categories in a narrow enough fashion 
that each category of costs could be explained by the 
variations in a fairly limited set of output and size vari- 
ables. For the most part this objective was achieved. 
However, there are a few cases in which achievement 
fell somewhat short of the ideal because the ICC classi- 
fications used in railroad reports were entirely too broad 
for good analysis. Examples of overly-heterogeneous 
cost categories would be the various engine and passen- 
ger car maintenance accounts. 

Once the categories were defined, the next step was 
to carefully re-examine the nature of the items entering 
into each of these cost groupings with the objective 
being the establishment of relatively complete lists of 


1. Testimony of William Moloney, before the ICC, In the 
Matter of the Passenger Deficit, January 30, 1957. 


variables that might influence each type of cost. These 
lists constitute column (2) in the table. For convenience. 
two lists are given for each category: output variables 
which are denoted by Arabic numerals and size vari- 
ables that are listed by letter. At the exploratory stage 
in the study a number of statistical trial runs were un- 
dertaken. (For these trial runs both correlation and 
regression techniques were employed.) The point of 
these “trials” was to determine which variables should 
be kept in and which could be safely excluded from the 
final cost function. 

The basic criterion, as explained earlier, was that the 
variables retained should provide a maximum expla- 
nation of cost variation. The appropriate index for such 
measurement is the statistician’s “correlation of multiple 
correlation squared” which is the R* term shown for 
each model in column (1). Thus, the objective of this 
sorting procedure was to find that combination of the 
explanatory variables that gave rise to the largest value 
of R*.' Essentially, variables were added until no sig- 
nificant improvement in the value of R* could be ob- 
tained by inclusion of further variables. The results of 
this sorting procedure are shown in column (3) of the 
table where those explanatory variables retained in the 
final analysis are listed. 

The raw or unadjusted “slope coefficients” of these 
retained variables were next found wherever they had 
not already been found in the course of the sorting pro- 
cedure. The terms raw and unadjusted simply indicate 
that these coefficients represent the simple results of the 
statistical fitting process and they take no account of the 
so-called pyramid effects due to interrelationships be- 
tween the size and quantity variables. These raw coeffi- 
cients are reported in column (4) of the table along 
with their “standard errors of estimate’? which are shown 
in parentheses below each coefficient. The standard 
error of estimate provides a rough guide to the reliability 
of the various slope coefficients. According to the stand- 
ard statistical probability tests, the coefficients should 
be roughly twice the size of the standard errors to be 
safely considered reliable. In the present case, this re- 
quirement would seem to be unduly stringent: the 
statistical tests on which these inferences are based 
assume that there is really no prior reason for thinking 
that the explanatory variables have an influence upon 
the dependent variable in the analysis, that is upon the 
cost variables in the present work. As is obvious from 
the precedures used to select these explanatory variables, 
such variables would not have been included in the 
analysis if they were not thought to have some sort of 
influence upon the cost category under investigation. 
The probability results must also be interpreted with 
caution because many of the underlying assumptions of 
the statistical probability model are not met by our cost 
data. The standard errors therefore are best considered 
as bench marks and interpreted in relative terms, What 
they basically indicate is that a coefficient that exceeds 
a standard error by three or four times has a more pre- 
dictable and dependable influence on cost than a coeffi- 
cient which exceeds its standard error, say, by only one 
and one half times. 

As already noted, the raw coefficients needed adjust- 

1. Technically speaking, the largest value of R’ was sought 
for a given number of degrees of freedom; that is, if four varia- 
bles were finally retained, the four remaining variables gave 


rise to a larger value of R’ than any other combination of four 
variables. 
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ment to properly take account of the interrelationship 
between the size and output variables. Our basic as- 
sumption was that output has the first order causative 
influence on cost in the sense that no size or invest- 
ment variable would be needed if there were no out- 
put to be produced. The adjustment procedure, there- 
a basically involved reducing the size influences on 
costs into output and non-output categories. The 
output category was translated into a mark-up of the 
raw cost coefficient for the quantity variables involved. 
Thus, the importance of these investment variable costs, 
as they have previously been termed, is shown by the 
difference between the raw quantity estimate shown in 
column (4) and the adjusted estimates shown in column 
(5). 

The constant term in the size-quantity interrelation- 
ship defines what has previously been called the invest- 
ment threshold cost and is shown as the second entry 
for each model in column (6). (To be specific, the 
investment threshold cost was computed by taking the 
constant term in the size-quantity relationship and mul- 
tiplying it by the size slope coefficient reported in 
column (4).) 

The first number reported in the threshold cost 
column, column (6), is the estimate of the so-called 
“simple” threshold cost. This is the cost, in other words, 
that appears in the regression function relating expenses 
to the combination of output and size variables. The 
third number in the threshold cost column is simply 
the sum of the first two entries and represents the total 
or over-all threshold costs. 

To obtain the statistical cost function for any one 
of these cost categories one would simply use the third 
number for each category recorded in column (6) and 
the cost coefficients (times their related outputs) re- 
corded in column (5). The sum of these elements is 
the final or ultimate cost function obtained from the 
statistical procedure. The passenger costs would be 
estimated by summing the relevant components of this 
function: what is relevant depends, as pointed out in 
Section II, upon the characteristics of the particular 
cost category under study. 

The above summary covers the procedures used in the 
vast majority of instances but it must be noted that there 
are several cost categories that constitute exceptions. 

For a few accounts no statistical results at all were 
recorded — not even for size variables. This means 
that no entries at all occur in columns (4), (5), and 
(6) for these accounts. Indeed, there are some accounts 
for which no statistical analysis was even undertaken 
These were accounts that were both insignificant and 
defied conventional analytical procedures; the costs of 
dismantling retired equipment is illustrative of this 
category. There are also some accounts like sleeping car 
operations and freight car maintenance that obviously 
belong either entirely in the passenger or in the freight 
categories. No additional analysis seemed to be needed 
for these accounts as long as one could be reasonably cer- 
tain that the passenger accounts of this type were com- 
pletely variable with the output of passenger services. 

More importantly, there were certain accounts that 
were subjected to preliminary statistical analyses and on 
the basis of these investigations were discovered to have 
properties that cither prevented good statistical analysis 
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or made the conventional average costing procedures 
acceptable. Certain yard cost accounts are examples 
in point. 

The ICC procedures were accepted whenever the 
underlying assumptions of conventional average costing 
procedures were met. That is, the output measures used 
by the ICC proved in the statistical studies to have as 
close a correlation with these cost categories as any other 
readily available measures of output. Furthermore, the 
variation of cost produced by changes in output for 
these costs seemed to be well described by a straight line 
through the origin. These were also accounts for which 
the identification of output influences on costs was not 
obscured by joint product entanglements. As pointed 
out in Section II, where all these assumptions are 
met, conventional costing provides the easiest and 
simplest solution to the cost allocation problem. How- 
ever, it is worth noting that the statistical work done as 
part of this study gives the ICC procedures for these 
accounts an empirical basis that they have previously 
lacked. 

Another discovery that came out of the preliminary 
analysis was that certain of the cost accounts could be 
ignored in so far as passenger costs are concerned. These 
were, accounts that displayed little correlation with any 
measure of passenger output. Thus, these costs were 
assigned to freight services or, more often, were deter- 
mined to be strictly fixed costs. A good example was 
the crossing protection account which proved to be 
mainly a function of the miles of road operated, the 
number of protected crossings, and the degree of urbani- 
zation. An assignment of such costs to passenger services 
can only be made if we know that some of the crossings 
and urban centers served by the railroad would be elim- 
inated if passenger service were abandoned. This is, 
of course, a distinct possibility. To establish the point, 
however, would require a special study to determine 
the identity and the characteristics of roadbed that 
might be abandoned if passenger service were aban- 
doned. In the interest of conservatism, we have as- 
sumed that these abandonments would be quite 
negligible and the passenger deficits reported in the 
next section are underestimated to the extent that 
this assumption is wrong. 

At the very end of Table II some special results per- 
taining to investment models are presented. These 
models were employed to obtain estimates of the variable 
portions of depreciation and interest expenses. The 
various depreciation bases used in making the compu- 
tations (on simple linear assumptions) are reported 
in the tables. It should be noted that very liberal esti- 
mates of rail property lives have been used; this is in 
keeping with long-established procedures in the industry 
but probably results in an underestimate of actual costs. 
A rate of 6.5 per cent was employed for the interest 
computations; this rate was chosen because of its com- 
mon use as a fair rate of return in regulated industries. 
It should also be noted that the depreciation figures were 
computed on gross or reproduction values’ while the 
interest charges were related to net values. 

1. The reproduction cost figures would be pertinent if the 
consideration is between continuing the passenger business as 
now constituted or going out of business. The historical cost 


figures should be used if one of the alternatives to be consid- 
ered is slowly going out of business. 
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structures —- average num 


joyees. 
Gross ton-miles — freight.” 
Gross ton-miles — passenger.” 
Maintenance of way and struc- 
tures — total expense minus: 
Superintendence. Roadway 
machines. Small tools and sup- 
plies. Injuries to persons. In- 
surance. Stationery and — 
ing. Other expenses. ight 
of way expense. 
Cost of reproduction, except 
land and rights. New road. 


PROBLEMS OF THE RAILROADS 


All entries in dollars 


Explanatory Raw Estimated Cost Coefficients Threshold 






















5) $.174057 per 5) .160806 $ — 417,000 
(.013185) Adjusted to 
dollar of zero 
other M of 
wés 
expense 





GTMF.” f) 


1) .000025 1) .000030 $137,475 
















GTMp.” g) (.000008) per 2) .000116 83,580 (Comm. 

Mileage operated on. Total — 1) GTMF Systems ) 

all tracks. 2) 2) .000078 258,905 (Signals 

Miles of road. Train operation (,000040) per and inter- 

by signal indication without train GTMp lockers ) 

orders. f) .035964 

Miles of road on which the block (022462) $479,960 

sig. system was used. per 

Miles of road “other” signals g) .053749 

system (a-b-c). (.091870) 
No. of interlocked switches. per $ | 
Invest. in signal and interlockers 
Investment in communication 
systems. 
Mail Revenue. Express Revenue. 5) 2) .009435 per 2) .017283 $ —36,900 

Milk Revenue. 3) car-mile. 3) 461240 382,726 

Mail, express, and baggage, etc.. 2) 3) .461240 per 5) .000406 ee 

cars, and combination cars other a) ton of LCL $ 345,826 

than passenger. (Car-miles freight orig. 

freight trains and passenger and termi- 

trains.) nated. 

All LCL freight — originated. 5) .000119 per 

Total — passengers carried. revenue pass. 

Total—revenue passenger miles. mile. 

GTMr.” a) .034011 per 

GTMp.” $ of I in sta- 

Investment in station and office tion and 

buildings. office build- 

Mileage operated on: Total — ings. 

all tracks. 

Loco. miles — other fueled — (3+5) (345) .012341 (345) .025976 $ —28,227 

road — freight. (446) (.00274) (4+6) .006953 17,610 

Loco. miles — other fueled — b) per loco. mile. ——_____ 

road passenger. (44+6) .000146 $ — 10,617 

Loco. miles — steam — road — (.00135) 

freight. per loco, mile 

Loco. miles — diesel electric — b) .031284 

road — freight. (.00488) per 

Loco. miles — steam — road — $ of I. 


passenger. 

Loco. miles — diesel — electric 
— road — passenger. 

Mileage owned—total all tracks. 
Invest. in water and fuel sta. 
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Cost Category to be Explanatory Variables Tested Explanatory Raw Estimated Cost Coefficients Threshold 
Explained ariables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
Removing Snow, Ice 1) GTMr.* b) b) .104415 No output varia- $589,975 
and Sand Expense. 2) GTMp.” a) (.024440) bles retained, 
R*=.735 3) GTMFep.” d) per $ of I. i.¢., these costs 
a) Average Jan. temperature. a) —1,890.75 are considered 
b) Investment in fences, snowsheds, (1009.53) completely fixed 
and signs. per degree on the basis of 
c) Mileage operated on. Total — Jan. temp. the statistical 
all tracks. d) 42.14 analysis. 
d) Snowfall dummy. (559.33) per 
unit of snow- 
fall. 
Maintenance of Yard 1) Yard switching locomotive hours 1) 1) 631234 1) 1.11834 $ 16,625 
Switching Tracks. — freight. 2) (.425220) 2) 3.50753 155,824 
Ties, Rail, Other track 2) Yard switching locomotive hours a) per loco. hr. 
materials, Ballast, — passenger. 2) 1.06531 $172,449 
Track laying and sur- a) Mileage operated—yard switch- (4.28503) 
facing, Fences, snow- ing tracks. per loco. hr. 
sheds and signs. a) 556.31 (385.90) 
R'= .697 per mile. 
Maintenance of Way 1) Locomotive — miles train 1) 1) .027483 No adjustments 
Switching Tracks. See switching — freight. 2) (.014882) made because 
Yard Switching Tracks 2) Locomotive — miles train a) per loco. mile. this variable was 
for other accounts. switching — passenger. 2) .000702 deemed to be en- 
R*= 828 a) Mileage operated — way switch- (.012365) tirely a freight 
ing track. per loco. mile. related and com- 
a) 766.31 mon fixed cost on 
(219.18) the basis of the 
per mile. analysis reported 
in the preceding 
column. 
Maintenance of Running 1) Average speed times average 4) 4) .000262 4) .000315 $ - 189,500 
Tracks. See Yard weight — passenger trains. 5) (.000048 ) 5) .000407 2,291,055 
Switching Tracks for 2) Average speed times average a) per GTMFr. —__—__— 
other accounts. weight —— freight trains. 5) .000087 $ 2,101,555 
R’= .932 3) Temperature range Jan.-July. (.000232) 
4) GTMr-* per GTMp. 
5) GTMp.” a) 863.66 
a) Mileage operated — running (325.26) 
track. per mile. 
b) Urbanization 
Maintenance of Yard 1) Gross ton-miles — freight” 1) 1) .000018 per 1) .000027 $ —72,325 
Switching, Way Switch- 2) Gross ton-miles — passenger” 2) (.000011) 2) .000031 317,000 
ing, and Running Tracks: a) Investment in: Tunnels and a GTMgr. — 
Tunnels and subways, subways. Bridges, trestles, and 2) .000018 per $ 244,675 
Bridges, trestles and culverts. Elevated structures. (.000038 ) 
culverts, Elevated GTMp. 
structures. a) .012936 per 
= (.010027) 
$ of I. 
Maintenance of Shops 1) Gross ton-miles — freight” 1) 1) .0000093 per 1) .0000118 $ 21,050 
and Enginehouses. 2) Gross ton-miles —passenger” 2) (.0000034 ) 2) .0000316 181,500 
"= 849 a) Investment in shops and engine- a) GTMr. —_——- 
houses. 2) .0000184 per $202,550 
b) Mileage operated — total — all (.0000155) 
tracks. GTMp. 
a) .02428 per $ 





(.01071). 











rn an RE 


sips ro ter 


SRS TS Sn RSE Pe IE LR a a a wi 


‘ 
i 
if 








256 


PROBLEMS OF THE RAILROADS 


Taste II (Continued) 


All entries in dollars 








Threshold 





Cost Category to be Explanatory Variables Tested Explanatory Raw Estimated Cost Coefficients 
Explained Variables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
Maintenance of Power 1) Lecomotive miles — other 3) 3) .017564 3) .074033 $122,900 
Plants and Power Trans- fueled — freight — road. a) (.046787) 138,847 
mission Lines. 2) Locomotive miles — other per mile. 
R?=.770 fueled — passenger — road a) .026404 $261,747 
3) Locomotive miles — “other (.018127) 
fueled — passenger — road. per dollar. 


b) 
c) 


senger (1+ 2). 

Investment in power plants and 

power transmission systems 

Miles of electric road operated. 

Miles of electric track operated. NOTE: On the basis of the statistical analysis this account was deter- 
mined to be a fixed cost for all railroads without electric locomotive 





Public Improvements 
Maintenance. 
R*= .609 


orRr ne 
~owS SS 





miles. 
GTMr.” 2) 2) .000024 No adjustment $59,618 
GTMp.” c) (.000006 ) needed. 
Percentage of urbanization. a) per GTMp. 
Population density. c) 553.02 
Grade crossings — Total No. (496.23) per 
Railway with Highway. crossing. 
a) 16,207 

(246.9) per 

unit of urban- 

ization. 





Dismantling Retired 
Road Property. 


We could find no logical model to explain this account; thus we accepted the ICC allocation. 











Cost Category to be 
Explained 


Maintenance of 

Equipment: 
Superintendence, 
Shop machinery, 
Dismantling retired 
shop and power plant 
machinery, Injuries 
to persons, Insurance, 
Stationery and 
printing 

R*= .948 


Maintenance of Power 
Plant Machinery 
R’= 534 


Other Locomotive Re- 
pairs, Diesel Locomo- 
tives Yard Other 
than Diesel Yard 
R’ 886 


Other Locomotives 
Repairs, Diesel Loco- 
motives — Other 
Other Locomotives 
Repairs, Other than 
Diesel Other 
R*=.873 
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Taste II (Continued) 


All entries in dollars 


Explanatory Variables Tested Explanatory Raw Estimated Cost Coefficients Threshold 


Variables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
MAINTENANCE OF EQUIPMENT 
1) Freight train cars repairs 5) 5 121573 per $ 5) .120000 $ 58.750 
2) Passenger train cars — repairs of expenditure Adjusted for 
3) Total all other maintenance (.005914) zero. 
of equipment accounts minus re 
tirements — equipment 
4) Average number of employees 
maintenance of equipment and 
stores. 
5) Total maintenance of equipment 
minus: Retirements — equip- 
ment. Equipment Depreciation 
Superintendence. Shop machin- 
ery. Dismantling retired shop 
and power plant machinery. In- 
juries to persons. Insurance 
Stationery and printing. Other 
expenses 
a) Cost of reproduction, except land 
and rights. New equipment 
1) “Other fueled’ locomotive miles 5) 5) —.033909 5) .044016 $ 17,638 
freight road service a) (026851) 117,162 
2) “Other fueled” locomotive miles per mile . 
passenger road service a) .062751 $134.800 
3) GTMr” 013820 
4) GTMp.” per $ 
5) “Other fueled” locomotive miles 
freight and passenger road 
service 
a) Investment in power plant ma- NOTE: On the basis of the statistical analysis it was determined 
chinery that this account was a fixed cost for all railroads without electric 
b) Mileage operated electric locomotive miles; and for those railroads operating electric miles 
track, only the investment variable was significant 
1) Yard switching locomotive hours 1) 1) 1.40517 1) 1.51911 $ 59.625 
freight diesel electric. 2) 22712) 2) 1.32892 14.575 
2) Yard switching locomotive hours a) per loco. hr 
— passenger diesel electric 2) 1.20882 $ $5,050 
3) Yard switching locomotive hours (2.2917) 
- “other fueled” — freight per loco. hr. 
4) Yard switching locomotive hours 1) 10.51 per Ib 
“other fueled” passenger 14.93 
a) Aggregate tractive effort——switch 
type locomotive—diesel electric 
b) Aggregate tractive effort—switch 
type locomotive electric 
(3) and 4) arrived at by subtract- 
ing steam and diesel electric 
from Total.) 
1) “Other fueled” locomotive miles 3) 3) 610222 No adjustment $683,653 
freight road service 4 090838 ) needed 
2) “Other fueled” locomotive miles per mile 
Passenger road service } 126321 
3) Locomotive miles diesel electric 155865 
freight road service per mile 
4) Locomotive miles diesel electric 
passenger road service 
a) Aggregate tractive effort pas- 
senger type locomotives — diesel 
electric 
b) Aggregate tractive effort pas 
senger type locomotives elec 
tric. 
c) Aggregate tractive effort—freight 
type locomotives—-diesel electric 
d) Aggregate tractive effort—freight 


type locomotives electric 
Aggregate tractive effort pas- 
senger or freight type locomo- 
tives diesel electric 
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PROBLEMS OF THE RAILROADS 


Taste II (Continued) 
All entries in dollars 


Explanatory Variables Tested a 








lanatory Raw Estimated Cost Coefficients 


Threshold 


Cost Category to be 
Explained ariables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
Maintaining Joint 1) GTMr” 1) 1) .0000026 No adjustments $23.875 
Tracks, Yards, and 2) GTMp.” 2) (.0000025 ) needed 
Other Facilities : a) Miles of road operated — total per GTMr 
debit all tracks. 2) .0000064 
credit (.0000114) 
R’=.273 per GTMp 
Passenger Train Cars 1) Car-miles. Total of freight trains 1) 1) 097713 1) .087 per mile $ — 257,500 
Repairs. and passenger trains for: Pas- 2) (.025056) 2) .019 per mile Adjusted to 
R*= .939 senger coaches. Combination pas- 3) per mile 3) .062 per mile zero. 
senger cars (mail, express, or 2) .021834 
baggage, etc., with passenger) (.029986 ) 
2) Same for: Sleeping and parlor per mile 
cars. Dining, club, lounge and 3) .069540 
observation cars. (.032750) 
3) Same for: Mail, express, and per mile 
baggage, etc., cars, and com- 
bination cars other than pas- 
senger. 
a) Number of Coaches and Com- 
binations — owned or le :sed 
b) Number of mail, express, «nd 
baggage, etc. — owned or leased 
c) Number of sleeping, parlor, din- 
ing, club, lounge, and observa- 
tion cars -—— owned or levsed 
Miscellaneous Equip- 1) Total-—- GTMr. GTMp.” 1) 1) .0000020 1) .0000038 $ —84,250 
ment — Repairs. 2) GTMr.” a) (.0000006 ) per GTM 59,254 
R’=.751 3) GTMp.® per GTM - 
a) Investment in miscellaneous a) .133429 $ — 24,996 
equipment. (.031830) 
per $ of I 
TRAFFIC EXPENSES 
Total Traffic Expense 1) All LCL freight — originated 4) 4) .000098 No adjustment $1,153,850 
Minus Fast Freight 2) Total—revenue passenger miles 5) (.0000011) needed 
Lines. 3) Total—passengers carried. per GTMr 
R*= .952 4) GTMr-” 5) .0001457 
5) GTMp.” (.000052¢4 ) 
a) Miles of road operated.” per GTMp 
TRANSPORTATION RAIL LINE EXPENSES 
Transportation 1) Total hours transportation em- 4) 4) 03468 No adjustment $413,900 
Rail Line: ployees: Service hours: straight (.00480) needed 
Superintendence, time and over time. Other than per $ 
Stationery and train, engine yard. Yardmasters, 
printing, switch tenders and hostlers 
Other expenses Train and Engine Service 
R*= .694 2) GTMr.” 
3) GTMp-” 
4) Transportation Rail Line Ex- 
pense — Total 
a) Mileage operated total all 
tracks. 
Dispatching Trains 1) Average length passenger trains 7) 7) .059143 No adjustment $88,989 
Expense. 2) Average length freight trains (.013741) needed 
R’= 446 3) Total freight train miles per train mile 
4) Total passenger train miles 
5) Average speed passenger trains 
6) Average speed freight trains. 
7) Total freight and passenger train 
miles. 
a) Mileage operated — total all 
tracks. 
b) Miles of track/miles of road. 














Cost Category to be 
Explained 


Total of : 
Station employees, 
Station supplies 
and expenses. 

R*= 882 


Yard Overhead. Yard 
misters and clerks, yard 
supplies and expense 


Yard Labor. Yard 
conductors, brakemen, 
switch and signal 
tenders, enginemen 


Yard switching fuel, 
lubricants, and supplies 
expense. 

R’= 836 
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Taste II (Continued) 
All entries in dollars 


Explanatory Variables Tested 


1) Revenue freight originated 
grand total, carload traffic. 

2) Mail Revenue. Express Revenue 
Milk Revenue. 

3) Mail, baggage, and express car- 
miles. 

4) Revenue pass. miles total. 

5) Passengers carried — total 

6) GTMr.” 

7) 


GTMp.” 

8) All LCL freight originated and 
term. 

a) Mileage operated total all 
tracks 


Miles operated yard track 
Yard labor and materials. 
Number of yard workers. 
Locomotive hours 

yard switching — freight 
Locomotive hours 

yard switching — passenger 


OE 


ow 


Yard locomotive hours 

freight — steam. 

Yard locomotive hours - 

Passenger — steam. 

3) Yard locomotive hours 
freight — other fueled 

4) Yard locomotive hours - 
passenger — other fueled 

5) Mileage operated yard track 

6) Yard locomotive hours 
passenger — diesel electric 

7) Yard locomotive hours 
freight — diesel electric 

8) GTMr.” 

9) GTMp.” 


1) Yard locomotive hours 
freight steam 
2) Yard locomotive hours 
Passenger — steam. 
3) Yard locomotive hours 
diesel electric — passenger 
4) Yard locomotive hours - 
diesel electric — freight 
5) GTMr." 
6) GTMp.” 
7) Yard locomotive hours - 
steam — passenger and freight 
8) Yard locomotive hours diesel 
electric passenger and freight 
a) Total mileage yard tracks 
aggregated 








Explanatory Raw Estimated Cost Coefficients Threshold 
ariables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
5) 5) .164329 No adjustments $ — 458,000 
1) (.072763) were made on 
8) per pass. basis that in- 
3) 1) .060129 fluences rep- 
1 (.038536 ) resented by 
per ton miles of road 
8) 8.7265 operated were 
(4.0587) relatively inad- 
per ton justable except 
3) .152712 in very long 
066859) run 
per mile 
a) 575.95 
401.21) 
per mile 


NOTE: On the basis of the statistical analysis, the ICC allocation 
was accepted for this account. 


NOTE: On the basis of the statistical analysis, the ICC allocation 
was accepted for this account. 


8) 8) .7335 perhr. No adjustment $196,400 
(.0974) needed 

7 7) 2.7146 per hr 
(.3472) 











260 PROBLEMS OF THE RAILROADS 


Taste II (Continued) 
All entries in do’ rs 











Cost Category to be Explanatory Variables Tested ipnawe Raw Estimtaed Cost Coefficients Threshold 
‘xplained ariables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
Enginehouse expense — 1) Yard locomotive hours — 6) 6) .4376 No adjustment $127,597 
yard. freight — steam. 7) (.0661) needed 
R*= .833 2) Yard locomotive hours per hr. 
passenger — steam. 7) 1.6003 
3) Yard locomotive hours — (.2227) 
diesel electric — passenger. per hr. 


4) Yard locomotive hours — 
diesel electric — freight. 

5) Yard locomotive hours. Freight 
and passenger — steam and 
diesel electric. 

6) Yard locomotive hours — 
diesel electric — freight and 
passenger. 

7) Yard locomotive hours. Steam. 
Freight and passenger. 

a) Aggregate tractive effort — 
yard (switching) locomotive — 
steam. 

b) Aggregate tractive effort — 
yard (switching) locomotive — | 
diesel electric. | 





Line-haul labor. 1) Average length of passenger 3) 3) 1.56 No adjustment $11,292,500 

Total of: train trains. 4) (0.14) needed. 

enginemen, train labor 2) Average length of freight trains 2) per train mile 

R?= .971 3) Total freight train miles. 1) 4) .35 NOTE: On the basis of these results | 

4) Total passenger train miles. (20) we accepted the ICC allocation 

5) Average speed of passenger per train mile 
trains. 2) —128,690 

6) Average speed of freight trains per car 

7) GTMr.” 1) —409,820 

8) GTMp.” per car 

a) Mileage operated — total 
all tracks. 

Line-haul materials 1) Lecomotive miles — steam 7) 7) .00022 7) .00021 $ — 389,850 i 
Total of: train fuel, freight — road service. 8) (.000027 ) 8) .00026 Adjusted to 

lubricants for train 2) Lecomotive miles — diesel per GTMr zero 

locomotives. electric — freight — road 8) .000278 

R*= .939 service. (.000129) 

3) Locomotive miles — steam — per GTMp 
Passenger — road service. 

4) Locomotive miles — diesel NOTE: The ICC directly variable costs were not accepted as an 
electric — passenger — road accurate reflection of the variable costs because it was felt on the 
service. basis of the statistical analysis that they would not adequately 

5) Locomotive miles — “other reflect non-linear factors in the cost function. The ICC directly 
fueled” freight — road service variable costs were, however, accepted as a good estimate of the 

6) Locomotive miles — “other total avoidable costs. The ICC total costs, which differ only 
fueled” passenger — road slightly from the directly variable costs for this account, might be 

} service. as good an estimate of total avoidable cost but there was no way 
: 7) GTMr.” to accurately check the allocation methods employed by the 
8) GTMp.” railroads. 


Mileage operated — total 
all tracks. 


~ 
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Taste II (Continued) 
All entries in dollars 


Explanatory Raw Estimated Cost Coefficients 











Cost Category to be Explanatory Variables Tested Threshold 
Explained ariables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 
Importance 
Enginehouse expenses - 1) Locomotive miles — steam 11) 19) .099863 No adjustment $38,366 
train (road). freight. 10) (.011869) needed. 
R*=.899 2) Locomotive miles — diesel per mile 
electric — freight. 11) .213694 
3) Locomotive miles steam - (.024681) 
passenger. per mile 
4) Locomotive miles — diesel 
electric — passenger. 
5) Locomotive miles “other 
| fueled” — freight. 
6) Average speed passenger trains 
7) Average speed freight trains. 
| 8) GTMr." 
| 9) GTMp.” 
| 10) Locomotive miles — steam - 
| freight and passenger. 
11) Ledeen miles — diesel 
electric — freight and passenger. 
Train supplies expense-—— 1) Total Revenue passenger miles 2) 2) .005120 No adjustment $1,260,850 
} road. 2) Total freight car-miles. Freight 3) (.000875 ) needed. 
R’?= .894 trains. Passenger trains per mile 
| 3) Total Passenger car-miles. 3) .008902 
| Freight and passenger trains. (.008833 ) 
| 4) Mail, baggage, and express car- per mile 
miles 
5) Coaches and combinations car- (See Note on Line-haul materials.) 
miles. 
6) Dining, sleeping, etc., car-miles 
a) Number of coaches and com- 
binations — owned or leased 
b) Number of mail, express, bag- 


gage, etc., cars — owned or 


leased. 


) Number of sleeping, parlor, 


dining, club, lounge and obs 
cars —- owned or leased 





Signal and interlocker 1) Freight train miles. 
operation expense. 2) Passenger train miles 
3) Investment in signals and 
interlockers 
4) GTMr 
5) GTMp 
6) Number of interlocker and 
automatic signals. 
7) Miles of “other controlled” road 
8) Miles of block signal road. 
9) Miles of CTC road 
Communication System 1) GTMr.” 
Operation 2) GTMp." 
R?=.817 a) Investment in communication 
systems. 
b) Mileage operation total 





all tracks 


determined to be a fixed cost 
proved to be significant. 


1) .0000116 
(.000002¢4 ) 
per GTMF 

2) .0000062 
(.0000109) 
per GTMp 


No adjustment 
needed. 


NOTE: On the basis of the statistical analysis this account was 


None of the tested variables 


$101,550 








| 
{ 
i 
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Cost Category to be 


Explanatory Raw Estimated 


Explained 


Crossing protection 
expense. 


Clearing wrecks. 
Damage to property. 
Damage to livestock in 
right of way. 

R*= 538 


Insurance and injuries 
to persons. 
R*=.748 


Operating sleeping cars 
expense. 


Loss and damage - 


baggage. 
R’= 590 


General Expenses — 
R*= .928 


sown + wr 


—~ 
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Taste II (Continued) 
All entries in dollars 





Threshold 
Costs* 


Explanatory Variables Tested Cost Coefficients 
Adjusted for 
Pyramid Effects 
and Negative 
Constants 


ariables 
Retained in 
Rough 
Order of 


Importance 


Cost Coefficients 





No results reported since only two variables of significance 
belong to fixed cost category. 


Total specially protected grade 4) 
crossings — railway with 3) 
highway. 

Total specially protected grade 

crossings — railway with 

railway. 

Total specially protected grade 

crossings — railway with 

railway and with highway. 

Percentage of urbanization. 

Population density. 

Mileage operated — total all 

tracks. 


GTMr. 
GTMp.-” - 


Total freight train miles. 5) 5) .00000413 No adjustment $199,100 
Total passenger train miles. 6) (.00000174) needed 
Average speed passenger trains. per GTMF 

Average speed freight trains. 6) .00000333 

GTMr.” (.0000082 1 ) 

GTMp.” per GTMp 

Miles of road on which block 

signal system was in use. Total 

automatic and non-automatic. 

Miles of road — train operation 

by signal indication without 

train orders (CTC). 

Mileage operated — total all 

tracks. 


Grand total — average number 
of employees. (.0217) 
Total freight train miles. per mile 
Total passenger train miles 3) .1073 

Total number of passengers (.0395) 
carried. per mile 


No adjustment $157,984 


needed. 


.0560 


wr 
re 
~ 


Total revenue passenger miles. 
Total — average number of 
transportation employees; other 
than train, engine, and yard. 
Yardmasters, switch tenders, 
and hostlers. Train and 
engine service. 

GTMr.” 

GTMp.” 

Number of crossings railway 
with highway. 


NOTE: This account is clearly a direct cost associated 
with the passenger business. The ICC allocation was 
accepted. 


Car-miles: dining, lounge, 
sleeping, parlor, observation. 
Number of cars: dining, lounge, 
sleeping, parlor, observation. 


Total passengers carried. 2) 2) 0000078 


No adj ustment $99 


Total revenue passenger miles (.0000014) needed 
per RPM 
Attributed entirely to Passenger Operations on the basis of these 


results. 


GENERAL EXPENSES 


Railway operating expenses — 1) 1) .04157 No adjustment $1,330,700 
grand total minus general (.00241) needed. 
expenses — total. per $ 


Square Root of GTMp.” 
Average number of employces 
_ total. 

Railway operating expenses - 
grand total. 

GTMr.” 

GTMp." 

Cost of reproduction, except 
land and rights. New road 
equipment. 
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Tasre II (Continued) 
All entries in dollars 


Cost Category to be Explanatory Variables Tested Explanatory Raw Estimated Cost Coefficients Threshold 



















Explained Variables Cost Coefficients Adjusted for Costs* 
Retained in Pyramid Effects 
Rough and Negative 
Order of Constants 


Importance 





INVESTMENT MODELS 







































Reproduction Cost of 1) GTMr.” 1) 1) .0050786 1) .000169° $88,545,000 
Equipment. 2) GTMp.” 2) (.0010728) 2) .000326* 
R’= .847 per GTMr 
2) .0065219 
(.0048506 ) 
per GTMp 
Investments — road and 1) GTMr.” 1) 1) .0048 1) .000312* $359, 120,000 
equipment property — 2) GTMp.” 2) (.0074) 2) 001384 
total. Road equipment a) Miles of road operited." per GTMy 
(plus). Improvements 2) .021289 
on leased property — (.033318) 
total. Road Equipment per GTMp 
(less) Accrued deprecia- 
tion road and equipment. 
R’=.195 
Reproduction Cost Road 1) GTMr." 1) 1) .0075229 1) .000125* $360,350,000 
perty. 2) GTMp.* 2) (.0026690) 2) .000486° 
R’=.780 per GTM¢ 
2) .0291767 
(.0120666 ) 
per GTMp 
Total Current Assets 1) GTMr.” 1) 1) .002039 1) .000133° $7,540,000 
Plus. Total Deferred 2) GTMp.” 2) (.000211) 2) .000093* 
| Assets. a) Miles of road operated.” per GTMr 
i R*= .950 2) .001434 
| (.000955 ) 
per GTMp 
Investments. Road and 1) GTMr.” 1) 1) .0033805 1) .000112° $1 13,890,000 
Equipment Property 2) GTMp.” 2) (.0024194) 2) .000426* 
Total. Equipment. a) Miles of road operated.” per GTMp 
Improvements on leased 2) .0085139 
property — Total. (.0109384 ) 
Equipment. Used to per GTMp 
determine depreciation 
equipment property at 
historical cost. 
R*=.410 
Investment in road and 1) GTMr. 1) 1) .002759 1) .000046° $297,260,000 
equipment. Property 2) GTMp.” 2) (.005092 ) 2) .000289° 
total: road plus im- a) Mileage operated on total per GTMr 
provements on leased all tracks. 2) .017387 
property — road. Used (.023020) 
in depreciation road per GTMp 
property at historical 
cost. 
R’=.197 
* Includes adjustments for pyramid effects and negative constants 
* Gross ton-miles freight consists of freight trains — gross ton-miles of locomotives and tenders. Gross ton-miles of freight 
train cars and contents. Passenger trains — gross ton-miles of freight train cars contents, and cabooses. Gross ton-miles 
passenger consists of passenger trains — ross ton-miles of locomotives and tenders. Gross ton-miles of passenger train 


cars and contents. Freight trains — gross ton-miles of passenger train cars and contents. 
* Based on the assumption of a 30 year average useful life 
“ Based on the assumption of a 20 year average useful life. 
* Assuming 60 year average useful life. 
* Assuming an interest charge of 6'/2 per cent. 











264 PROBLEMS OF THE RAILROADS 


V. AVOIDABLE PASSENGER EXPENSES OF 
THE NEW YORK CENTRAL AND PENN- 
SYLVANIA RAILROADS 


The New York Central and the Pennsylvania Rail- 
roads are the largest railroad systems in the United 
States and, as such, the observations on the expense, size 
and quantity variables of these two systems represent 
extremes in the spectrum of American rail operations. 
The higher level of demand u the facilities of these 
systems permits them to use different combinations of 
input factors which are not economically available to 
smaller systems. Also, inclusion of the New York Cen- 
tral and Pennsylvania Railroads in the cross-section re- 
gression analysis of railway operating and maintenance 
expenses would violate several of the assumptions under- 
lying the use of multiple regression techniques. In 
particular, the extremity of the observations on these 
two roads’ operations would have given them an in- 
ordinate influence on the results. 

Nevertheless, the importance of the passenger opera- 
tions of these two systems necessitates an adjustment 
in the analysis so that an estimate of the avoidable 
passenger expenses of these two systems can be ob- 
tained. The purpose of this section is to describe the 
manner in which these adjustments were made and to 
present estimates of avoidable passenger expenses for 
the New York Central and Pennsylvania Railroads. 

In terms of basic production theory, the basic decision 
of railroad management in adjusting to changes in the 
level of demand upon railway facilities is one of choos- 
ing least cost combinations of input factors. In terms 
of the analysis used here, this may be regarded as a choice 


Ficure V 





B 
Quantity of Output 


between the different levels of possible plant sizes which 
would minimize costs for any level of output. An illus- 
trative example of what is involved in making such 
choices is illustrated by Figure V. The three curves 
PC,, PC,, and PC; refer to three different sizes of plant 
while quantity of output is measured on the horizontal 
axis and dollars of total cost on the vertical axis. 

The envelope of minimum costs for various levels of 
output reflects the pattern of adjustment which may 
be made in plant size to accommodate different output 
levels. This envelope curve is the thick black line in 
Figure V. (An infinite number of possible sizes of plant 


would lead, of course, to a smoothly continuous envelope 
curve.) In the example here, production of output 
levels OA through OB would be accomplished at mini- 
mum cost through use of plant size 2, while levels of out- 
put above B would be most efficiently produced with 
plant 3. 

The cross-section multiple regression analysis of in- 
dividual categories of railway operating expenses with 
explicit introduction of size and quantity factors as 
independent variables essentially isolates marginal out- 
put expenses for particular sizes of railroad plant. The 
analysis indicated that these marginal output expenses 
usually behave as pictured in Figure VI. 


Ficure VI 
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Thus, railway marginal output expenses appear to be 
linear over a wide range of experience, as from A to B 
in Figure VI. The cost curve may be curvilinear, how- 
ever, at both the lower and upper ranges of observation, 
as below A and beyond B. Scale economies involved in 
passing from lower to higher output levels probably re- 
flect indivisibilities in other “fixed” factors that have 
not been included in the analysis. Between OA and OB, 
and this is the region within which the twenty-five 
systems previously analyzed in the study lie, the cost 
curve is essentially linear. This reflects an ability in this 
region to maintain about the same proportions between 
the fixed input or size variable and output sensitive 
expenses. 

At levels of output beyond OB evidence indicates that 
the function may become curvilinear once more as the 
very high levels of traffic often, although not always, 
achieved by the railroads in this portion of the curve 
make possible more intensive use of the capital equip- 
ment or generally greater density of operations. In short, 
for roads operating in this upper range, namely the New 
York Central and the Pennsylvania in the present in- 
stance, proportionality factors may change. 

An alternative explanation for any appearance of 
cost economies for the New York Central and Pennsy!- 
vania railroads could be argued, viz., that the large 
scale nature of their operations makes possible efficient 
use of management or other fixed overhead inputs, and 
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that in fact indivisibilities of this type make railroads 
the size of these two systems the most economical. This 
t would suggest that the New York Central 
and Pennsylvania are “efficiency norms,” and that the 
other twenty-five systems are not of sufficient size to 
spread their overhead charges so “as to achieve efficient 
operation.” Although it cannot be categorically denied 
that this factor may be responsible in some measure for 
any operating economies of these two systems, it is 
doubtful that it is of significance. If it were, more ‘“‘non- 
linearity” should have been found in the fitted regression 
functions; the difference between the largest and smallest 
roads included in the cross-section analysis is, in fact, 
greater relatively than the difference between the New 
York Central and the Southern Pacific, the largest of 
the included roads. Such a range of data should have 
evidenced non-linearity of the type implied by overhead 
indivisibilities if such non-linearities actually existed. 
In other words, the estimating equations used for ana- 
lyzing expense categories of the other twenty-five systems 
did not indicate that divisibility factors were at work. 
This follows from the linearity of expenses between a 
wide range of railroads of basically different sizes. There 
is, moreover, empirical evidence that proportionality fac- 
tors are indeed different between the two largest roads 
and the other twenty-five, and that they do provide an 
explanation for a large part of the differences in expenses. 
In summary, there is no empirical evidence to support 
indivisibility as an explanation; there is, however, em- 
pirical evidence supporting the hypothesis that pro- 
portionality factors are of importance in explaining the 
changed cost behavior at higher output levels. 

In some cases, of course, just the opposite cost experi- 
ence might occur. Instead of the incremental costs 
declining in the higher ranges of output, costs might in- 
crease (as shown by the dotted line in Figure VI) 
because of the appearance of bottlenecks, managerial 
control problems or other difficulties for the large roads. 
This would be a case of decreasing returns to scale. 

All this has implications for any procedure used to 
obtain estimates of avoidable passenger expenses for 
the Pennsylvania and New York Central. The need for 
good estimates is serious, moreover, because of the im- 
portance of the passenger operations of these two sys- 
tems. These two roads account for a large percentage 
of the passenger revenues of Class 1 American rail 
systems. 

In making estimates of avoidable expenses of passen- 
ger service for the other twenty-five systems, it has, of 
course, been concluded on the basis of empirical evidence 
that proportionality factors would permit the railroad 
managements upon a reduction or withdrawal of pas- 
senger service to make proportional cost adjustments. 
In the case of the New York Central and Pennsylvania, 
however, serious reduction or withdrawal of passenger 
service could be expected to alter the optimum propor- 
tions between plant size and variable inputs unless 
the reduction in passenger traffic was offset by an in- 
crease in some other type of traffic. Consequently, the 
problem involved in estimating avoidable passenger 
service expenses of these two railroads was predicting 
the extent and way in which railway operating expenses 
would change with long-run adjustment in the pro- 
portionality factors. 

The actual method used to obtain the New York 
Central and Pennsylvania estimates involved three basic 


considerations. First a determination had to be made 
of the extent to which the costs of these two roads were 
not acccurately predicted by the linear cost functions 
based on the experience of the medium-sized twenty- 
five roads. If the extrapolation was reasonably accurate, 
no further analysis was, of course, necessary. Generally, 
if the errors of estimation for the New York Central 
and Pennsylvania did not exceed in relative terms those 
for the vast majority of the included twenty-five sys- 
tems, the simple regression function estimate of avoid- 
able passenger expense was accepted. This category 
encompassed the vast majority of the accounts analyzed. 

If further analysis seemed to be needed, an examina- 
tion was made of the extent to which the differences 
between the New York Central and the Pennsylvania 
were due to the large volume of passenger business done 
by these two large roads. To do this, an analysis was 
made of the “proportionality relationships” between the 
New York Central and the Pennsylvania, on the one 
hand, and the twenty-five roads included in our basic 
cross-section analysis, on the other. Output proportion- 
ality factors were defined as the ratio between output or 
quantity variables and size variables used in the various 
cost accounts analyzed here. For the New York Central 
and Pennsylvania only the freight output proportion- 
ality factors were usually obtained; in other words, if 
Q, equals freight output and S equals a size factor, the 


@ was found for these two roads. For 


the other roads, both freight and passenger outputs were 
considered ; thus, if Q, equals the output of passenger 


services, the ratio Qi FQ was obtained for these 


“medium-sized” roads. The mean of these “total” out- 
put proportionality factors for the twenty-five roads was 
then compared with the freight output proportionality 
factors for the New York Central and Pennsylvania. 

It was found that once the business was 
thus eliminated from the New York Central and Penn- 
sylvania output ratios, their proportionality factors were 
not very different from the average of those for the 
other roads. In no case did a New York Central or 
Pennsylvania ratio deviate more than one standard 
deviation from the mean ratios of the medium-sized 
roads. Similarly, the New York Central and the 
Pennsylvania often times had lower ratios when passen- 
ger outputs were eliminated. 

These empirical results strongly confirm the view that 
the principal difference in the scope of the New York 
Central and Pennsylvania operations as compared with 
that of the middle sized roads is a much greater volume 
of passenger business. This, in turn, means that if the 
New York Central and Pennsylvania were to lose their 
passenger business, without an offsetting increase in 
freight business, they would revert back to the linear 
portion of the cost function, that is, their costs would 
behave in the same fashion that the middle-sized roads’ 
costs behaved. Instead of being in the greater than B 
area on the quantity scale in Figure VI, the New York 
Central and Pennsylvania would lie in the area be- 
tween A and B." 





simple ratio 


1. It should be noted that a very similar kind of argument 
can be applied to the roads near the lower end of the medium- 
sized spectrum. For some of these roads, notably the Reading, 
Boston and Maine, and the New York and New Haven, elimi- 
nation of their passenger business might actually demote them 
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If these contentions are true, costs of operating the 
New York Central and ia without the passen- 
ger business can be indirectly estimated from the pre- 
viously derived cost functions even though these func- 
tions are based on the experiences of the middle-sized 
systems. As a first approximation, the total cost of oper- 
ating these two large systems without their passenger 
traffic could be estimated by the simple expedient of 
using only the cost and freight coefficients in the pre- 


expenses =a constant (threshold costs) plus a cost 
coefficient times the output of freight serv- 
ices plus a cost coefficient times the output 
of passenger services plus a cost coefficient 
times the size of the investment needed for 
freight services plus a cost coefficient times 
the size of the investment needed for pas- 
senger services plus the costs associated 
with the fixed investments needed, plus an 
error term that equates estimated costs to 
actual costs, 


freight costs would be found by summing up the 
sixth terms in the above equa- 
tion relating solely to passen- 
ger business, would be ignored, as would the error term 
oo. By the same token, the avoidable passenger costs 


. 


gre 
u 
: 


first approximation would be the difference be- 
these freight costs and the total actual costs now 
York Central and the Pennsylvania. 


New 

lote how this procedure differs from that used to 
the avoidable costs of passenger service for 
the medium-sized twenty-five rail systems. Looking again 
at the sample cost equation listed above, for these 
iddle-sized roads the avoidable passenger costs were 
taken to be the sum of the third and fifth terms: in 
other words, for the middle-sized twenty-five roads, 
inal unit costs of passenger operations were devel- 
by statistical analysis and were then employed 
directly to estimate avoidable costs of passenger service. 
Furthermore, the error term was largely ignored when 
ining the estimate of avoidable costs of passenger 
service for these twenty-five middle-sized roads. This 
was done on the basis that the error term for these roads 
ts the influence of omitted variables, that is of 
other fixed inputs or possibly other outputs that are not 
included in the estimating equation. The mean of 
these error terms is actually the determinant of the 
constant terms (one and six) in our cost equation; 

indeed, if there were none of these omitted i 
one would expect a long-run cost function of the type 
employed here to always record a constant term equal 
to zero. Therefore, the error is ignored in estimation 
of avoidable costs because the logical way 
to eliminate it would be to subtract or add it, accord- 
ing to the error term sign, from the constant term or 
threshold cost estimates. (Where, of course, the entire 


: 


to the status of small roads. In this case, these roads would cut 
some of their threshold costs back as well as their output varia- 
ble costs if they abandoned the passenger business. This means 
that the general procedure used with the medium-sized roads 
to predict avoidable passenger expenses will slightly underesti- 
mate the avoidable passenger expenses for roads in this category. 

1. However, a qualification on this procedure: is presented 
in Section II (D) above. 


cost category refers only to passenger operations or the 
size variable pertains only to passenger operations, this 
error term must be taken into account when determining 
the total avoidable costs of passenger service, just as the 
threshold costs themselves must be taken into account 
when they pertain to passenger services only.) 

This treatment of the error term is really the essential 
difference between the approach used in estimating the 
avoidable passenger costs of the New York Central 
and Pennsylvania as contrasted with that used for the 
twenty-five medium-sized roads. As can be seen from 
the above cost equation, the New York Central and 
Pennsylvania estimates, besides being equal to the dif- 
ferences between total actual and the esti- 
mate of freight expenses, would also be equal to the 
estimate of passenger expenses, terms three and five, 
plus or minus the error term. In short, the real dif- 
ference between the avoidable passenger cost esti- 
mates obtained in the two cases is that the error term 
is attributed, in this first approximation, entirely to the 
passenger business in the case of the New York Central 
and Pennsylvania while it is attributed to common or 
fixed threshold costs in the other cases. The difference 
in treatment is justified on the grounds that the error 
term in the case of the New York Central and Penn- 
sylvania is almost entirely due to the curvature in the 
cost function that appears at its upper end.’ 

But it is also obvious that all errors of estimate for the 
New York Central and Pennsylvania may not be exclu- 
sively due to these proportionality factors. Errors of 
estimate occur when the statistically fitted functions 
are applied to the other roads as well. Thus, even if the 
New York Central and Pennsylvania were cut back to 
the size of a medium-sized road, when their pe 
business was eliminated, they still might, indeed p ly 
would, record estimation errors. Properly, the portion 
of this estimation error that would occur without the 
passenger business should be added or subtracted (de- 
pending on the sign) from the previously obtained esti- 
mate of the New York Central’s and Pennsylvania's 
avoidable passenger costs. Such a figure cannot be ob- 
tained, for to bring it into existence requires a counter 
factual hypothesis also being brought into existence. 

Therefore, a best estimate of this “error correction” 
must be found in the historically available data on the 
medium-sized roads. Toward this end, the actual errors 
of estimate were checked for the following three groups 
of roads, all of which have ing in common with 
the reduced (i.¢., freight only) versions of the New 
York Central and Pennsylvania: (1) all roads in the 
Eastern or Official Territory; (2) the three largest roads 
included in the study in the Eastern Territory; and (3) 
the five largest of the twenty-five roads analyzed irrespec- 
tive of territory. If systematic error tendencies were dis- 
covered in any of these groups, the New York Central 
and Pennsylvania estimates of avoidable passenger ex- 
penses were accordingly modified. 


1. A more technical way of expressing this whole argument 
is to say that there is an omitted factor, in this case a multi- 
plicity term expressed in factor proportions, that has a discerni- 
ble and significant influence on the behavior of the larger 
roads but not upon the cost behavior of the middle-sized twenty- 
five roads. It is the influence of this omitted proportionality 
factor that gives rise to over- or underestimates of expenses 
for the two larger roads when a cost function based upon the 
experience of the middle-sized roads is extrapolated to estimate 
the costs of the two large roads. 
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enidineiiele tines Furthermore, the size of these 
ted to more than 5 per cent of 
the total estimate of avoidable passenger costs for the 
two large roads. The actual size of the corrections are 
shown in Table III for the major accounts analyzed 


Taste III 


ADJUSTMENTS FOR THE NEW YORK CENTRAL 
AND PENNSYLVANIA RAILROADS 


New York 
Central Pennsylvania 
(000) (000) 


Maintenance of Way and Structure 


Overhead items. Superintendence, 
Roadway machines, Injuries, Sta- 


tionery, other expenses. — 1500 — 2000 

Maintenance Roadway Buildings, 

Telephone and Telegraph Lines, 

Signals and Interlockers, miscel- 

laneous structures. +600 + 800 

Maintenance Yard Switching Tracks —700 — 1200 

Maintenance Running Tracks — 

aggregate — 2000 — 5000 
Transportation Rail Line Expenses 

Station expenses +5000 + 10000 





VL FINDINGS AND CONCLUSIONS 


(A) The Empirical Results. The actual estimates 
of avoidable passenger costs obtained from applying the 
statistical cost functions are shown in the tables piaced 
at the end of this chapter. The estimates are presented 
for every major account by individual system. The break- 
down of these estimates into directly variable and in- 
vestment variable categories follows the categorization 
scheme established in Section II. This breakdown of the 
cost estimates roughly corresponds to different time sensi- 
tivities in adjusting costs; one might normally expect 
the directly variable costs to be the most quickly adapt- 
able, the investment variable costs to be somewhat more 
sluggish (the exact d of sluggi ing 
=< aed of bie ereenectan Comte "Sake 
threshold costs to be the least adaptable, being as they 
are more or less the last costs to be eliminated by elimi- 
nation of the service. 

The authors feel that a good understanding of the 
methods and results of the present study can be best ob- 
tained by a careful scrutiny of these tables and makin 
detailed comparisons between the ICC and the statistica 
results. However, it has been customary in the past for 
the ICC to report a total estimate of the passenger deficit 
for Class I Roads and consequently some interest might 
attach to the com le figure that would result if the 
cost estimates derived from this study were used to ob- 
tain an estimate of the total deficit. 

In this respect, it is worth an oat the grand totals 
of the five columns reported in Table 1, page 40 for 
grand total of all operating expenses’ (including depre- 


1. It should be noted that interest costs were not included 
as part of the operating expense total. 
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ciation but excluding accounts not analyzed in this 
study) are as follows: 
Our Com- ~ 
Total parable par 
_ * Pd Our Invest- Avoid- ICC * ICC 
study (in mil- Directly ment able Solely Full 
lions of dol- Variable Variable Costs Related Costs 


Wars) ..ecceecsscoee 1,385 123 1,680 1,100 1,478 


As these numbers make a) t, the statistical meth- 
ods used in this study it in roughly a 15 per cent 
greater estimate of total costs for thr xe roads 
than the present ICC methods. If one assumes that 
the same percentage increase would hold for the smaller 
roads for the accounts not included in this study, 
the total of all ing costs for 
Gate manton Roads would be 1,975 million, dollars 
estimated on a statistical basis. (It should be noted 
that this procedure may underestimate the total costs 
of passenger service for Class I systems: specifically, 
because the unincluded roads are also the smaller roads 
lying at the lower and curvilinear end of the cost curve, 
one might expect the smaller roads to also reduce their 
threshold costs with the elimination of passenger service, 
as explained more fully in footnote 1 on pages 33-34. 

Since the total revenues from passenger services in 
1955 equalled 1,267 million dollars, this in turn means 
that the total passenger operating deficit as estimated by 
a statistical approach would amount to 708 million 
dollars. This estimate of the operating deficit 
is, of course, somewhat higher than the ICC estimate 
for 1955 of 476 million dollars.* 

It is clear from a gfance at the tables on succeeding 
Bae Beer Oa iS a oe eee ee 
deficit estimate is due to the larger estimate of deprecia- 
tion expenses employed in this study. For a number of 
reasons, little confidence should be placed in this depre- 
ciation estimate. If the ICC depreciation expense esti- 
mate is accepted instead, the estimated passenger deficit 
drops to 604 million dollars. 

In the same vein, the “investment variable” costs esti- 
mated by the statistical procedure are somewhat less 
tangible and clearly involve a adjustment period 
than the directly variable costs. To be completely con- 
servative, these costs also might be excluded from the 
deficit calculations; if this is done, the estimated deficit 
would drop to approximately 554 million dollars. 

Of even greater im are the comparisons of 
the statistical estimates with the results obtained by the 
ICC. These comparisons are highly heterogeneous in the 
sense that the statistical fi both exceed and fall short 
of the ICC full cost estimates in particular instances. 
Of course, the statistical estimates of avoidable costs 
more often exceed than fali short of the ICC full cost 
estimates which is contrary to most prior expectations. 
It is, by contrast, not ising that the statistical esti- 
mates almost universally the ICC solely related 
cost estimates since these latter costs represent a virtual 
floor to any estimate of avoidable passenger costs. It 
must be remembered, too, that the statistical cost esti- 
mates represent a sort of norm. Some of the reported 
discrepancies between the statistical and ICC estimates 
are clearly due to certain railroads being less or more 


1. This figure is what the ICC calls “Net Revenue from 
Railway Operations.” It excludes rent payments and receipts 
and most tax accruals. 











“(1) The computation of a total passenger deficit 
comame om se penile qugenss Basie for 2 
test period and for a 

(2) Res 
eedeinemme 


a erm 
best possible estimate of how costs will change should 
Sree meet chenenet Thus it is truly a pre- 
of the costs avoided with the abandonment of 
passenger service. 
erat statistical costing or controlled experimenta- 
tion are inherently the only workable methods to solve 
the problems of fixed and common costs. Once fixed 
and common costs are present, conventional accounting 
methods cannot produce costs of individual services ex- 
ee Statistical methods, on the 
hand, can be expressly designed to separate out 
the influence of a single service in a multi-product situ- 
ation and to isolate the fixed component of costs. 
ae the particular study executed here involves 
the use of extremely detailed data and the testing of a 
wide range of models. Previous statistical studies of 
railroad costs have been excessively aggregative and 
often carelessly executed. A statistical study requires 


Bureau of Accounts, Cost a3 and Valuation, Pro- 
iant oe for Determining Cost of Providing Rail Pas- 
rain Service by Classes of Traffic and Comparing Costs 

wat ce fe Revenues (Washington, 1956), p. 1. 
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the same detail and care that in the past has been lav- 
ished on accounting procedures. The final results are 
as accurate estimates of the over-all avoidable costs of 
passenger and allied services as possible with current 
techniques and data and within the time limits imposed 
on this study. 

As a by-product of the over-all study, avoidable pas- 
senger costs have also been estimated for individual 
roads, subject to the following restriction. Because each 
road has a certain uniqueness, the application of the 
general cost equations to individual accounts for indi- 
vidual roads gives rise to error terms which may or may 
not be consequential. A further analysis of the error 
terms is required to definitively establish the division of 
this error component between freight, passenger, and 
common threshold costs. Tentative investigation sug- 
See nent ot the common 
threshold costs, but further is required. 

She Ganeiedenand tenatiemiont of course, re- 
quire the computation of avoidable costs in years sub- 
sequent to the present investigation. This can be accom- 
plished by simply inserting the appropriate output data 
into the cost equations and multiplying. If prices of 
materials and output continue to rise, costs must be ad- 
justed by an appropriate price index. Since technology 
and managerial practice continually change, new cost 
equations should be computed at three to five year in- 
tervals to insure accurate results. 

As for the Commission’s second objective, obtaining 
an avoidable cost for each service, the statistical meth- 
ods illustrated here can be extended to treat each serv- 
ice as a separate output. However, that has been done 
only to the extent necessary to compute the total pas- 
—_ deficit. It is only by statistical costing or con- 

experimentation that an avoidable cost for each 
service can be obtained. 

Statistical costing of individual services, however, re- 
quires more information than is now available. As a 
minimum, data on revenue ee miles, number of 
passengers, and seat miles ach, first-class traffic 
and commutation (where commutation might be de- 
fined as trips less than fifty miles) is required. Similarly, 
the ieee of wages of station employees between 
passenger, baggage and express service, and the division 
of direct car maintenance expense between coaches, 
commutation coaches, dining cars, coach baggage and 
mail would be required. The division of engine main- 
tenance between diesel passenger, freight, and 
combination engines would improve not only the costing 
of individual services but also the cost equations de- 
veloped above. In addition, data on the utilization of 
equipment would be helpful. 

The collection of such data would be relatively ex- 
pensive. Whether the costs are justified depen, of 
course, on the value of such information to the regula- 
tory commissions and railroad managements. Clearly 
individual service data are less necessary than a compu- 
tation of the over-all passenger deficit. The most prob- 
able uses of such data are for rate cases and abandon- 
ment proceedings. In rate cases, alternative forms of 
transportation set the upper limit on rates. Similarly, the 
sae: a perme of passenger services rules out 

problem of unreasonably high rates, so that 
om le costs may be irrelevant in rate cases. In 
abandonment decisions, the unit of decision is ly 
the individual train. Once it has been decided to op- 
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erate an individual train, certain fixed train costs are 
already incurred. Any additional traffic on an existing 
train probably will cover at least its incremental costs. 
An exception might be the first-class passenger services 
where the additional costs, given the high level of labor 
services provided to first-class passengers, might well ex- 
ceed revenue on lightly travelled routes. 

Nevertheless an outsider is not in a position to evalu- 
ate either the costs or value of estimating the avoidable 
cost for each service. Such a decision should be care- 
fully considered. If a necessity for estimating the avoid- 
able costs of the different passenger services is estab- 
lished, statistical costing probably provides the cheapest 
and best solution. 

The final objective of the ICC is establishing the 
avoidable passenger costs for each train. Since the 
train is the basic unit in abandonment decisions, such 
costs are clearly of great value to railroad managements 
and the Commission. However, two levels of informa- 
tion should be distinguished: the estimate of the gen- 
eral pattern of train deficits to formulate general policy 
decisions, and the train deficit for a specific abandon- 
ment decision. Clearly the level of accuracy and detail 
required is quite different in each case. 

At the level of establishing a first approximation to 
individual train deficits or revenues, the following pro- 
gram might be employed. A single test week could be 
selected as approximately normal, according to seasonal 
indices, and the revenues of each train could be deter- 
mined for that weck. These can usually be determined 
from the conductors’ collections and the waybills for 
head-end traffic. At the same time the needed output sta- 
tistics of each train should be collected for the test week. 
At least on some railroads, the conductors’ reports on 
the consist of the train as well as the mileage in the 
route allow the computation of most of these data. 
Switching time is available in some cases from terminal 
records.’ Both the revenue and output data would be 
multiplied by fifty-two (or an otherwise appropriate 
seasonal index) to obtain annual figures. 

Such a procedure has the advantages of being in keep- 
ing with data-gathering procedures already used in the 
railroad industry and of putting the brunt of the data- 
gathering expense where it properly belongs, on the indi- 
vidual roads. It is, however, an obviously wasteful ap- 
proach and constitutes something less than a statistically 
efficient sampling design. For example, a group of men 
must be trained on each road to do this task for one 
week, once a year. It would be far more efficient to have 
one or a few groups doing the job for all roads, moving 
about from road to road and from week to week accord- 
ing to a well-planned experimental design. Gathering 
data throughout the year also would guarantee against 
seasonal biases that are almost impossible to avoid with 
the one-week-a-year sample design. Furthermore, the 
chances of reportorial inconsistencies would be greatly 
reduced with a more limited and consequently more 
highly skilled group doing the work. 

The output data thus obtained would become, in ICC 
terminology, pricing units. They next would be multi- 
plied by the relevant passenger traffic cost coefficients as 
given by this or similar studies to provide the total train 


1. For a description of cost systems already in operation see 
Dwight Ladd, Cost Data for the Management of Railroad Pas- 
senger Deficit (Boston: Harvard University, Graduate School 
of Business Administration, 1957), Chapter II. 
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costs in a given account. For example, the gross ton- 
miles of an individual train would be multiplied by the 
coefficient estimating the additional maintenance of way 
and structure cost of each gross ton-mile of passenger 
service to obtain the total of such long-run avoidable 
maintenance costs associated with that train. This same 
procedure would be applied to other accounts and the 
sum of these figures would constitute a first approxima- 
tion of the avoidable costs of the train being analyzed. 


These output cost coefficients reflect the change in 
passenger costs attributable to the abandonment of a 
single train irrespective of what is done with other 
trains. The fixed costs of service are not in- 
cluded. Hence the implicit assumption of the Bureau 
proposal, that the avoidable cost of each train is com- 
puted upon the assumption of the simultaneous aban- 
donment of every other passenger train, is avoided. 
Instead, the avoidable costs assigned to each train by 
the statistical method represent a prediction of the 
long-run costs upon the abandonment of this train with 
the continuance of all other passenger services at their 
existing level. 

The use of the statistical output coefficients, reflecting 
the experience of all railroads, ignores, however, the 
uniqueness of each railroad and each train. This unique- 
ness factor gives rise to error terms when the cost 
equations are applied to individual railroads. As argued 
previously, these error terms or uniqueness factors are 
more likely to be in the threshold than variable costs. A 
disregard of individual variation is likely to be erroneous, 
however, for a few accounts like train crew and fuel 
costs. Train crew costs vary depending on the state laws, 
union agreements and the consist of each train, while 
fuel costs vary according to the grade of the way and 
type of equipment. Fortunately, in both these cases, 
costs are, without too much difficulty, directly observable. 
For at least some railroads, wages are already recorded in 
payroll records on a train basis. Likewise, fuel consump- 
tion and costs are obtainable from the records of fuel 
disbursements.' Therefore, these two items can and 
should be directly costed. 

Uniqueness is also characteristic of most commuter 
traffic. In this case, however, there is no simple solution. 
Instead, only a general warning as to unreliability can 
be given. Also, the small roads lie outside the range to 
which the statistical coefficients apply, but since these 
roads carry only a small percentage of the passenger 
traffic, no special study seems required. Instead it seems 
preferable to utilize the coefficients set forth here, with 
a recognition by the managements of these roads and 
the commissions of the possibility of a_substantial under- 
estimation of the avoidable passenger costs.” 


1. Ibid. 


2. Thus, in specific abandonment decisions, a greater degree 
of accuracy often will be required in estimating individual train 
deficits than is provided by the first “statistical” approximation. 
This can be accomplished by two types of special studies. The 
first would be a further collection of direct cost information, 
limited to cost accounts in which direct observation is both 
meaningful and relatively inexpensive. But for items like main- 
tenance of way and structure for which the connection between 
output and costs is complicated by common and fixed costs, 
direct costing, no matter how detailed, can never establish 
avoidable costs. Therefore, for such items the statistical results 
provide the best available first approximation. Special study of 
these costs should be limited therefore to examining the unique- 
ness of the train in order to determine what if any adjustments 
in the statistical cost coefficients are required. 
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‘The candid emphasis on error terms tends to overstress 
the unreliability of the statistical estimates of individual 
train cost. By its very nature, train costs must contain 

a generous margin of error. The proposals of the Bureau 
of Cost Finding utilize system average costs and hence 
also ignore the uniqueness of each train. Furthermore, 
the special studies by which the Bureau proposes to 
establish the avoidable percentage for each account will 

be based on a cross-section study of railroads. 
If previous procedures are followed, the same avoidable 
percentage will be applied to each railroad, ignoring the 
uniqueness of each road. The final result, then, is that 
the Bureau’s proposals may give less recognition to the 
special characteristics of each road than the procedures 
outlined here. 

Furthermore, in decisions requiring only information 
on passenger losses for certain types of trains, rough esti- 
mates of train costs often will be sufficient. In aggregat- 
ing the data by train type, the errors in one direction 
usually will be cancelled out by errors in another direc- 
tion, so that these “first” estimates of the deficit would be 
sufficiently accurate in the aggregate. This will be true 
as long as there is no consistent bias in the coefficients 
as applied to one train type. 

The costs of the program outlined above would, of 
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course, be substantial. Again no information as to costs 
of collecting this information is available.’ In large part 
it depends on the extent to which the needed informa- 
tion is already collected by the railroads. The value of 
this information would undoubtedly be considerable, al- 
though again the authors are in no position to evaluate 
the ratio of benefits to costs. 

The program suggested here meets all three of the 
Bureau’s requirements for cost data. In this study, 
however, only over-all passenger costs have been com- 
puted. 

The basic objective of this study, though, has been 
to demonstrate the value of statistical costing. It is 
the only method short of highly expensive controlled 
experimentation which can adequately deal with the 
complexities of railroad costing. The regulatory com- 
missions and railroad. managements can ignore the 
potentialities of statistical costing only at the cost of 
continued misinformation. 


1. A monthly computation of train costs along the lines 
outlined here are estimated to cost three railroads 3/100 to 
6/100 of 1% of annual passenger revenues. (Ladd, of. cit., 
p. 119.) The program outlined here would involve only a 
single collection of data, yet there would be the initial costs 
of instructing personnel so that the total cost would be consid- 
erably in excess of one-twelfth of that amount. 


APPENDIX A 


A DESCRIPTION AND CRITIQUE OF ICC STATISTICAL COSTING METHODS 


The most important of all statistical studies of rail- 
road costs in terms of practical policy consequences 
have, of course, been those undertaken by the Interstate 
Commerce Commission. The Commission’s approach, 
in essence although not in exposition, is very simple 
since it depends on determining the most elementary of 
bivariate cross-section relationships between total operat- 
ing expenses and gross ton-miles of traffic, both deflated 
by miles of road to eliminate the plant size factor dis- 
cussed in Section II. The only ures from such 
extreme simplicity are occasional efforts to account for 
the influence of such other variables as region and 
average length of haul. This is usually done by dividing 
the sample of roads into sub-groups or stratae according 
to these factors; in no instance has an explicit multivari- 
ate model been constructed in which region and average 
length of haul are introduced simultaneously. The 
statistical is in the ICC procedure is, therefore, 
limited to finding (by the method of least squares) a 
simple relationship of the type 

Y=a + bX 
where Y equals the ratio of total operating expenses to 
total miles of roadbed or track (i.e., the operating ex- 
penses mile of road or track) and X designates the 
ratio of total gross ton-miles of traffic to total road or 
track mileage (i.¢., the traffic density) . 

In applying the statistical results, the first step in the 
ICC procedure is to determine what the ICC calls the 
X4 bX 
Y “a+ bx 
Y =a + bX. This per cent variable is in turn applied 
multiplicatively to any cost category under consideration 
to derive an estimate of variable costs. Consider, for 


since 


per cent variable. This is simply = 








example, the particular case of total operating expenses 
which in the previous notation would be designated by Y. 
(Note, moreover, that for the ICC’s per cent variable it 
really doesn’t matter, except for the statistical implica- 
tions discussed in Section IT, whether the figures are in ra- 
tios or absolute form, since there is a simple cancellation 
of the mileage term that appears in both the numerator 
and the denominator of the variable percentage.) If we 
multiply Y, total operating costs, by the per cent vari- 
able nx we obtain simply bX, since Y times >* = bX 
This result, of course, is just what would be expected if 
b correctly represents incremental cost per unit of output 

- as it should if the regression analysis had been proper- 
ly executed. As a matter of procedure, therefore, one 
might ask why go about obtaining marginal cost in such 
an indirect fashion? Explicitly why not begin by simply 
considering bX? In addition to this procedural ob- 
scurity, however, several other objections can be made 
to the ICC procedures. 

The first is that the whole analysis is conducted on a 
much too aggregative basis. Specifically, total operating 
expense is a composite sum of many different categories 
of costs. It includes all the labor, fuel and miscellaneous 
variable costs associated with the operation of trains, 
yards and stations; it also encompasses marketing, ad- 
vertising, selling and promotion expenses under the 
catchall heading of traffic expenses; even supervisory 
and legal expenses are included; furthermore, the major 
portion of capital consumption costs is found in the 
maintenance of way and structure and maintenance of 
equipment accounts. In short, railroad operating ex- 
penses include virtually all important railroad costs ex- 
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cept property taxes and interest payments. Aggregation 
of such a diversity of cost categories in one single figure 
must inevitably hide important details. 


Another imperfection in the ICC procedures lies in 
the fact that when applied to a specific road a small but 
consistent under- or overestimate of the variability of 
costs is possible if the road being analyzed has a con- 
sistent error of observation (i.e., non-random stochastic 
term). In other words, Y for a particular road is not 
as a rule exactly equal to a + bX but toa + bX + e, 
where e is an error term. Therefore, if a particular 
road consistently deviates from the average or central 
tendency uncovered by the regression analysis, that is, 
if it consistently records positive or negative e values, a 
consistent under- or overestimate will be obtained, in 
turn, in the cost analysis. Under such circumstances, 





will not get one identically 


multiplying Y by 7 ox 


back to bX. 


Also, when used separately with component categories 
of operating expenses, the ICC method assumes that the 
percentage variable is relatively constant in all these 
categories, specifically that the ratio b/a is constant in 
all sub-categories of total operating expenses. Such a 
condition may or may not hold and it is obviously a 
matter that merits and is open to empirical test. Cer- 
tainly if the ICC method is to be used, it is an assump- 
tion that should be carefully and conscientiously in- 
vestigated. 


In the ICC procedure it is also necessary that all the 
sub-categories of total operating expense vary in relation 
to the same measure of operations, namely gross ton- 
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miles. However, other units may be superior for other 
categories, ¢.g., engine miles for measuring the variability 
of engine maintenance costs and train expenses and yard 
engine hours for switching costs. Of course, gross ton- 
miles may often be closely correlated with these other 
measures and under such circumstances the choice of 
operational unit may make little difference. However, 
the ICC itself suggests, in a different context, that other 
output measures would be superior for analyzing several 
components of operating expenses. Such a suggestion is 
implicit if not explicit in the ICC’s procedure of dividing 
different individual expenses by different output units 
(e.g., car-miles, carloadings or gross ton-miles) to obtain 
a unit cost figure after the variable proportion of costs 
has been estimated by the preceding statistical methods. 

Finally, there is something of a contradiction between 
the ICC’s announced emphasis on long-run costs as ap- 
propriate guides in regulatory and rate policy and the 
use of ratio data in the statistical analyses. The use of 
ratios removes, at least roughly, the effect upon costs of 
the variables used as the deflator, Since this variable is 
usually miles of track in ICC analyses, the ICC statistical 
regressions reveal the relationship between gross ton- 
miles of traffic and dollars of total operating expenses 
with the influence of miles of track implicitly held con- 
stant. Miles of track is, in all likelihood, as good a 
general measure of plant size as is available in railroad- 
ing. Therefore, the ICC regressions at least approximate 
a short-run cost relationship in which plant size effects 
are eliminated. To the extent that the findings are of 
such a short-run character, their use for regulatory pur- 
poses gainsays that regulation if it is properly based 
on long-run considerations. 
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4244 39156 52785 

3937 39451 5366! 

3448 31872 42441 

18. 3432 25927 41068 

19. 2421 31826 19155 27802 

20. 
12194 139154 78768 108538 
21. 5502 71218 37401 55123 
22 

3526 48977 30632 40293 

23. 8388 106052 72680 99952 

24. 8519 107155 67151 97043 

25. 1496 19742 10819 16682 

26. 1175 15258 8078 11392 

27. 4540 61127 38097 51765 

Taste 2 
Maintenance of Way and Structure: Overhead items 

Total perable porsble 

ce, oe at EE 

veriebte Variable Costs Relerea Costs 

(000) (000) (000) (000) (000) 

1. 351 No 351 4 356 

2. 978 «Entry 978 64 953 

3. 450 450 12 28) 

4. 3535 2035* 186 2365 

5. 4 114 1 25 

6. 3627 1627* 179 2453 

7. 1086 1086 436 

8. 356 356 63 384 

9. 402 402 10 278 

10. 351 35) 3 298 

11. Atlantic Coast Line .... 1685 1685 3 1030 

12. Gulf, Mobile and Ohio 195 195 80 

13. Minois Central ... 887 887 67 716 

14. 672 446 

15. 1089 1055 

16. Chicago and North Western 1002 1002 1 533 
17. Chicago, Milwaukee, St. Paul 

and Pacific .. ~- 869 869 417 

18. Great Northern 883 883 5 639 

19. Northern Pacific . ~~ 622 622 4 363 
20. Atchison, Topeka and Santa 

Fe . wwe 319 3119 8 1917 

21. Burlington W411 1411 10 773 
22. Chicago, Rock Island and 

Pacific .......-. wa CD 899 2 405 

23. Southern Pacific . | 2154 2154 29 1496 

24. Union Pacific . 2194 2194 13 917 

BB. FeBRED  cnccorccceseces 384 384 3 327 

26. Missouri-Kansas-Texas 302 302 5 168 

27. Missouri-Pacific 1173 1173 12 670 





———— 
*This total has been — according to the discussion in Section V and this 


adjustment should be 


taken into account when examining these entries. 













































Taste 3 
Maintenance of Stations and Office Buildings 
Our Com- Com- 
Total parable parable 
a 
Valente Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine . 168 207. 0-375 257 291 
2. New Haven .. 369 661 1030 517 686 
; 186 209 3=—- 3% 271 376 
4. New York ‘Central . 1656 42018 3674 2270 2713 
5. Nickel Plate 37 4) 79 6 17 
6. Pennsylvania .... 1691 2146 3837 2642 3186 
7. Baltimore and Ohio 33) 3900721 198 282 
8. Reading .. 114 182 «2% 260 49 
9. Chesapeake "and ‘Ohio 139 165 304 154 281 
10. Norfolk and Western 114 18 ©6231 120 149 
11, Atlantic Coast Line .... 617 705 1321 353 523 
12. Gulf, Mobile and Ohio ..... 61 82 143 22 KL] 
13. Minois Central ............. , 379 495 = 874 343 588 
14. Seaboard Air Line .............. 258 303. —s« S61 73 109 
15. Southern... 447 496 0=——-943 185 280 
16. Chicago and North Western 417 545 962 548 674 
17, Chicago, Milwaukee, St. Paul 
and Pacific 367 43) 798 208 349 
18. Great Northern apt Oe au 791 310 574 
19. Northern Pacific ............ 23) 257 4488 214 319 
20. Atchison, mane and Santa 
Fe. covipreciompstennns GOO 1906. 2334 365 709 
2). Burlington Saeaslih tte sola 571 656 1227 87 198 
22. Chicago, Rock Island and 
PORE dit diicic denistnseie 339 427) 766 313 460 
23. Southern Pacific 0.00. 875 1047 1922 420 76) 
24, Union Pacific... : 864 989 1854 455 905 
25. Frisco .......... 145 156 301 34 40 
26. Missouri- Kansas Texas 125 130 256 43 70 
27. Missouri-Pacific wo... SUT 546 1058 293 518 
Taste 4 
Maintenance of Water and Fuel Stations 
Tetol porsble porstle 
Our invest- Avoid- merce mice 
Directly ment able Solely Full 
Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine + 2 31 33 15 
2. N@W Haven occcccccccrececceneeneee 1 32 32 
3. Erie ..... ‘ ! 29 30 6 
4, New York Central ..... ‘ 37 210 247 3 89 
5. Nickel Plate ....... oaitiiniee 1 8 9 3 
6. Pennsylvania .............. ane 9 137 146 10 59 
7. Baltimore and Ohio . 31 35 66 51 
8. Reading . est 4 7 2 3 13 
9. Chesepecke ‘and Ohio on 1 24 24 1 16 
10. Norfolk and Western .......... 36 40 76 2) 
11. Atlantic Coast Line ...... sonnet 3 88 90 45 
12. Gulf, Mobile and Ohio VW WW 1 
13. Minois Central .......ccc0 4 44 48 15 
14. Seaboard Air Line ........... 1 38 39 34 
UB, Be . ccenscerreceere<nstree 1 68 70 20 
16. Chicago and North Western 16 80 96 71 
17. Chicago, Milwaukee, St. Paul 
and Pacific 53 54 54 
18. Great Northern «0.0... 1 45 46 13 
19. Northern Pacific ... 7 37 45 26 
20. Atchison, Topeka and Santa 
3 141 144 14 
21. Burlington ...... 2 89 91 1 8 
22. Chicago, Rock Island end 
Pale. ccpecmnee on ! 59 61 6 
23. Southern Pacific 24 110 134 1 6) 
24. Union Pacific .. 25 112 138 84 
BES COD circ ‘ 1 27 27 4 
26, Missouri-Kansas-Texas to 9 19 6 
27. Missouri-Pacific .....cccecceeseeee 1 70 72 2 33 


ee 
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Our = invest- 
Verisble Verieble 
(900) (000) 
1. Boston and Maine 196 % 
2. New Haven 56) 277 
BBO .cocttstenees 258 127 
4. New York Central 2318 1142 
5. Nickel Plate . 77 38 
6. Pennsylvania . 2740 =1350 
7. Baltimore and Ohio 730 360 
B. Reading ....essscssee 205 ~=—s:101 
9. Chesapeake and Ohio 256 126 
10. Norfolk and Western . 224 110 
11. Atlantic Coast Line ..... wi 548 
12. Gulf, Mebile and Ohio 128 63 
13. Minois Central ....... 271 
14, Seaboard Air Line . 219 
15. Southern. .......... 343 
16. Chicago and North, Western 614 303 
17. Chicago, Milwaukee, St. Pau! 
and Pacific ........ 266 
18. Great Northern ... 28) 
19. Northern Pacific . 200 
20. Atchison, Topeka and Sante 
PO cease . 1038 
21. Burlington . 448 
22. Chicago, Rock Island and 
PACTS | crrensesintnee 286 
23. Southern Pacific é 682 
24. Union Pacific 710 
FB. PeteCO  .nerecereees 124 
26. Missouri-Kansas-Texa: % 
27. Missouri-Pacific 376 




















4060° 
15 


1089 
306 
382 


1659 
191 
819 
662 
1039 
917 


852 
607 


3144 
1258 


865 
2065 
2152 

377 

291 
1139 


157 


nn 


2 


1219 
400 


324 
947 
784 
130 

83 
424 





*This total has been adjusted according to the discussion in Section V and this 
adjustment should be taken into account when examining these entries. 
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Maintenance of Shops and Engine Houses 





























Our 
Verso 
000) 

1. Boston and Maine .... 46 
2. 133 
3. oo OF 
4. New York Central .............. 550 
5. Nickel Plate .......... —— wa 
6. Pennsylvania . ne . 650 
7. Baltimore and Ohio ............. 173 
8. Reading .. a 
9. Chesapeske ‘and Ohio eee 
10. Norfolk and Western .......... 53 
11. Atlantic Coast Line .... . 264 
12. Gulf, Mobile and Ohio .... 30 
13. Minois Central . none van 
14, Seaboard Air line iieohe . 105 
Ti, SI hctaescsrteencnstbcssoeretns 165 
16. Chicago and North Western 146 
17. Chicago, Milwaukee, St. Paul 

IIIT sccetabiaens<saviee 128 
18. Great Northern . . 135 
19. Northern Pacific .... % 
20. Atchison, = and Sante 

FO wctichosocccceseoses : 
21. Burlington ... 
22. Chicago, Rock Island. “end 

DIT  ctssacsetestecsecesnetnconses 137 
23. Southern Pacific scewewes: 
24. Union Pacific ........... — 
25. Frisco . 60 
26. Missouri- Kansas- Texes ‘ 46 
27. Missouri-Pacific . : 181 


Our Com- Com- 

Tetel parable parable 
Invest- Aveid- ee ee 
ment able Solely Full 
Variable Costs Related Costs 
(000) (000) (000) (000) 
33 80 3 201 
95 229 211 
44 105 12 94 
394 «944 194 641 
13 3 2) 
466 «1116 70 690 
124 «6297 4 106 
35 83 7 84 
44 104 74 
38 9 10 112 
189 «= 453 335 
22 52 47 
93 «224 30 140 
75 181 90 
118 8 =©283 110 
104 =. 250 437 
92 «219 31 152 
97 ~=—6.232 65 287 
69 166 49 153 
358 858 64 671 
155 370 216 
9 2% 39 177 
235 563 64 374 
245 587 68 546 
43 103 79 
33 79 4 25 
130031 8 228 


a ae 


Taste 7 
Maintenance of Power Plants and Power Transmission Lines 





Boston and Maine . 
New Haven 
Erie .. 

New York ‘Central. 
Nickel Plate . 
. Pennsylvania . 


























. Baltimore and Ohio 25 42 
Reading a 73 177 

. Chesapeake and Ohio ........ 2 10 

. Norfolk and Western ae 1 53 

. Atlantic Coast Line ............. 3 ss 

. Gulf, Mobile and Ohio nae 

. Minois Central .................... 239 259 

. Seaboard Air Line . eat 29 

SO 8 

. Chicago and North Western 9 


TFA GBRHSeePnoOwseen- 


. Chicago, Milwaukee, St. Paul 
and Pacific . 
















18. Great Northern ... 2 5 7 8 5) 
19. Northern Pacific .... v7 35 
20. Atchison, Name.e and Santa 

FO cotanrsees 7 84 
21. Burlington ... 26 
22. Chicago, Rock 

SIDS Aumenamniemansacin ~ 20 
23. Southern Pacific . a 1 49 
24. i 34 188 
25. 10 
26. Missouri-Kansas-Texas 5 
27. Missouri-Pacific «00.0.0... 9 26 





*This account was determined to be a fixed cost for all roads without electric 
locomotive-miles. 



























Taste 8 
Removing Snow, Ice and Sand 
ae 4 
a= 2 oo 
Variable Variable Costs elated Costs 
(000) (000) (000) (000) (G00) 
1. Boston and Maine Determined to be a 29 9% 
2. New Haven ......... Fixed Cost in the 49 
3. Erie. Statistical Analysis 21 
4, New York ‘Central . 81 279 
5. Nickel Plate 4 
6. Pennsylvania .. 51 162 
7. Baltimore and Ohio . 30 
8. Reading 2 29 
9. Chesapeake and Ohio 9 
10. Norfolk and Western .... 6 
11. Atlantic Coast Line ........ 8 
12. Gulf, Mobile and Ohio 5 
13. Winois Central ..........-.. 22 34 
14. Seaboard Air Line .............. 3 
1S, BOVINE — .0.0..cr0res0e000 ee 8 
16. Chicago and North Western 131 
17. Chicago, Milwaukee, St. Paul 
4 1 54 
18. Great Northern... 5 19 
19. Northern Pacific ..........0... 9 92 
20. Atchison, Topeka and Santa 
OU cunsotneseiit ‘ on 75 
21. Burlington ........06... 4 86 
22. Chicago, Rock Island and 
FREE, crceccaqupepsensssese 35 
23. Southern Pacific aalesenielone 49 
24. Union Pacific ............ 211 
BE IED cnccecessecsoenee & 
26, Missouri-Kansas- Texas 1 
27. Missouri-Pacific ..... 8 


—— EEE 
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26. Missouri-Kansas-Texes as 
27. Missouri-Pacific ..........c-cerrn-e 


. Southern 
. Chicago and North Western 190 
. Chicago, Milwaukee, St. Paul 

and Pacific 
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10. 
VW. 
12. 
13. 
14. 
15. Southern 
16. 
17. 


18. 
19, 
20. 


21. 
22. 


23. 
24, 
25. 
26. 
27. 


















Gulf, Mobile and Ohio 16 
Winois Central . 85 
Seaboard Air line . 2 
89 
Chicago and 107 
Chicago, Milwaukee, St. Poul 
and Pacific .. 85 
Great Northern 5) 
Northern Pacific . 43 
Atchison, Topeka and Santa 
151 
Burlington . 9% 





Chicago, Rock Islend and 





7 53 
195 = 281 
66 95 
205 295 
244 «6351 
195 «6261 
117168 
98 «64140 
347) 498 
220 «(316 
47210 
330474 
230 «330 
54 77 
51 74 
117,68 








*This total has been adjusted according to the discussion in Section V and this 
adjustment should be taken into eccount when examining these entries. 


Sreneovaen- 


a= 


14, 
15. 
16. 


17. 


18. 
19. 


21. 
22. 


23. 
24. 
25. 
26. 
27. 





. Boston and Maine 


. Baltimore and Ohio 
. Reading ; 
. Chesapeake and Ohio ........ 
. Norfolk and Western ........ 
. Atlantic Coast Line ............ 
. Gulf, Mobile and Ohio ...... 
13. a 


Taste 12 


Maintenance of Way Switching Tracks 


New Haven .. 
Erie .. 
New 
Nickel Plate 
Pennsylvenia .... 










Wlinois Central 
Seaboard Air Line . = 
TRTTIR  cerncccedttttiencenscts se svece 
Chicago and North Western 
Chicago, Milwaukee, St. Paul 
and Pacific 
Great Northern Ea 
Northern Pacific ........... 
Atchison, Topeka and Senta 
Fe. 
Burlington 
Chicago, Rock Island and 
PEED | cctpnadtttlrenscecepoce 
Southern Pacific ..... ; 
Union Pacific ...... 
Frisco .. 
Missouri-| s-Texas ...... 
Missouri-Pacific 0.0... 






















. Determined to be « 
Fixed Cost in the 
Statistical Analysis 


-ss 


uoawn 
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Taste 13 Taare 15 
Maintenance of Running Tracks — Aggregate Total Maintenance of Way and Structure 
Totsl porable parable 
cy ier tat "E 
Vorteble Variable Costs isterta Costs 
000. (000) (000) 
1. Boston and Maine . 1159 1375 2534 475 2531 
2. New Haven .. 3145 3912 7057 852 5679 
‘ BOND etiticenne 1431 1620 3051 685 2245 
4 4. New York Central .. 12538 15078 24015* 6426 19197 
| 5. 5. Nickel Plate 976 444 824 1 86334 
6. 6. Pennsylvania ... 13965 17619 24183* 4600 17677 
i 7. 7. Baltimore and Ohio 3636 4206 7842 249 4511 
: 8. B. Reading ....c..cccceccee-soue 1151 1417 2568 619 2678 
9. 9. Chesapeake and Ohio . 1334 1570 2904 170 «1771 
{ 10. 10. Norfolk and Western 1185 1346 2531 141 (1836 
} WwW. 11. Atlantic Coast Line .... 5630 6532 12162 406 8380 
| 12. : 12. Gulf, Mobile and Ohio 644 764 1408 23 «1000 
: 13. Mlinois Central ....... . 615 2264 2879 338 2639 13. Mlinois Central .......... t= 6400 1278 5107 
: 14. Seaboard Air Line . . 497 1829 2326 2002 14. Seaboard Air Line “ 4850 73 3340 
15. Southern... . 780 2869 3649 3207 ae ee 7861 188 4865935 
16. Chicago and North Western 689 2532 322) 33 2486 16. Chicago and North Western 3323 3911 7324 633-5292 
17. Chicago, Milwaukee, St. Pau! 17. Chicago, Milwaukee, St. Paul 
and Pacific .. «=. 604 2222 2827 16 1908 and Pacific 3381 6276 326 3794 
> = 60 3459 18. Great Northern ... a 3406 6377 4830 «(5998 
1344 19. Northern Pacific... 2081 2407 4488 300 486.2730 
20. Atchison, Topeka and Santa 
6585 a 10388 12128 22516 547 12087 
: 21 4033 21. Burlington . 4718 5470 10188 124 6483 
. 22. Chicago, Rock 
: 40 2394 Pacific ....... 2983 3506 6489 450 4131 
| 5349 23. Southern Pacific . 7208 8340 15548 676 9908 
5263 24. Union Pacific . 7363 8475 15838 629 9431 
1219 25. Frisco ...ce-s0+-- ve 1286 1487 2773 37 (1954 
7 872 26. Missouri-Kansas- vee WOI3 1167 2180 59 1347 
6 %73 27. Missouri-Pacific .................. 3949 4516 8465 354 5904 
i *This total has been adjusted according to the discussion in Section V and this 
} adjustment should be taken into account when examining these entries. 
Taste 14 Tasie 16 
; Maintenance of Tunnels, Bridges, and Elevated Structures Maintenance of Equipment: Overhead Items 
: Our —_invest- heoie- aa ee Our tevest- aveld- mec "ee 
Vorleble Varioble Certs eters Coots Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) (900) (000) (000) (000) (000) 
; 1. Boston and Maine . 45 33 78 6 6! 1. Boston and Maine ... «ane No 399 134 678 
2. New Haven 130 94 224 458 2. New Haven . -- 800 Entry 800 282 1613 
; 3. Erie .. 60 43 (103 40) (105 ee 349 Needed 349 71 449 
. 4. New York Central 538 388 926 437 «(997 4. New York Central sa» 3680 3680 706 3572 
: 5. Nickel Plate ... 18 13 3) 4 5. Nickel Plate ....c.c.cccsccccccsceoee 136 136 10 94 
) 6. Pennsylvania ... 636 «= 459: 1095 511 6. Pennsylvania .. - 4746 4746 86713 «5246 
} 7. Baltimore and Ohio (169 122 (291 213 7. Baltimore and Ohio 883 883 151 883 
: RIN cctnststiccersecerssennsvedes! 48 34 82 3 56 B. Reading ....crrrseesrvees - 402 402 68 545 
: 9. Chesapeake and Ohio . 59 43 «102 45 9. Chesapeake and Ohio ........ 388 388 22 «(567 
10. Norfolk and Western 38 90 65 10. Norfolk and Western .. 180 180 2 619 
11. Atlantic Coast Line i 186 444 3 374 11. Atlantic Coast Line .............. 1558 1558 47 1523 
12. Gulf, Mobile and Ohio ...... 30 21 51 70 12. Gulf, Mobile and Ohio . 185 185 21 263 
13. Mlinois Central ........... evcoekad S022 92 219 12 127 13. HMlinois Central 807 807 90 «=: 1001 
i 14, Seaboard Air Line 103 74 «#4177 187 14. Seaboard Air Line - iF 717 71 608 
| 15. Southern . 161117278 255 15. Southern. - 1163 1163 46 «857 
; 16. Chicago and. North Western 142 103245 5 239 16. Chicago and North Western 1062 1062 6 704 
: 17. Chicago, ~ “wean St. Paul 17. Chicago, Milwaukee, St. Paul 
and Pacific .. “ 125 90 8215 5 131 and Pacific . 961 961 7 670 
18. Great Northern ... 132 96 ©6228 304 18. Great Northern . - 536 536 118 = 846 
19. Northern Pacific . 94 68 162 101 19. Northern Pacific .......cc---n-eee 542 542 WW 443 
20. Atchison, viet and Santa 20. Atchison, Topeka and Santa 
Se ai 353841 5 3% as 2429 «363s: 2472 
152 363 1 365 21. Burlington .. 1148 257 «1294 
22. Chicago, Rock 
; Pacific r+. 134 202 i 216 PEEIRC...<rnpeorresrees 901 150 825 
23. Southern Pacific . coe SQ1 232 «553 10 = 473 23. Southern Pacific . 2063 6 2975 
24. Union Pacific ..... uw. 334 242 576 3 280 24. Union Pacific ... 1856 658 2900 
} 25. FriCCO ...-ccesssoseee 59 42 101 83 25. Frisco italia 313 26 272 
' 26. Missouri-Kansas-Tex. 45 33 78 51 26. Missouri-Kansas-Texas ........ 302 35 235 


27. Missouri-Pacific ......... eootcbl 177 128 305 a 166 27. Missouri-Pacific ..........-.---rve0 1331 1331 126 =1420 














PNOURED- 


en oh Leo a 
~ 
w 


. Boston and Maine ... 


. Minois Central ......... 
. Seaboard Air Line 


e Burlington an 


. Chicago, Rock 
. Union Pacific 


. Missouri-Pacific 


Taste 17 


Maintenance of Power Plant Machinery* 








Gulf, Mobile and Ohio ..... 







Southern ......... asasa 





. Chicago and North Western 
. Chicago, Milwaukee, St. Pau! 


and Pacific .. 
Great Northern . 





. Northern Pacific ... 
. Atchison, Topeka and Santa 







Fe . 


Island =~ 
Pacific 
Southern Pacific 


FHIRRD  .200020r000 
Missouri-Kansas-Texas 





Torsl parable parshle 
Invest aves "ce "ec 
iment Selely Full 
Variable Costs Related Costs 
(000) (000) (000) (000) 

38 43 

238 238 133 
48 48 

9 691369530 
834 8344856 
47 

2% © 110 

7 15 

20 

10 

2 

8 42 

W 

a 

27 

44 a4 38 
= 33 

9 x 

8 

35 

10 

4) 

128 

10 

2 

22 


TE 
*This account was determined to be a fixed cost for all roads without electric 
locomotive-miles. 
Negative numbers are in parentheses. 


—t as mt we 
RON=—SCONQUAON— 


15. 
; 16. 
t 17. 


18. 
19. 
20. 
2). 
22. 
| 24. 


i 27. 




































Taste 18 
Maintenance of Other Locomotive Repairs: Yard 
Our Com- Com- 
Total parable parable 
Our —invest- Avoi icc 1cc 
Directly ment able Solely Full 
Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
. Boston and Maine .............. 82 8 90 20 80 
New Haven . . 132 13 145 151 
Bole erenoeceeners 51 5 56 59 
644 64 708 724 
6 1 7 29 
573 57 630 754 769 
. Baltimore and Ohio 82 8 90 48 
- REAING ....cececevereeee 97 10 106 159 
. Chesapeake and Ohio 57 6 62 63 63 
. Norfolk and Western .. 4 44 
. Atlantic Coast Line .. 12 128 122 
. Gulf, Mobile and Ohio 2 20 22 22 
. Mlinois Central ..... 10 106 60 9 
. Seaboard Air Line 3 3% 46 
ae 10 112 121 
Chicago and North Western 121 12 133 450 
Chicago, Milwaukee, St. Paul 
and Pacific 97 10 106 6 9 
Great Northern .. 58 6 64 55 
Northern Pacific 48 5 53 26 30 
Atchison, Topeka a 
lea 17 ‘18 23 «272 
Burlington pes iB) 120 104 
Chicago, Rock Island and 
Pacific 7 80 65 
Southern Paci 16 179 139 
Union Pacific W 125 137 
Frisco 3 29 29 
Missouri-Kansas-Texas 3 28 44 
Missouri-Pacific ............000000- 58 6 64 7 52 
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Taste 19 


Maintenance of Other Locomotive Repairs: Other 









































































Totel porable perch 
Our Invest- Avoid- mee "ce 
ee ment able Solely 
Variable Costs Related on 
(000) (000) (000) (000) (000) 
1. Boston and Maine .. No Accept 857 1272 
2. New Haven 580 Entry ICC 776 =©©3320 
9) Tle uci... 525 Needed Di- 682 1313 
4. New York ‘Central 3198 rectly 11470 11470 
5. Nickel Plate ..... . 45 Vari- 680 680 
6. Pennsylvania . . 2396 able 16454 16454 
7. Baltimore and Ohio W 2343 «2343 
8. Reading .. 491 537 1845 
9. Chesapeske ‘and ‘Ohio 434 1266 = 1266 
10. Norfolk and Western . > 
11. Atlantic Coast Line ..... . 1595 4987 =65094 
12. Gulf, Mobile and Ohio . 200 616 619 
13. Minois Central ........ 747 1971 1971 
14. Seaboard Air Line - 69 2464 2464 
15. Southern ...cccsu 1258 38677-3877 
16. Chicago and North Western 1169 3107-3107 
17. Chicago, Milwaukee, St. Paul 
Gn PORE iis... Kiss... 969 3321 3796 
18. Great Northern .... 822 18 2579 
19. Northern Pacific .. 553 1615 =1700 
20. Atchison, Topeka and Santa 
PO exsssoreseri . 2591 7034 7482 
21. Burlington . . 1629 2690 3613 
22. Chicago, Roc 
PERG cncithitin - 1089 315 3115 
23. Southern Pacific . 1584 6413 +7829 
24. Ullicn Pacific . 158) 5518 7377 
25. Frisco 490 774 774 
26. Missouri-Kansas- - 347 1080 =: 1080 
27. Missouri-Pacific .......ccccccccce 1289 4208 4259 
Tasre 20 
Maintenance Repairs to Passenger Train Cars 
Totol porsble para 
Invest- Avoid- mee ce 
Directly ment able Full 
Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine 2374 No 2374 18694 1894 
2. New Haven - 5142 Entry 5142 5496 5496 
3. Erie - 2219 Needed 2219 17121712 
4. New York Central . 18546 18546 15069 15069 
5. Nickel Plate . 488 488 509 509 
6. Pennsylvania . 21122 21122 24505 24505 
7. Baltimore and Ohio 4716 47\6 6707 6707 
B. READING ....-resecevcneveee 2314 2314 2702 2702 
9. Chesapeake and Ohio 1835 1835 2390 2390 
10. Norfolk and Western ........... 1460 1460 1443 1443 
11. Atlantic Coast Line ............. 7945 7945 9190 9190 
12. Gulf, Mobile and Ohio 91 91 1547 1547 
13. Ilinois Central .... - 4845 4845 6087 6087 
14, Seaboard Air Line 3415 3415 2806 2806 
15. Southern ccc 5701 5701 4433 4433 
16. Chicago and North Western 5555 5555 4547 4547 
17. Chicago, Milwaukee, St. Paul 
and Pacific .... «= 4484 4484 5266 5266 
18. Great Northern . 4282 4262 4400 4400 
19. Northern Pacific ......... 2883 2883 462763 «= 2763 
20. Atchison, Topeka and Santa 
-» 13091 13091 13306 13306 
21. Burlington . - 6633 6633 5875 5875 
22. Chicago, Rock ‘ 
PACiFIC  rveverens 4368 4368 4344 4344 
23. Southern Pacific - 10593 10593 14159 14159 
24. Union Pacific . - 9611 9611 11097 11097 
TB. PRED cccccccstnsccee 1827 1827 1334 1334 
26. Missouri-Kansas-Texas 1425 1425 729 729 
27. Missouri-Pacific 5681 6213 6213 





— 7 rs - FF FF 


— 


we wD —_ 


;nIN A AD 


; 
: 
: 
: 








PROBLEMS OF THE RAILROADS 277 


















































i Taste 21 Taste 23 
| Maintenance Repairs: Miscellaneous Equipment Total Maintenance of Equipment 
——— 
Toral =. able Tere one —— 
a a 
| Variable Variable Costs Related Costs vi Variable Costs Related Costs 
(000) (000) (000) (000) (000) (900) (000) (000) (000) (000) 
) 1 5 5 10 1 1. Boston and Maine .. woe 9406 13° 3725 2943 3963 
2. 14 13 27 43 2. New Haven 0.00.0... 6668 264 7464 6891 11093 
: 3. 7 6 13 3 20 Sy Brie scs..... cacosnsl Nae 11 «©3256 62517 =: 3538 
; 4 60 54 113 1 114 4. New York “Central vvcreeseneee 26128 209 34347 27969 31218 
5. 2 2 4 3 5. Nickel Plate ...... 777 3 1268 1158 1268 
6. 71 64 134 211 6. Pennsylvania ... cvsesveeeee 28908 «©6955 44300 43356 48221 
: 7. 9 17 % 48 55 7. Baltimore and Ohio. Cincevecente UE 25 6239 9431 10254 
: 8. 5 5 10 14 8. Reading .. vee 3309 15 3753 3463 5759 
i 9. 7 6 13 20 9. Chesapecke ‘and OWNO sin.css 2721 12 3618 3802 4375 
10. 6 5 8] 5 10. Norfolk and Western .......... 1685 9 1672 1420 2065 
|W. Atlantic Coast Line... 298s 26 M1. Atlantic Coast Line . 112433814540 14240 15833 
; 12. Gulf, Mobile and Ohio. 3 3 o 4 12. Gulf, Mobile and Ohio. . 1317 5 1726 2222 2445 
13. Minois Central : ino RDS 13 27 3 23 13. Wlinois Central . enexevei GSI 23 «+7535 «4698129 «6—9002 
14, Seaboard Air Line ........... 11 10 22 46 14. Seaboard Air tine . . 4875 13 6696 5383 6003 
15. SOutHOPA 0... cece 18 16 34 79 15, SOUMMOFM oo... ccceceeeeeceoee . 8242 26 10856 8381 9335 
16. Chicego end North Western 16 4 30 18 16. Chicago and North Western 7923 26 9909 7706 8876 
17. Chicago, Milwaukee, St. Paul 17. Chicago, Milwaukee, St. Paul 
and Pacific .. 14 13 26 3 28 BN PACIFIC o...cccccee ccerenee . 6525 67 8968 8625 9943 
18, Great Northern .. sisecanaa 15 13 28 24 68 18. Great Northern ......000........ 5713 26 5006 4583 8052 
19. Northern Pacific . 10 9 20 1 9 19. Northern Pacific . Dinnnienttvod 4036 14 5062 4502 4937 
4 20. Atchison, Were and Santa 20. Atchison, — and Santa 
noamnsionll 54 49 103 5 55 a — 4 66 22672 20759 23531 
21. Burlington ... 23 21 45 23 21. Burlington ... : «a 9642 32 10711 8873 11019 
22. Chicago, Rock Island “and 22. Chicago, Rock Island and 
Pacific .. ; a 15 13 28 19 Pacific . iene we 6446 20 «8411 7812 8297 
23. Southern Pacific . . 32 68 199 23. Southern Pacific . 14439 48 19257 20592 25283 
24. Union Pacific ..... a 37 33 7 27 137 24. Union Pacific .. : 13199 44 17321 17327 21916 
25. Frisco ........... 7 6 12 30 , 2 eee . 2664 9 2923 2140 2417 
26. Missouri-Kenses-Texes wine S 5 10 2 26. Missouri-Kansas-Texas cee 2104 8 2817 1891 2064 
27. Missouri-Pacific ..... >a 18 37 38 27. Missouri-Pacific ... .. 8379 24 12422 11641 13105 
Maintenance of Joint Facilities (Net) Total Traffic Expense 
Our Com- Com. Our Com- Com- 
Total parable parable Total parable parable 
Our tm Avoid- ICC icc Our invest- Avoid- ICC icc 
Varian Vasa able Solely Full Directly ment able Solely Full 
Variable Costs Related Costs Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) (000) (000) (000) (000) 
1. Boston and Maine .............. atal ICC Allocation (5) 1. Boston and Maine ..... . 467 No 367 480 48) 
2. New Haven . sani “eo 337 337 2. New Haven . - 1054 Entry 1054 1373 1424 
3. ‘sesdill 1 (63) 2D Gio a... 485 Needed 485 475 500 
4, New York Central . sida 354 (261) 4. New York Central . ww 4352 4352 5322 5412 
5. Nickel Plate ............. (41) (47) 5. Nickel Plate ....... at 1H 144 305 305 
6. Pennsylvania . inal icess canines 782 380 6. Pennsylvania ...... we 5144 5144 5500 5841 
7. Baltimore and Ohio . 182 171 7. Baltimore and Ohio ............ 1370 1370 3424 3424 
8. Reading 130 384 8. Reading .............. ~ 385 385 446 447 
9. Chesapeake and Ohio ... 54 54 9. Chesapeake and Ohio +» 480 480 1057 1107 
10. Norfolk and Western ........ (25) (22) 10. Norfolk and Western . - 420 420 430 493 
11. Atlantic Coast Line ....... 16 = (132) 11. Atlantic Coast Line ..... .- 2087 2087 2804 2958 
12. Gulf, Mobile and Ohio 16 (12) 12. Gulf, Mobile and Ohio ..... 241 241 410 469 
13. Minois Central ............. (90) (221) 13. Ilinois Central ........... «» 1031 1031 1112S s:1562 
14. Seaboard Air Line : 42 42 14. Seaboard Air Line . 833 833 1662 1662 
1%. Southern ................... 25 (31) 15. Southern ............ ; - 1306 1306 1179 1586 
16. Chicago and North Western 46 23 16. Chicago and North Western 1153 1153 1618 =— «1755 
17, Chicago, Milwaukee, St. Paul 17. Chicago, Milwaukee, St. Paul 
GOI cartiakececicssasvcise 22 26 ANd PACIFIC ....0000.cccccereeerveee 1012 1012 1760)=—- 2194 
18. Great Northern .. ‘ 23 71 18. Great Northern / . 1072 1072 «2132 = 2246 
19. Northern Pacific ............ 77 (51) 19. Northern Pacific . acest TOn 763 819 =1887 
20. Atchison, Topeka and Santa 20. Atchison, — and Santa 
Fe ... 28 (174) Pe srccsemettilibisbersccecee . 3955 3955 5977 7216 
21. Burlington ... 51 75 ee 1708 1708 2342 3063 
22. Chicago, Rock Island ‘and 22. Chicago, Rock 
FRNINE - cciciecenies 203 (81) ee 1089 1543 1764 
23. Southern Pacific ramos 14 (59) 23. Southern Pacific a 2597 6053 6299 
24, Union Pacific ........cccceccee 27 140 24. Union Pacific .... 2707 +5252 7655 
ee ; 6 (32) 25. Frisco ... ‘ : 474 612 1452 
26. Missouri- Kensas-Texas, ; 47 (28) 26. Missouri- Kensas- Texas - 366 366 553 632 


27. Missouri-Pacific ......... Seabee 1087. —s-*11101 27. Missouri-Pacific ........ccc000 4433 1433 2028 2866 
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Taste 25 
Transportation Rail Line Overhead 





Our 
Total 
Avoid- 


von ment able 
Vetenl Verteste Gres 
(000) (000) 


1167 
1153 


1929 
1182 


152) 
1543 
34) 


956 


194 
71 
13 
47 

529 


510 


4136 
2816 
(1395) 


38) 
1169 
329 
958 
607 
1324 
905 


688 
681 
327 


2017 

516 
164) 
1320 


162 
1207 








—eewwwoe 
NOPPONHKSCPENS VS YY 





. Chicago and North Western 616 616 
. Chicago, ens Pavi 
and Pacific ..... noes 489 
18. Great Northern . 42) 
19. Northern Pacific . dies 334 
20. Atchison, Topeka and Santa 
ous 1262 
800 
541 
625 
849 
228 
160 
606 








265 


207 
193 
265 


511 
346 


230 


35) 
108 

69 
220 
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(000) (000) 
1. Boston and Maine .. 4335 No 4335 2247 
2. New Haven ... 9698 Entry 9698 3887 
3. Erie .. . 4046 Needed 4046 1859 
4. New York Centra . 27510 32510* 23782 
5. Nickel Plate . + 536 536 164 
6. Pennsylvania ..... - 30295 40295* 26027 
7. Baltimore and Ohio 4787 +=. 2903 
B. Reading... o 4828 3763 
9. Chesapeake and Ohio - 1965 1463 
10. Norfolk and Western e 1713, («1145 
11. Atlantic Coast Line 8597 4220 
12. Gulf, Mobile and Ohio ...... 817 432 
13. Wlinois Central ........ < 9359 4829 
14. Seaboard Air Line 3438 718 
15. Southern 6391 2329 
16. Chicago and North Western 8826 8826 3643 
17. Chicago, Milwaukee, St. Paul 
5823. 1938 
18. 5407 2606 
19. 3221 wi 
20. Atchison, Topeka and Santa 
Fe. 13149 «2971 
2). Burlington 9356 1408 
22. Chicago, Rock Island and 
Pacific ......... 5695 2388 
23. Southern Pacific . 12828 7349 
24. Union Pacific .. 11544 94386 
25. Frisco 2129 581 
26. Missouri-Kansas-Texes . 1842 511 
27. Missouri-Pacific ............0000 7509 3082 





Com. 
parable 
icc 
Full 
Costs 
(000) 

2784 
4258 
2092 
25733 
199 
27214 
3062 
429) 
1806 
1308 
5203 
567 
5745 
1074 
3013 


4812 


2550 
3943 
2650 


4579 
2656 


3166 
7794 
6604 
1020 

735 
4063 





*This total has been adjusted according to the discussion in Section V and this 
adjustment shouid be taken into account when examining these entries. 


Tasie 28 


Yard Overheads. Yardmasters & Clerks. Yard Supplies & Expenses. 
Our Com- Com- 


Total 
Our Invest- Avoid- 
ment 


Variable Variable Costs 
(000) (000) 
Accept 

icc 
Alloca- 

tion 





Pennsylvania ............... soci 





. Norfolk and Western . 
. Atlantic Coast Line .............. 
. Gulf, Mobile and Ohio 
. ineis Central 
Seaboard Air Line . 
. Southern .... 
. Chicago end North Western 
. Chicago, Milwaukee, St. Paul 
BN PACIFIC ....-.eseceescereereee 
18. Great Northern ............... : 
19. Northern Pacific ............ 
20. Atchison, Topeka and Senta 











feta ae 
NSRESR=SL@PNGOMASH- 


21. 
22. Gae Rock Island and 

PACIFIC .csesenenes 
23. Southern Pacific . 
24. Union Pacific . 
BB. POND .-csocscecscive 
26. Missouri-Kansas-Te. 
27. Missouri-Pacific ... 








‘able 
mec 


Related 
(000) 


62 
62 
53 
950 


1553 
25 


67 
80 


103 


31 
190 


73 


parable 
ec 
Full 


Costs 
(000) 


457 
462 


73 
164 


UU EEE EEENI NS IEEEEESEEEEREREn 
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Taste 29 
Yard Labor. Conductors & Brakemen. Switch & Signal Tenders. 


Yard 


Enginemen. 





S2PPNovsAen- 


—— aw ow oe 
NO WAND 


PPNOURON- 


23. 
24. 
25. 
26. 
27. 


. Boston and Maine 


. Great Northern ... _ 
. Northern Pacific ............ 
b — bil and Santa 


° ees ee 
. Chicago, Rock 


. Boston and Maine ... 


. Great Northern 
. Northern Pacific .. 
. Atchison, Topeka and Santa 


. Burlington ... 
. Chicago, Roc 





New Haven .. 
EAD ceccrereccereres 
New York Central 
Nickel Plate 
Pennsylvania ... 








. Atlantic Coast Line ........ 
. Gulf, Mobile and Ohio 
. Minois Central .......... 

. Seaboard Air Line 
. Southern .. 
. Chicago and Nort! 
. Chicago, Milwaukee, St. Paul 





Western 





and Pacific 











Island. , and 
Pacific .. 





. Southern Pacific . 

. Union Pacific . 
pF RICBD. -cerceseseee 
. Missouri-Kansas- Texas 
. Missouri-Pacific .. 








-. Accept 


Our 

Total 
Our invest- Avoid- 
Directly ment able 
Variable Variable Costs 
(000) (000) (000) 
icc 


Alloca- 
tion 


icc 


tion 


Taste 30 
Yard Material. Fuel, Lubricants and Other Supplies. 





New Haven .. 







Pennsylvania . 
Baltimore and Ohio . 
Reading , 
Chesapeake and Ohio 





. Norfolk and Western ... 

. Atlantic Coast Line ....... : 

. Gulf, Mobile and Ohio ...... 
. Iinois Central . aneies 
. Seaboard Air line 
. Southern 
. Chicago and North Western 
. Chicago, Milwaukee, St. Paul 








and Pacific .. 


















Pacific 
Southern Pacific 
Union Pacific 
Frisco 
Missouri-Kansas 
Missouri-Pacific 














Our 

Total 

Our invest- Avoid- 
Directly ment 

Variable Variable Costs 

(000) (000) (900) 

50 No 50 


31 Needed 31 
424 424 
9 9 
372 372 
77 77 
59 59 
34 34 
108 108 
70 70 
W WW 
70 70 
20 20 
62 62 
9 91 
59 59 
38 38 
59 59 
107 107 
69 69 
44 44 
254 254 
69 69 
16 16 
15 Ss 
35 35 


Accept 


Alloca- 


1425 


167 
139 


ww 


238 


4 


6 


e-seuvwo so Susy SEZAGT 


97 
134 


64 
44 
38 


113 
81 


54 
182 


13 
25 
38 































Taste 31 
Enginehouse Expenses: Yard 
Torol persble porable 
Our Invest- Aveid- tec mee 
oy ment able Solely Full 
v Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine ....... 30 No 30 45 
2. New Haven . 48 «OCEntry)«=— 48 77 
ee ae 18 Needed 18 12 
4. New York Central 252 252 143 176 
5. Nickel Plate ... 5 5 2 
6. Pennsylvania ... ‘ 222 222 138 144 
7. Baltimore and Ohio ‘ 46 46 56 
8. Reading ........ 35 35 55 55 
9. Chesapeake end ‘Ohio 21 21 a 3) 
10. Norfolk and Western 64 64 53 
11. Atlantic Coast Line ... 42 42 3 50 
12. Gulf, Mobile and Ohio . 7 7 4 15 
13. IMlineis Central 4 4l 9 50 
14. Seaboard Air Line . 12 12 46 
15. Southern 37 37 23 4) 
16. Chicago end North Western 58 58 148 162 
17. Chicago, Milwaukee, St. Paul 
and Pacific ........ 4 35 35 4) 63 
18. Great Northern ...... 23 23 2 43 
19. Northern Pacific .... 35 35 2 22 
20. Atchison, ee and Santa 
21. Burlington ........ 4) 4) 39 
22. Chicago, Rock ‘Island and 
ae 26 26 30 
23. Southern Pacific 150 150 90 
24. Union Pacific . 4) 4) 63 
10 10 9 
9 9 30 
27. Missouri-Pacific .......0cc0c0e 21 2) 2! 
Taste 32 


line Haul Labor. Train Enginemen and Trainmen. 





SPNOVABN- 


. Caen and Ohio ........ 
10. Norfolk and Western .......... 
11. Atlantic Coast Line ..... ; 

12. Gulf, Mobile and Ohio 
13. Minois Central .. 
14. Seaboard Air Line s 
16. Chicago and North Western 
17. Chicago, Milwaukee, St. Paul 

and Pacific .. 

18. Great Northern . : 

19. Northern Pacific . 

20 ao a and Santa 













21. nsiiion. 
22. Chicago, Rock 

Pacific 
23. Southern Pacific | 
24. Union Pacific . 
25. Frisco .......++ 
26. Missouri-Kansas-Texas . 
27. MiSSOUFPACIFIC ccceccs.cccvsserne 
















12532 
2788 
1885 
7680 


geazeF Sig Haapf 


2195 
9142 
1302 
6290 
4159 
7084 
9250 


7220 
5546 
4015 


16524 
9915 


13453 
12532 
2788 
1885 
7680 

















280 


Taste 33 


line Haul Material. Train Fuel and Water. Train Lubrication. 


Other Supplies, Train Power. 





- 


ones 
nie 


Sse 


NN 
n— 


NP 
ars 


27. 


SPPNOWAoN- 


Boston and Maine ... 
New Haven . 
Erie on eseeeesenee 
New York Central 
Nickel Plate . 
Pennsylvania 





icc 
Directly 











. Atlantic Coast Line .............. 
. Gulf, Mobile and Ohio 

. Minois Central ......... 
he compass Air Line | 








, oo sod. North Western 2058 
4 ees t St. Paul 


Missouri-Pacific 


=, 
pace 


Related 
(000) 
1312 
1672 
1355 


Variable 10372 


341 
6917 
3852 
1292 
1229 


3147 





*This total has been adjusted according to the discussion in Section V and this 
adjustment should be taken into account when examining these entries 


Taste 34 
Enginehouse Expenses: Road 





CSc Seca 
NFRESHHSeenowsen- 


BE 83s 


SERPS 


27. 








. Gulf, Mobile and Ohio ...... 338 338 
. Winois Central... 1288 1288 
. Seaboard Air Line se 1183 1183 

Southern . —_ . 2128 2128 
. Chicago ond. North Western 2099 2099 


. Chicago, Milwaukee, St. Paul 





Missouri ansas-Texas ........ 
Missouri-Pacific .......... 218) 218) 


426 
754 
7 


3 
89 


485 
229 


253 
248 
693 


ei, Sey 8f20bF 


557 
18) 
255 
942 
108 
435 
442 
440 
1200 


426 
754 
336 


173) 
683 


485 
1963 
1592 

253 

248 

693 


{>{—_N0nSeee eS 
*This total has been ——— according to the discussion in Section V and this 
adjustment should be taken into account when examining these entries. 
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Taste 35 
Train Supplies and Expenses 
Tercl parable. perehle 
Our tnvest- Avoid- mee 1c 
ment able Solely Full 
v Variable Costs Costs 
000) (000) (009) 
1. Boston and Maine .............. 294 No Accept 1677 1735 
2. New Haven .. ~- 673 Entry ICC 4016 4132 
B,C icc cecesncecsss «. 905 Needed Di- 1000 = 1004 
4. New York Centra .. 3039 rectly 11339 11372 
5. Nickel Plate ... «a & Vari- 215 220 
6. Pennsylvania ..... -. 3458 able 16914 17034 
7. “ 3868 3868 
8. 1896 1930 
% 1299 = s«1308 
0. 1012-1015 
11. Atlantic Coast Line .............. 1274 2785 2800 
12. Gulf, Mobile and Ohio ...... 146 544 546 
13. Iinois Central ‘ 2295 2295 
14, Seaboard Air Line . 1303-1303 
15. Southern... 7084 7084 
16. Chicago and North, Western 819 3749 §=—-3749 
17. Chicago, Milwaukee, St. Paul 
and Pacific 2389 2389 
18. Great Northern ..... 1579 =: 1579 
19. Northern Pacific ......... 1304 1304 
20. — —_ and Santa 
a 5011 5208 
2). onan = 2427 82547 
22. Chicago, Rock 
SID csitiahiawenintesinsinannisnte 703 1769 («1769 
23. Southern Pacific nest 7360 7360 
24. Union Pacific oo... 1631 4019 4097 
Si NUNIDD: siinnseitnitiehentannene a 284 1005 =: 1020 
26. Missouri-Kansas-Texas _........ 220 58) 58) 
27. Missouri-Pacific ....... . 867 2779 = 2787 
Taste 36 
Signals and interlocker Operations 
Total porshle porshle 
Our —_ Avoid- mee mice 
S Vortale Vorteble Coats Releted Coot 
(000) (000) (000) (000) (000) 
1. Boston and Maine No Entries Needed as 1 250 
2. New Haven -e this was Determined 56 523 
DC csecsecens «= to be a Fixed Cost 256 
4. New York Centra ‘ 307 +=-1654 
5. Nickel Plate 2 79 
6. Pennsylvania is des 322 45 
7. Baltimore and Ohio ............ 4 40 
B. READING ~..--.0c0ererereee 92 350 
9. Chesapeake and Ohio . 112 
10. Norfolk and Western .... 4“ 
11. Atlantic Coast Line ...... 170 
12. Gulf, Mobile and Ohio 2 
13. Winois Central ............... 3 220 
14, Seaboard Air Line 72 
15. Southern ............ 158 
16. Chicago and North, Western 383 
17. Chicago, Milwaukee, St. Paul 
OE PACIME ..0..200000..00.c00000 121 
18. Great Northern .... 57 
19. Northern Pacific ........... 69 
20. Atchison, Topeka and Senta 
ORI cesccnsnadtvacesecncensnsusee 223 
21. Burlington ....... 1 108 
22. Chicago, Rock ‘Island and 
PRE Clarccerecccesercemesented 20 176 
23. Southern Pacific ............0 272 
24. Union Pacific... 9 
26. Petes ......5...- 43 
26. Missouri- Kaneae-Texas 1 92 
27. Missouri-Pacific ......... 170 





a ee 
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Taste 37 
Communications Systems Operations 
Totsl pershle porehle 
Our Invest- Avoid- mee mice 
Solely Full 
vi Variable Costs Related Costs 
(000) (000) (000) (000) 
1. Boston and Maine . 16 No 16 20 
2. 45 Entry 45 15 104 
a 21 Needed 21 79 
4, New York Central 185 165 4 354 
5. Nickel Plate .. 6 6 9 
6. Pennsylvania 219 219 13 466 
7. Baltimore and Ohio . 58 58 2 iW 
i TRIE cr eceecsraoennsase 6 16 88 
9. Chesapeake and Ohio ........ 20 20 67 
10. Norfolk and Western ... 18 18 23 
11. Atlantic Coast Line ........ 89 ag 143 
12. Gulf, Mobile and Ohio 10 10 24 
13. WMlinois Central . 44 44 6 106 
14, Seaboard Air line : 35 35 62 
WS. SOMME 2n.0.ncnrececseseesenss 56 56 180 
16. Chicago and North Western 49 49 107 
17. Chicago, Milwaukee, St. Paul 
and Pacific ..... ; 43 43 163 
18, Great Northern .. 46 46 18 163 
19. Northern Pacific... 32 32 103 
20. Atchison, a and Santa 
Fe . 168 168 632 
21. Burlington | cuvanenoneorsseamnempecenge 73 73 201 
22. Chicago, Rock Island and 
| 46 46 140 
23. Southern Pacific mW WwW 362 
24. Union Pacific .. 15 15 308 
25. Frisco . 20 20 82 
26. Missouri-Kansas- Texas 16 16 38 
27, Missouri-Pacific .......ccceeeeeee 61 61 140 
Taste 38 
Crossing Protection 
Total porable porsh 
Our Invest- Avoid- mee oc 
Direct ment able Solely Full 
Vv Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine No Entries Needed as 461 
2 ~~» this was Determined 219 
3. - to be a Fixed Cost 259 
4, 629 
5. Nickel Plate ..... 60 
6. Pennsylvania ......... oes 98 752 
7. Baltimore and Ohio 1 52 
B. Reading 0... 148 
9. Chesapeake and Ohio . 13 
10. Norfolk and Western .. 19 
11. Atlantic Coast Line ...... 104 
12. Gulf, Mobile and Ohio 17 
13. Minois Central .... 237 256 
14. Seaboard Air Line 36 
2 OR ee 36 
16. Chicago and North Western 467 
17. Chicago, Milwaukee, St. Paul 
and Pacific ........ 97 
18. Great Northern . 6 24 
19. Northern Pacific ......... 38 
20. Atchison, — and Santa 
21. Burlington ........cccce 44 
22. Chicago, Rock Island and 
PACIFIC eecccsevee 110 
23. Southern Pacific 2) 141 
24. Union Pacific .. 62 
Be POUND cccccesnsesece 4) 
26. Missouri-Kanses- Texes 36 
27. Missouri-Pacific 5! 


























Taste 39 
Clearing Wrecks. Damage to Property. Damage to Livestock 
Totel parchle parable 
= ae eee 
vorenle Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine . ‘ 8 No 8 v7 7 
2. New Haven 0. 24 Entry 24 39 46 
OTF Ci icscciapsiccesinniste dissin 1) Needed 11 51 52 
4. New York Central ............. 9 9 81 106 
5. Nickel Plate ......... ‘ 3 3 1 1 
6. Pennsylvanie ............. acne ~ WR 118 125 173 
7. Baltimore and Ohio 31 3 60 6 
8. Reading ..........ceccenceen 9 9 9 10 
9. Chesapeake and Ohio ....... W W 14 15 
10. Norfolk and Western ........ 10 10 12 17 
11. Atlantic Coast Line ........ 48 48 32 49 
12. Gulf, Mobile and Ohio 6 6 5 10 
13. Illinois Central .... 24 24 33 61 
14. Seaboard Air Line ........... 19 9 13 9 
SE GN  pesdeciiliebiiniitensainn 30 30 45 59 
16. Chicago and North Western 26 26 32 39 
17. Chicago, Milwaukee, St. Paul 
and Pacific ........ ina 23 23 47 53 
18. Great Northern . seal 24 24 45 53 
19. Northern Pacific . 17 7 13 26 
20. Atchison, — and Sante 
o— 90 90 40 53 
21. Burlington ......... 39 39 24 6) 
22. Chicago, Rock Island end 
RE eakiabigieectets 25 25 64 73 
23. Southern Pacific... 59 59 32 72 
24. Union Pacific .... 62 62 47 74 
25. Frisco ... W W 24 25 
26. Missouri 8 8 16 25 
27. Missouri-Pacific a 33 35 52 
Taste 40 
Insurance and Injuries to Persons 
Our Com- Com- 
Total parable pareble 
Our Invest- Aveoid- ice icc 
Directly ment Solely Full 
Variable Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine ..... 632 No 632 6 42 
2. New Haven 1031 Entry 1031 1790 =: 1970 
a 465 Needed 465 191 201 
4. New York “Central 3286 4786* 746 3400 
5. Nickel Plate ......... 127 127 (77) (73) 
6. Pennsylvania - 3521 5521* 2273 2828 
7. Baltimore and Ohio 1056 1056 478 479 
B. Reading .....cecccceveneves 599 599 232 316 
9. Chesapeake and Ohio 391 391 128 136 
10. Norfolk and Western .... 303 305 156 
11. Atlantic Coast Line ..... 1347 1347 546 586 
12. Gulf, Mobile and Ohio 192 192 6 9 
13. Mlinois Central . 879 879 474 581 
14. Seaboard Air Line 603 603 312 409 
15. Southern ......... «- 1061 1061 399 407 
16. Chicago and North Western 117 1117 460 48) 
17. Chicago, Milwaukee, St. Paul 
and Pacific ....... 887 887 334 353 
18. Great Northern 764 764 341 358 
19. Northern Pacific 606 606 85 124 
20. Atchison, name and Santa 
| es se 2290 469 541 
21. Burlington . csnenete, WEN 1452 371 509 
22. Chicago, Rock Island and 
Pacific “ 982 982 564 637 
23. Southern Pacific 1497 1497 839 ©1097 
24. Union Pacific . 1540 1540 356 315 
, a 413 413 156 172 
26. Missouri- Kansas- Texas 290 290 43 53 
27. Missouri-Pacific ........... . 1099 1099 407 528 





*This total has been adjusted according to the discussion in Section V and this 
adjustment should be taken into account when examining these entries. 
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Taste 41 
Operating Sleeping Cars 
Tots! persble pereble 
x, oe et EE 
vactebte Variable Costs Related Costs 
(000) (000) (000) (000) (000) 
a. -» Accept ICC Allocation 219 219 
2. 1315-1315 
3. 344 344 
4. 2690 2690 
5. 28) 28) 
6. 6001 600! 
7. 1407 1407 
8. 22 22 
9. 951 95) 
10. 524 524 
MW. 21120 2112 
12. 143 143 
13. 546 546 
4, 517 517 
15. cciiieeseeaseeccese wade! 1914 1914 
16. Chicago and North Western 663 663 
17. Chicago, Milwaukee, St. Paul 
and Pacific 393 393 
18. Great Northern 755 755 
19. Northern Pacific .... 838 838 
20. Atchison, Topeka and Santa 
393 393 
21. Burlington 693 693 
22. Chicago, Rock Island end 
94) 941 
2065 2065 
854 854 
615 615 
26. Missouri-Kansas-Texas 300 300 
27. Missouri-Pacific ........ 634 634 
Taste 42 
Loss and Damage — Baggage 
Su Ste ti 
Our lavest- Avoid- mice Mice 
ment able Solely Full 
v Variable Costs Related Costs 
(000) (000) (000) (000) 
1. Boston and Maine .............. Accept ICC Allocation 4 4 
2. New Haven . 9 9 
BD BR eperceccceenepe 1 1 
4. New York Central 50 50 
5. Nickel Plate ... 1 1 
6. Pennsylvania ... 78 78 
7. 3 3 
8. 1 1 
9. 1 1 
10. 1 1 
11. Atlantic Coast Line 7 7 
12. Gulf, Mobile and Ohio 1 1 
13. Minois Central ............. 5 5 
14. Seaboard Air Line 4 4 
15. Southern 3 3 
16. Chicago end. North Western 5 5 
17. Chicago, Milwaukee, St. Paul 
and Pacific 4 4 
18. Great Northern .. 7 7 
19. Northern Pacific . 1 1 
20. Atchison, » See and Santa 
14 14 
5 5 
6 6 
20 20 
13 13 
1 1 
woes 1 1 
27. Missouri-Pacific ........c.-00cee-e 5 5 
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Taste 43 
Dining and Buffet Service and Hotels and Restaurants 
Our Com- 
Total 


Costs 
(000) (000) (000) (000) 







































Com. 
parable 
cc 
Full 
Costs 
(000) 
1. Boston and Maine -. Accept No Accept 166 166 
2. icc Entry =ICC 3061 306) 
3. Allo- Needed Allo- 448 448 
4. . cation cation 9764 9764 
5. 310310 
6 11600 11600 
7. 3779-3779 
8. 259 259 
9. 1565 1565 
10. 646 «= 646 
MW. 364) 3641 
12. 717 717 
13. 2705 2705 
4. 2171 2071 
15. coeeeeeres 2379 ©2379 
16. Chicago and North Western 3247 3247 
17. Chicago, Milwaukee, St. Pau! 
and Pacific ...... 2734 2734 
18. Grest Northern . 2871 287) 
19. Northern Pacific ... 2532 2532 
20. Atchison, Topeka and Santa 
10623 10623 
21. Burlington ... 3784 863784 
22. Chicago, Rock Island end 
2867 2867 
23. 8655 8655 
24. 10164 10164 
25. 734 734 
26. Missouri-Kansas-Texas........ 490 490 
27. Missouri-Pacific ...........0.008 2134 2134 
Taste 44 
Total Transportation Rail Line Expense 
Totet porable parse 
a 
Avoid- mice icc 
Solely Full 
Costs Related Costs 
(000) (000) (G00) 
1. Boston and Maine .. 16391 12311 15279 
2. New Haven . 27215 31822 22919 28487 
BD. Cele cnccrcctccores - 11913 13431 9155 11385 
4. New York Central . 91945 116035 89761 101694 
5. Nickel Plate ..... . 2689 2977, «1950 = 2324 
6. Pennsylvania ......... . 96952 125327 100064 108865 
7. Baltimore and Ohio . 19722 25270 22669 25909 
B. Reading ..........000- . 14287 16585 12250 14090 
9. Chesapeake and Ohio 9484 11052 9073 10539 
10. Norfolk and Western .......... 6670 6641 6203 8197 
11. Atlantic Coast Line ...... . 31225 35243 24981 29428 
12. Gulf, Mobile and Ohio ...... 3824 4327 3290 3862 
13. Mlinois Central ........... 23200 25901 18601 21477 
14. Seaboard Air Line «» 12855 14660 «9035 11469 
15. Southern ........« 24469 33641 24849 28265 
16. Chicago and North Western 28445 33260 23698 2852) 
17. Chicago, Milwaukee, St. Pau! 
and Pacific .. 20575 23600 16229 18568 
18. Great Northern . ’ 17934 19947 14520 17455 
19. Northern Pacific ... 12639 14216 9853 12596 
20. Atchison, Topeka 
49572 55627 33934 42925 
21. Burlington .. 30449 34088 18778 24260 
22. Chicago, Rock 
Pacific ........ . 20696 23152 15887 18784 
23. Southern Pacific . 44234 43872 30542 38230 
24. Union Pacific ... 38490 44501 28723 37330 
25. . 8537 9844 6512 8000 
26. Missouri-Kansas-lexes ........ 6234 7093 4486 5433 
27. Missouri-Pacific ......... covers 24249 27567 19002 22259 


eee 
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Taste 45 
Total General Expenses 
Total parable porable 
x, moe St Ee 
Variable Varleble Costs Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine .. 957 711254 
2. New Haven . 1970 1 3306 
SZ Gite ceciecemsnins > 924 168 = =1012 
4, New York Central . 8262 8262 1919 8118 
5. Nickel Plate . 217 49 230 
6. Pennsylvania .. 7439 §=6©2657 = 8533 
7. Baltimore and Ohio ‘ 1776 451 + =2869 
8. Reading ......... . 968 273. «1355 
9. Chesepeske. ‘end ‘Ohio 751 285 = 1431 
10. Norfolk and Western 551 155 982 
11. Atlantic Coast Line 2662 924 2799 
12. Gulf, Mobile and Ohio 320 320 159 590 
13. Hlinois Central 1699 491 2037 
14, Seaboard Air Line 1124 1124 211 = 1065 
15. Southern . 2231 2231 666 2663 
16. Chicago and Western 2147 2147 394 2231 
17. Chicago, Milwaukee, St. Pau! 
and Pacific 1657 440 2030 
18. Great Northern .. 1347 296 = =1654 
19. Northern Pacific ... 1020 315 1382 
20. Atchison, Topeka and 
4355 693 4054 
21. 2357 517 2099 
22. 
1627 321 +1904 
23. Southern Pacific 3379 «1123 «4767 
24. Union Pacific 3341 610 3529 
S6. Pelece ante 666 666 1601109 
26. Missouri-Kansas-Tex . 518 518 108 577 
27. Missouri-Pacific 2.0.2.0...» 2074 2074 715 2350 
Tasie 46 
Depreciation of Road Property at Historical Cost 
Jest pestle” perable 
Oor Invest- Avoid- mee mice 
‘i ment able Solely Full 
Vari Variable Costs Related Costs 
) = (000) (000) = (000) += (000) 
1. Boston and Maine 728 No 728 48 592 
2. New Haven Entry 2090 1 1379 
3. Erie Needed 962 167 428 
4. New York Central 8632 8632 76 4262 
5. Nickel Plate ..... 286 286 27 
6. Pennsylvania ..... 10204 10204 356 4666 
7. Baltimore and Ohio 2717 3 608 
8. Reading ... 763 152 860 
9. Chesapeake and Ohio 953 2 347 
10. Norfolk and Western .. 826 257 
11. Atlantic Coast Line 4139 30 =—-:1034 
12. Gulf, Mobile and Ohio . 477 477 13) 
13. llinois Central ........... 2044 2044 356 1064 
14. Seaboard Air Line .. 1652 1652 44) 
15. Soutnern cc... 2591 2591 893 
16. Chicago and North Western 2287 2287 1150 
17. Chicago, Milwaukee, St. Paul 
and Pacific .. . 2007 2007 (2) 492 
18. Great Northern . 2126 2126 575 
19. Northern Pacific 1514 15 443 
20. Atchison, Topeka and Santa 
FO crectumn 7844 1 1312 
21. Burlington .. 3388 1115 
22. Chicago, Rock Island and 
PETES cee 2159 2 710 
23. Southern Pacific . 5151 1205 
24. Union Pacific 5369 1449 
25. Frisco 941 309 
26. Missouri-Kansas-Texas 725 184 
27. Missouri-Pacific ...... 2842 7) 832 
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jorsble 
"ec 
Full 
Costs 
(000) 
1. Boston and Maine ... 2327 
2. New Haven . 3426 
ao 1289 
4, New York Centr 9618 
5. Nickel Plate .. 371 
6. Pennsylvania .. 12195 
7. Baltimore and Ohio 1527 
8. Reading .. “ 1394 
9. Chesepecke "and Ohio 1501 
10. Norfolk and Western .. 661 
11. Atlantic Coast Line ........ 2976 
12. Gulf, Mobile and Ohio - 704 704 355 394 
13. Mlinois Central ............ - 3014 3014 1395 1532 
14, Seaboard Air Line . 2435 2435 1030 1163 
15. Southern . «« 3820 3820 (1514 = «=1729 
16. Chicago and North Western 3371 3371 2155 2609 
17. Chicago, Milwaukee, St. Paul 
and Pacific ..... . 2959 2959 «8461760 2686 
18. Great Northern . 3133 3133. «104222217 
19. Northern Pacific ........... 223) 2231 819 —s-:1295 
20. yee Topeka and Sante 
. 11562 11562 6234 6790 
21. eaienaee “a 4994 4994 2983 3300 
22. Chicago, Rock Island and 
Pacis: 2285... 3183 3183 «1750 = 1836 
23. Southern Pacific, - 7593 7593 445039 5605 
24. Union Pacific ... - 7914 7914 4446 5569 
25. FrISCO -....cseeeee 1387 1387 624 707 
26. Missouri- Kenese- Texas 1069 1069 491 665 
27. Missouri-Pacific ...........cce 4190 4190 2152 2315 
Taste 48 
Depreciation of Road Property at Reproduction Cost 
Total pereble parable 
Our invest- Aveid- mee mice 
ment able Solely Full 
Vari Voriable Related Costs 
(000) (000) (000) (000) (000) 
1. Boston and Maine .. 1225 No 1225 
2. 3515 Entry 3515 
3. 1617 Needed 1617 
4, 14516 14516 
5. 48) 48) 
6. Pennsylvania . 17160 17160 
7. Baltimore and Ohio 4570 4570 
8. Reading .. 1283 1283 
2.5 e io 1602 1602 
10. Norfolk and Western . 1402 1402 
11. Atlantic Coast Line ..... 6961 6961 
12. Gulf, Mobile and Ohio 803 803 
13. Illinois Central 3438 3438 
14, Seaboard Air Line . 2778 2778 
15. Southern. .......... 4358 
16. Chicago and North Western 3846 3846 
17, Chicago, Milwaukee, St. Pau! 
and Pacific .... - 27S 3375 
18. Great Northern 3575 3575 
19. Northern Pacific . 2546 
20. Atchison, Topeka and Santa 
13191 
21. 5697 
22. 
3631 
23. Southern Pacific 8663 
24. Union Pacific . 9028 9028 
25. FrisCO ...-eceveree 1582 1582 
26. Missouri-Kansas-Texa 1219 1219 
27. Missouri-Pacific ........ccccenee 4780 4780 
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. Chicago and North Western 1337 
. Chicago, Milwaukee, St. Pau! 


ebbeaaeas 
NOY RON =SCMNOUSE WH 





27. Missouri-Pacific ... 


Taste 49 





424 
1662 





Tasre 51 
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Interest Costs on Investment in Current and Deferred Assets 


Our 




































(000) (000) (000) (000) 





1. Boston and Maine ..... No 234 
2. New Haver ... 673s Entry §=673 
ee eee 310 Needed 310 
4. New York Central 2778 2778 
5. Nickel Plate . 92 92 
6. Pennsylvania . 3284 3284 
7. Baltimore and Ohio 874 874 
8. Reading . 245 245 
9. Chesapeake and Ohio ......... 307 307 
10. Norfolk and Western .......... 268 268 
11. Atlantic Coast Line ............... 1332 1332 
12. Gulf, Mobile and Ohio .... 154 154 
13. Wlinois Central .................... 658 658 
14. Seaboard Air Line ............... 532 532 
V5. Souther wc sessererrrecenenneee 834 834 
16. Chicago and North Western 736 736 
17. Chicago, Milwaukee, St. Pau! 
and Pacific . wee 646 646 
18. Great Northern 684 684 
19. Northern Pacific 0.00. 487 487 
20. Atchison, Topeka and Santa 
wrvee 2524 2524 
21 - 1090 1090 
22 
. 695 695 
23. Southern Pacific . 1658 1658 
24. Union Pacific .. - 1728 1728 
26. Feriec® .ck....iics 303 303 
26. Missouri-Kansas-Texas 233 233 
27. Missouri-Pacific ........... 915 915 
NOTE: This account was net added into Table | since interest costs are not part 


of operating expenses. 











Avoid- 
able 
Costs 
(000) 
1. 3488 
2. 10010 
3. 4606 
4, 41337 
&. 1370 
6. 48866 
7. 13014 
8. 3652 
9. 4563 
10. 3993 
MW. 19823 
12. 2286 
13. 9790 
14, Seaboard Air Line ............. 791) 7911 
16. Geter s.nke........... wnee 12409 12409 
16. Chicago and North Western 10953 10953 
17. Chicago, Milwaukee, St. Paul 
BD IE oc cecscesesernsceoees 9612 9612 
18. Great Northern oo... 10179 10179 
19. Northern Pacific ....ccc.000 7249 7249 
20. Atchison, Topeka and Santa 
BD. ncrcrces Sp hanressoussannaonsil 37565 37565 
21. Burlington ... —_ 16223 16223 
22. Chicago, Rock Island and 
GRERC ante ee 10340 
23. Southern Pacific .... coesese 24670 24670 
24. Union Pacific ............. ew. 25711 25711 
25. Fri cosnenneesessie GED 4505 
26. Mi i s-Texas ........ 3472 3472 
27. Missouri-Pacific .........0000. 19612 13612 
— 
NOTE: This account was net added into Table | since interest costs are not part 
of operating expenses. 
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Mr. Pertman. My name is Alfred E. Perlman. I am president of 
the New York Central System. I have had 12 years’ experience with 
the Northern Pacific, a year with the Burlington, 18 years with the 
penre & Rio Grande Westen, and 314 years with the New York 
Central. 

We in the industry, and especially in the northeastern part of the 
United States, have felt for over a year that the railroads were in a 
precarious situation and we are very appreciative of the time being 
given by you gentlemen to hear our story. 

Three and a half years ago the new management of the Central felt 
that the way things were going because of the 1954 slump, required a 
revolution on the property rather than using evolutionary means. 
And since that time we have had that. We have had a revolution in 
management. 

Our average age of vice presidents is down about 15 years. We have 
sent over 200 of our top executives to the American Management 
Association courses, and we have done a great many things in the 
field of management of which we are very proud. 

Last year alone our budget for improvements, additions and better- 
ments to the New York Central, was over a quarter of a billion dollars. 
We bought more freight cars than any railroad in the United States. 
Within a period of 2 years we have constructed 3 electronic radar- 
control yards on the system, and we have put in the IBM teletype sys- 
tem whereby in a matter of seconds our customers can know where any 
load of freight on our railroad is located. 

We have formed a trucking company to use in substituted service 
where we can take the corn flakes and other packages off a long freight 
train and do the work more economically via the highway. We have 
today the most modern technical research center of any railroad in 
the country. We have spent over a million dollars on that research 
center, and actually our return is over a million dollars every month 
from some of the remarkable things that are happening there at 
Cleveland. 

These and many other improvements have saved the New York 
Central over the past 4 years over $200 million annually. We have 
had a good return on all of these things that we have done. 

Senator Smaruers. You say that you had saved, or you had made? 

Mr. Pertman. We had saved in expenses, through automation and 
plant improvement, over $200 million annually. 

Senator Scnorrre,. Mr. Chairman, I would like to ask Mr. Perl- 
man a question. 

Senator Smatuers. Senator Schoeppel. 

Senator ScHorprren. Isn’t it reasonable to assume, within some 
reasonable bounds, that if the same thing were done on the other 
railroads, other than yours, that an appreciable or even a tremendous 
savings could be effected ¢ 

Mr. Peritman. I would say that most of the railroads have done 
that, Senator, and I would like to tell you the result. 

Senator Purret.. Before you do that, on this question of figures, 
oa uncerstand you to say that you had effected savings of $200 
million ? 

Mr. Pertman. That is right. 
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Senator Purreti. Was this because of this investment of a quarter 
billion dollars that you spoke of ? 

Mr. Pertman. That was 1 year’s budget. 

Senator Purrett. What was the total, sir, of the investment that 
you made, capital investment, that made it possible for this $200 
million saving ? 

r. Pertman. That partly goes back several years to the diesels 
and all that we were able to utilize to better advantage during this 
period, also. Management had part to do with this, and capital ex- 

nditure part. But I would like to say that with the inflation that 
1as hit us in the past 4 years, with 30,000 of our 100,000 employees 
cut off the payroll, we still are not making a profit in 1957 from our 
railroad operations. That is how fast inflation has taken over on the 
New York Central. 

Senator Scuorrren. Then it is necessary, obviously, that all of us, 
Government, private industry, labor, and everyone else, do everything 
we can to eliminate inflationary forces and factors; isn’t that true? 

Mr. Pertman. Absolutely. But that has caused us to stop any im- 
provement budget for 1958. We have had projected an annual im- 
provement budget and a 5-year improvement budget every year since 
I have been on the Central. But in 1958 we have cancelled out all 
improvements. 

I would like to answer Senator Lausche’s question of yesterday 
about the passenger cars—or it was Senator Yarborough that asked 
the question ? 

On the New York Central, in the last 4 years, we have set aside a 
thousand of our passenger cars. About 600 of the thousand have been 
scrapped. That is out of a fleet of about 4,500. 

Senator Smaruers. What are you doing with the other 400? 

Mr. Pertman. They are just set aside in case of peak loads, like at 
Christmas time or during the holidays, or when the Post Office Depart- 
ment decides that it has extra mail to put on to the railroad to carry. 

Senator Smaruers. So that the conclusion is that you would not 
be able to carry the same numbers of persons that the railroad did 
during the height of World War No. II, if you were now called upon 
to do that ? 

Mr. Pertman. Your conclusion is correct, Senator; we would not 
be able to carry the load that we did during the war. 

Senator Smatuers. Senator Lausche? 

Senator Lauscue. To what part of my questioning of yesterday 
were you making reference ¢ 

Mr. Pertman. I made a mistake and corrected myself. It was Sen- 
ator Yarborough, Senator, who asked that question. I am sorry. 

I am in full agreement with the other witnesses who have gone 
before in regard to the matters that they have brought up, and I won’t 
take the time to go into some of those matters that are near and dear 
to my heart, but I would like to offer two subjects which are very vital 
to the New York Central. One Commissioner Boyd mentioned this 
morning, United States mail, and the other, passenger service. As 
far as the United States mail is concerned we believe that the railroads 
should be relieved of the statutory obligation to carry the mail. 

The New York Central today is subsidizing in out-of-pocket costs 
alone the United States Government by over $14 million a year in 
carrying the mail. If the obligation to carry the mail is not removed, 
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then we should get full cost and a reasonable return on our facilities 
and equipment. enews 

A simple amendment to the Railway Mail Pay Act directing the 
ICC that we get compensation would take care of the matter. If the 
compensation is delayed through these lengthy rate hearings, as they 
are now, because the hearing that we have started on the mail-pay case 
goes back to July 3, 1956, we should get pay retroactively plus interest 
on the money that we have lost during that period. 

Senator Lauscue. Why aren’t you able to get relief under existin 
law against this unjust responsibility of carrying that mail at a loss 

Mr. Pertman. I think Commissioner Boyd gave a very good exposi- 
tion of that, Senator. But here is what has happened. We put in 
cost testimony of our own. The Post Office Department took objec- 
tion to our costs. We based it on the ICC allocation of costs, and they 
took objection to that. They came up with the fact that we would 
need a 29.3-percent increase to get our full costs plus a 6-percent return. 

They have offered us 10 percent, and they say if we do not take that 
10 percent, they will divert all the mail to the trucklines and to the 
airlines. The Assistant Postmaster General made that statement to 
me in my office. 

Senator Lauscue. The figure of 29 percent was reached by whom, 
ed or the Interstate Commerce Commission, or the Postmaster Gen- 
eral? 

Mr. Pertman. The Postmaster General. 

Senator Lauscue. What reply did you give to the proposition that 
when their figures showed the necessity of a 29-percent increase, 
they were only willing to give you 10? 

Mr. Pertman. I told him that we were under the free-enterprise 
system in America, the profit system. He said, “We haven’t got an 
increase in mail rates. You are still paying 3 cents for a stamp dur- 
ing this period.” I said, “On April 15 I am paying more than 3 
cents for a stamp when I pay my income tax. If you expect the rail- 
roads to be run like the Post Office, you are talking about Govern- 
ment operation, not the free-enterprise system as we know it.” 

Senator Lauscue. Did the Post Office Department take the posi- 
tion that the figures which you used, or the Interstate Commerce 
Commission used, were not sound and did not reach a true result? 

Mr. Pertman. They took the position that the figures were allo- 
cated on a different basis than their own time studies showed. 

Senator Lauscue. Then there was a dispute between you concern- 
ing the correctness of the figures used ? 

r. Pertman. Yes, sir; and we were willing to take their figures. 
We were willing to take the 29.3 percent. 

The CHarrmMan. What was the name of the Assistant Postmaster 
General ? 

Mr. Peritman. Mr. Siedle. 

Senator Smaruers. In order to change this now, what specifically 
should the Congress do? . 

Mr. Pertman. The Congress should relieve the railroads of the 
obligation to have to carry the mail. We should be able to bargain 
with them just like anyone else. If they don’t want to pay us our 
costs, we should say take it elsewhere. 

Senator Smaruers. Today the truckers and the airlines have the 
right to bargain, and you don’t ¢ 
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Mr. Peruman. That is correct. And we have to take everything. 
At Christmas time, if there is 10 times the mail that there is normally, 
we have to take it. But when a trucker bargains for a certain amount 
of mail over a certain truckline, he is assured of that mail every 
day, and if he has one truck to carry it, that is all he carries. 

N ow, with the airlines, they, like the railroads, must carry the mail. 
But the Government has the obligation to pay them their full cost 
plus an adequate rate of return. 

Senator Smatruers. But the obligation exists ‘that it be legally 
aeepremins 

r. PertMAN. That is right. 

Senator Smatruers. What you are seeking is to be put in the same 
position ? 

Mr. Pertman. That is correct, Senator. 

Senator Scuorepret. Mr. Chairman, I would like to ask Mr. Perl- 
man another question on that score. 

Senator Smatuers. Senator Schoeppel. 

Senator ScHorrret. On your own railroad, Mr. Perlman, what per- 
centage of your equipment do you have to hold as standby in the mail 
service to catch these peak loads ? 

Mr. Pertman. The peak loads, during the Christmas rush, approxi- 
mate almost a hundred percent of the regular load. We will have to 
have double the equipment. We will have to put on extra men at 
terminals. We will have to have greater terminal facilities to handle 
the mail. 

And during the Christmas rush, the 20th Century Limited will be 
delayed 20 minutes at Toledo, as an example, loading and unloading 
mail. They can tell us we have to carry mail on that train. 

Senator Lauscuer. One further question. Doesn’t the Interstate 
Commerce Commission fix the rate that you are to charge and that 
the Post Office Department is to pay ? 

Mr. Pertman. The Interstate Commerce Commission is supposed to 
fix the charges. But as Mr. Boyd pointed out, they will deal sep- 
arately afterwards with each railroad and say, “We will throw more 
mail over to this railroad, or over to that railroad, unless you make 
side agreement with us.” 

Senator Lauscue. Then it is within the power of the Interstate 
Commerce Commission, if it so concludes, to grant you a rate that will 
make it remunerative ? 

Mr. Pertman. That is correct. 

Senator Lauscue. Will you describe that again, please; regarding 
5 Etarainte Commerce Commission? Why don’t you get your help 
there 

Mr. Pertman. The Interstate Commerce Commission has been car- 
rying on this hearing since July 3, 1956. The Interstate Commerce 
Commission has suggested we try to settle with the Post Office. 

ane CuarMan. What is this, a little mild administrative black- 
mail ? 

Mr. Pertman. It could be. 

Senator SmatrHers. Do you have any idea, Mr. Perlman, of how 
much it would cost the Government if they were not permitted to get 
this special treatment from the railroads ? 

Mr. Pertman. All I can say, Senator, is that if they drive us out 
of the mail-carrying business, it will cost them a lot more, because now 
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as a standby, these truckers will skim off the cream and give them a 
lower rate on certain things. But if the truckers have to act as a 
standby, too, their rates will be much higher than they are now. 

The same way with the airlines. When the airlines have 3 emp 
seats and can pile in 10 bags of mail, they can give them a muc 
lower rate than if the airlines have to carry an extra plane available 
at all times to carry the mail. 

Senator Smaruers. All right, sir. You may proceed. 

Mr. PertmAn. Now in the passenger service as a whole, the pas- 
senger-carrying service, we would like to operate the passenger service 
according to the old-fashioned laws of economics, not according to 
the dictates of local pressures. Give us that freedom and we will solve 
the passenger-deficit problem, which is the gravest threat to the 
financial stability of the New York Central Railroad today. 

Passenger operations are still treated as a monopoly on the part 
of the commissions, that is as far as the railroads are concerned. But 
as you gentlemen know, this highway program and the airway pro- 
gram have certainly taken away the monopolistic part of this as far 
as the railroads are concerned. As a matter of fact, the ICC report, 
just published, shows that the railroads carry only 4 percent of the 
total intercity miles today in passenger service. How then can we 
still be treated as a monopoly ? 

We have regulation by 11 State commissions and the Interstate 
Commerce Commission on the New York Central, in spite of only 
this slight amount of the passenger service that we render. Many 
people have said that the railroads have been trying to slough off the 
passenger business with poor service and using every excuse they can 
to get rid of the passenger service. 

Since the war the New York Central alone spent $268 million for 
passenger equipment and facilities, and $14 million to advertise that 
passenger service. Yet in that time, according to ICC figures, we lost 
over half a billion dollars. 

Many companies and other groups have so-called loss leaders. A 
railroad with one passenger train may use that as a show window 
to advertise its route. But on the New York Central 53 percent of 
our total train-miles are passenger-train miles. Fifty-three percent. 
And out of that we get 1214 percent of our total revenues. 

Many _ have said that that half-a-billion-dollar loss is book- 
keeping. This year the Aeronautical Research Institute, which is 
connected with Harvard University, made a cost study of the pas- 
senger business. And they showed that actually certain railroads 
are losing more than the ICC allocation of costs. Instead of the $48 
million shown for the New York Central a year ago, they showed 
$77 million loss, because many of our facilities, like Grand Central 
Station and the Cleveland Terminal and the Chicago Terminal, the 
commuter lines which are wholly passenger, are being partly allocated 
to freight also. 

So actually our losses are understated. Some railroads may be 
slightly overstated, but ours are understated. 

Gis of the things, of course, that has added to this loss, as I men- 
tioned, was the rapid growth of the highway system. Last year the 
New York State Thruway was opened, and our passenger business, 
excluding commuter business, in New York State dropped 23 percent 
in 1 year 
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In our commuter business we carry into the city of New York from 
Westchester County 40,000 commuters every day, excluding Saturday 
and Sunday. In 1955 our taxes on the bridge over the Harlem River, 
which comes into Manhattan from the Bronx and serves these com- 
muters, the taxes were increased from $70,000 to $490,000 in 1 year. 
The franchise tax in the hole under the ground, under Park Avenue, 
was raised from a million dollars to $214 million in that year. 

In 14 months during that period our wages were increased $62 
million on the New York Central. We went to the State commission 
asking for an increase in commuter fares. They required us to make 
a study, a cost study. They didn’t use the ICC studies. This cost 
study weighed 10 pounds. It took a year and $338,000 to make it, 
according to the way they wanted the figures. The hearings took 
about 6 months. Their rate experts were in agreement that the costs 
as shown were completely defensible. In fact, they had people in 
our accounting department while we made it. 

They came up with an increase in fares that did not even meet 
the increased taxes during that period. And here is what they said: 

Railroad passenger business, as presently conducted, has not and cannot be 
operated at a profit. 

That was their reason for not granting us the increase. 

We had a thousand commuters on the Putnam division there, and 
the Putnam division is located a few blocks between these other 2 
divisions. We wanted to abandon that because we figured it would 
take a 400-percent increase in rates to keep that running. They 
didn’t let us abandon it. One of the trains had a little engine trouble 
that we were running on that branch, so we sent all the passengers 
oan in 1 taxicab. There were 3 passengers on the train with a crew 
of 4. 

On the West Shore, which is the west shore of the Hudson River, 
we have a commuter service which, since 1929, has been eroded by 
the tunnels and the highways and the bridges that the public authori- 
ties have built. So that today 85 percent of that business is gone. 
We carry 4,000 people on the West Shore. We showed that we could 
buy them a new automobile every year and save money if we just 
bought them the automobile and let them ride to work. 

We had hearings in the State of New Jersey and in the State of 
New York, and with the ICC, because there is a ferry service from 
Weehawken over into New York City, and part of the line is in New 
Jersey and part is in New York State. We had 28 days of hearings 
in New Jersey. They finally said we could take off a certain number 
of trains. We had 10 days of hearings in New York, and they said 
we could take off some trains, but not the same trains that the New 
Jersey commission said we could take off. So we tried to run the 
trains in New York that the commission said to run in New York, 
and the trains in New Jersey that the commission in New Jersey 
said we should run. But that didn’t suit the New York commission. 
The New York commission said we had to run the trains through 
into New Jersey that they told us we had to run in New York, and 
we had to run them clear down to Weehawken. 

And they went into their State court and they got out an injunc- 
tion, not that they were right about it, but we would go to jail for 


violating what they told us to do. And so today, after 3 years of 
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all this silliness, we are still running trains in New Jersey which 
the New Jersey commission doesn’t say we must run, but whith the 
New York commission have said we must run in New Jersey. 

Senator ScHorerret. Mr. Perlman, do you say that these State regu- 
latory bodies of these three States could not consolidate all of this 
and thereby settle this troublesome matter ? 

Mr. PertMAn. Sir, I haven’teven finished. [Laughter. ] 

Under all the laws and regulations that we knew, the ferry service 
which ran from Weehawken, N. J., over into New York City was 
under the jurisdiction of the Interstate Commerce Commission. So 
we went to the Interstate Commerce Commission to eliminate the ferry 
service. They were completely obsolete, and they were losing $114 
million a year out of pocket. 

After 12 days of hearings before the Interstate Commerce Commis- 
sion we were granted permission to take the ferries off. So the State 
of New Jersey went to the Federal court, which ruled that the ICC 
has no jurisdiction over the ferries, and we don’t know where we are 
at today. 

Senator Bricker. What is the status of that lawsuit now ? 

Mr. Pertman. The status of the lawsuit is that the three-man Fed- 
eral court has ruled that the ICC has no jurisdiction over these ferries. 

Senator Bricker. Have you appealed it? 

Mr. PertMAn. Yes, sir. 

Senator Bricker. It goes directly to the Supreme Court? 

Mr. Periman. Yes, sir. 

Senator Bricker. What is the status of the injunction suit in the 
State of New York against the discontinuance of trains ? 

Mr. Pertman. That has been appealed several months ago but the 
appeal has never been heard. 

etc Bricker. That is in the State court? 

Mr. Pertman. That is in the State court. So that after 3 years we 
have gotten no place on any of this. 

Senator Lauscue. Did the court, in the Ferry case, declare which 
tribunal did have jurisdiction ? 

Mr. Pertman. No,sir. They just said the ICC didn’t. [Laughter.] 

Senator Smaruers. The Army Engineers. 

Mr. Pertman. Gentlemen, these examples are merely symptoms of 
the chaos with which we live. The chaos of regulation which is help- 
ing to drive the peeve cast yane railroads to the wall, because, as I 
say, 53 percent of our business is passenger business—53 percent of our 
train-miles. 

And if you are not willing to give us the freedom to operate the 
railroad passenger business as a business, subject to the laws of eco- 
nomics, not local pressures, and if you do not want to give us the same 
treatment which you give to all other transportation media in the form 
of subsidies and tax relief and Government-provided rights-of-way 
and facilities, make one simple change in the regulatory laws that bind 
us: Give exclusive jurisdiction over the railroad passenger service, 
interstate and intrastate, to one agency—the Interstate Commerce 
Commission. Then we will know where we are. 

Senator Bricker. Would you make that a subject of appellate or 
original jurisdiction ? 

Mr. Pertman. After the Supreme Court decision yesterday in the 
Milwaukee case, I would say original. I first said appellate, and in my 
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testimony, which I hope you will receive as an exhibit, I said appellate. 
But I changed my mind last night when I got the decision. 

Senator Bricker. What is that Supreme Court decision? I haven’t 
read it or received it. 

Mr. Pertman. The import of that decision is that if the Milwaukee 
wants to get $300,000 more in commuter fares, they can make a cost 
study which will cost them somewhere around a million dollars, I 
judge. The president of the Milwaukee Railroad, or the chairman of 
the board, will be on, I think, tomorrow, and he can give you that better 
than I can. But that would be my judgment on the situation. 

They have thrown in the fact that you have to take in, in working 
out these commuter fares, the freight and the passenger net for that 
particular State. And I think Commissioner Boyd pointed out some 
of the difficulties there. 

Senator Bricker. There has been a suggestion made, and I don’t 
remember by whom, that that jurisdiction should be appellate, This 
would be on the basis that if the State commission did not pass upon 
the question of abandonment or relief from service within a period of 
60 or 90 days, then the appellate jurisdiction would be available to the 
applicant. 

Mr. Pertman. I would be willing to go for that, Senator. Of 
course, that just delays it 60 or 90 days more in certain cases. 

Senator Bricker. Yes; but it would prevent this delaying order 
such as passed upon yesterday, evidently, in the Milwaukee case, of 
requiring unlimited statistics and delays for that purpose. 

Mr. Pertman. In this case the ICC had appellate powers, according 
to everything we knew under section 13. 

Senator Bricker. That was a rate case ? 

Mr. Pertman. That was a commuter rate case. 

Senator Bricker. Not an abandonment case? 

Mr, Pertman. No, sir. And the Milwaukee Railroad increase was 
upheld by the ICC, and the Supreme Court threw it out. So that is the 
chaotic condition that we have today. That is why I say give ex- 
clusive jurisdiction over the railroad passenger service, interstate and 
intrastate, to the Interstate Commerce Commission, and give to the 
ICC the power and the duty to regulate this service, and the obligation 
to permit the railroads to earn their full cost plus a fair return on 
any part of the passenger service, or the right to discontinue that 
part of the passenger service. 

And if any public body is willing to pay for the continuance of that 
service as a matter of public convenience and necessity, the ICC could 
order the continuance of that service, thus losing services the public 
did not want enough to pay for would be dropped, and those that the 
public really required would be continued. 

As things stand now, 49 State commissions and the ICC all regulate 
our railroad passenger service. Added to this, the court, which must 
arbitrate between these bodies, have no clear-cut mandate from the 
Congress as to the rules these various commissions should follow. 

Thus we can be nibbled to death in 49 places at once, and no one is 
responsible when the patient dies. The nibbling away of our great 
interstate railroad systems can go on for a little while longer. The 
railroads can stagnate and deteriorate and continue to die slowly. 
But unless you take steps now, don’t expect to wave a magic wand 
when an emergency or catastrophe is upon the country and expect to 





PROBLEMS OF THE RAILROADS 293 


have up-to-date, modern, and efficient railroads to do your bidding. 
Then it will be too late. 

Senator Smatruers. Thank you very much, Mr. Perlman. 

Are there any questions? 

Senator Lausche? 

Senator Lauscuer. Mr. Perlman, I notice that in the second page 
of your prepared text you describe 2 studies that were made, 1 
in 1950 and 1 in 1955, by the committee appointed by President 
Eisenhower. Can you tell me whether any legislation was passed in 
pursuance to those studies, based on the recommendations made in 
them, by the Federal Congress? 

Mr. PertMan. I don’t remember any significant ones, Senator. 

Senator Lauscur. How long did those studies take that were made 
back in the fifties? 

Mr. Pertman. Thirty days. They had studies for 30 days, as 
noted in there. 

Senator Lauscue. I notice here that you say “* * * despite the 
hearings, despite the studies, despite the reports, despite the long 
history of millions of words addressed to the problem,” but you don’t 
say anything about whether affirmative action was taken on the recom- 
mendations. Your understanding is that though all this was done, 
nothing followed to implement the report? 

Mr. Pertman. That is correct, Senator. 

Senator Bricker. There is nothing new in the present hearing, that 
I have ascertained yet, that was not before us in the Resolution No, 50 
case or investigation, except the car pooling proposal. 

Would you comment on that? 

Mr. Pertman. Well, at that time we though that possibly there was 
another way out of the car shortage situation. In 1950 the railroads 
were faced with a terrific car shortage. In fact as late as a year ago 
steel shapes were stored on the ground because there weren’t enough 
gondola cars to move them. The soybean crop didn’t move on time. 
Much of the grain crop was delayed. 

We have had from year to year car shortages. This is the first 
year that we haven’t had a serious car shortage. And at that time that 
was one of the things that caused the investigation—was the fact that 
the railroads did not have sufficient equipment to carry the traffic of 
the country that was offered to them. 

Senator Bricker. I am speaking from memory only, but I don’t 
remember any proposal that was made in the Resolution 50 hearings 
to the effect that the Government ought to set up a car pool. 

I note that it is in this hearing. Mr. Symes yesterday proposed it. 
I wonder if you would comment upon the desirability of such a pro- 
gram now, not in the light of 1950 when there was a serious shortage 
in the agricultural West, but under present conditions. 

Mr. Pertman. Of course the last 3 months have changed the picture 
so rapidly that today the New York Central alone has 29,000 freight 
cars stored. I say that the Pennsylvania probably has nearer 60,000 
freight cars stored. So the problem is not a pressing one as of today, 
but as of a few years hence with the growth of the population in this 
country, and we hope the growth of the railroad industry, the problem 
will become very acute again. Many of the people in the industry 
whose credit has taken a slump felt that it was necessary that some 
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form of Government assistance in getting money for equipment would 
be necessary. 

Senehan. Woeuuiasi It is only a credit? 

Mr. Pertman. It could be something like the RFC, which was re- 
paid at a profit. It could be Mr. Symes’ plan. I could be some way 
to make a credit available for the purchase of this equipment. 

Senator Bricker. All you are asking for is Government credit 
against the time when you will need the cars, either by expanding 
industry or increased population, or because of a national emergency ? 

Mr. Pertman. That is correct, Senator, just as we see, for instance, 
Government guaranteeing the loans and the principal on these tankers, 
and we see it on the planes, and we see it in many forms of transporta- 
tion today. 

Senator Bricker. We have had it in housing for a long time. 

Mr. Peruman. Yes. 

The CHarman. Mr. Perlman, the RFC did make quite a number 
of railroad loans at one time, did it not ? 

Mr. Pertman. Yes, sir; and it was all paid back with interest. 

The Carman. Then the policy was to abolish the RFC and turn 
the application for credit over to private financing ? 

Mr. Pertman. That is correct. 

The Cuarrman. It is your considered opinion, after 5 years of that, 
insofar as the railroads are concerned, that private financing is now 
so tight that it can’t be done? 

Mr. Pertman. That is correct. 

The Cuatrman. So that if we had the RFC still in existence, there 
might be an avenue there where the railroads might apply during this 
credit dilemma they are presently in. 

Mr. Pertman. Yes, sir. 

Senator Lauscue. In your opinion, in what position would the 
Congress be if it passed the legislation recommended by Mr. Symes? 
That is, putting the Government in the business of buying equipment 
and leasing it on a rental basis to the railroads. If the water carriers 
and the air carriers and the truck carriers came in and said, “We want 
treatment similar to that you have given to the railroads,” in what 
position would the Congress be? 

Mr. Pertman. I think that you would be obligated to give similar 
treatment to them, although unfortunately, Senator, there are many 
of them that have subsidies and other forms of help that have never 
been given to the railways. 

Senator Lauscue. If the air and the water and the truck carriers 
come in. and ask for a similar type of help, may I ask you where do 
we stop ¢ 

1 ty Where we should have stopped long ago, Senator, 
in many of these things that are now coming back to haunt the rail- 
ways. This big public seaway program and the big public highway 
program and some of these other things, where certain segments of 
the economy are getting subsidized by Government money. 

Senator Lavuscue. Then you have, based upon what you have said, 
been driven into the position of asking the Government to do sumething 
that you didn’t want it to do, because others have been getting it. 

Mr. Prrieman. That is correct, we would rather have no one get 
it. But as Mr. Symes pointed out, the transportation industry as a 
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whole, because of subsidies to certain segments, has not gotten its 
share of the gross national product that manufacturing and other 
industrial enterprises have received over the past several years. 

Senator Lausuve. I don’t suppose that you can extemporancously 
begin enumerating the subsidies direct and indirect that have been 
provided to your competitors and which have, in a measure, created 
this problem which you face ? 

Mr. Pertman. I would just like to point out, Senator, that we 
pay taxes in the city of New York something in the nature of the 
amount that would be equivalent to $214 a share on New York Cen- 
tral stock. Since 1930, when the New York Central was put into 
a railway system as the New York Central System, in only 2 peace- 
time years up until 1954 when I came there had they paid a dividend 
to the owners—50 cents in 2 different peacetime years was all the 
owners got on a $21% billion investment. This tax that we pay in 
New York City is an example. On the other hand we have a pub- 
licly financed bus terminal in New York City, a publicly financed 
truck terminal in New York City, we have Idlewild and La Guardia 
airports which are something in the neighborhood of a $200 million 
investment, and I heard talk about taxes yesterday. These airports 
are taxed at the rate of $450,000. And with the values that are put 
upon the land out there, if that same tax were applied to us we would 
be paying $4 million instead of $450,000, because the taxes are frozen 
on the airports. The same thing applies in the bus terminal and 
truck terminal. 

Let’s go a little farther. Let’s go from Albany to Buffalo on our 
railroad. On one side of us is the Erie Canal, built by the State of 
New York, dredged by the State of New York, maintained by the 
State of New York. Right next to it is the new superhighway built 
by the State of New York. And on the other side of it is the St. Law- 
rence seaway now being built. I would say that if the New York 
Central Railroad were given the money that the St. Lawrence seaway 
is going to cost the taxpayers, we would be very happy with that 
money to carry the freight that is going to be carried on the seaway 
free. So when you say, what is happening in the other forms of 
transportation compared to the railroad, there is a picture of the New 
York Central. 

Senator Lauscue. Being given time, could you submit a written 
statement of your understanding of the disparity that exists in the 
granting of aid by Government to the four types of transportation, 
and I include trucks, railroads, air, and water ? 

New York CENTRAL SYSTEM, 
January 17,1958. 
Hon. Greorce A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 


Committee on Interstate and Foreign Commerce, 
United States Senate. 


Deak Mr. CHAIRMAN: On January 14, when I appeared before your honorable 
committee, the following question, as shown at page 277 of the record, was asked 
of me by Senator Lausche: 

“Being given time, could you submit a written statement of your understanding 
of the disparity that exists in the granting of aid by Government to the four 
types of transportation, and I include trucks, railroads, air, and water?’ 

I am very happy to respond to this query. I am attaching hereto separate 
statements with respect to highways, airways, and waterways. 
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HIGHWAYS 


Much has been said of the new Federal-aid highway program and of the 
extensive toll-road programs being carried forward by many States. But in 
all the talk, little if any mention appears of the fact that these modern limited- 
access, high-speed highways are mass transportation plants directly competitive 
to the railroads they so often parallel. The attachments set forth the amounts 
of State and Federal funds spent for highways, show the sources of revenue, 
and discuss the disparity of the payments for use of highways by heavy com- 
mercial vehicles as compared to other lighter vehicles. How this highway pro- 
gram affects just one railroad, the New York Central, is shown by the attached 
aerial photograph of its main line at Herkimer, N. Y., and the map of toll roads 
parallel to its principal lines. 


AIR TRANSPORT 


The attachment sets forth the various aids and subsidies received by com- 
mercial air carriers. In addition, a huge program of improvement of airways, 
involving many additional hundreds of millions of dollars, is underway—all at 
the expense of the general taxpayers and with no payments by the user. 


INLAND WATERWAYS 


Inland waterways are the recipients of massive governmental aid. The Fed- 
eral Government, as shown on the attachment, has spent over $2 billion improv- 
ing and maintaining navigation facilities on these waterways, plus many addi- 
tional millions for navigation concealed in multipurpose projects including flood 
prevention, power generation, and provision for local recreational facilities. 
These expenditures in part, at least, serve to promote the use of such facilities 
for commercial purposes. In addition, States and their subdivisions spend huge 
Sums in improving and maintaining local facilities such as piers, terminals, ete. 

The State of New York, for example, has spent many millions of dollars for 
the maintenance and operation of the New York State Barge Canal, and the 
State of Illinois has similarly spent many millions for improvement and main- 
tenance of its Illinois River Waterway. 

These disparities in Government policy with respect to financial aids and pro- 
motion of competing forms of transportation are not the only disparities in 
Government policy. 

The other statement enclosed is entitled “Disparities Between Modes of Do- 
mestic Transportation.” This briefly summarizes the differences existing be- 
tween the four modes of transportation in: 

1. The financing, maintenance, and taxation of rights-of-way and terminals; 
2. cash subsidies; 3. the right of each form of transportation to engage in other 
forms; 4. regulation of rates. 

If I can furnish any additional information, or be of any further service, 
please let me know. 

Sincerely, 
ALFRED BD. PERLMAN. 
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Highway 
Item Railroad Highway passenger Air Water 
freight (excluding 
private auto) 
Right-of-way: 
Financed and built by. _| Railroads..| Government..| Government..| Government-_.| Government. 
Maintained by-..-.-..._.-.}-..do..-....]-.--- . ae oocs On caacaatee cia BO ia Do, 
Investment cost paid by_|_..do___.___|._.-.do_.__.-_-- ies aacad est | ae: Do. 
Property taxes paid by_.|-..do_...._.| Tax free _...._}| Tax free _....| Tax free ..__-- Tax free, 
Traffic control provided by--|...do_._-.- Government__| Government..| Government_.| Government. 
Terminals: 
Financed and built by. -|...do__...-- Truckers Bus operators |-...-- isoccedike Water car- 
(some by (some by riers (some 
Govern- Govern- by Gov- 
ment). ment). ernment). 
WE MNNE WF nooo nn cin is OO nn ne an foevad yee Ain canes aaa eae PS einai Do. 
Investment cost paid by_|...do_.-....|-_...do -..---- 5 Ge Sante fo te Sk Do. 
Property taxes paid by--|--- Oh cc. Truckers Bus operators | Tax free_._.--- Water car- 
(some tax (some tax riers (some 
free). free). tax free). 
Cash subsidy paid by | None-......| None.__..---- News: 222533 Some airlines | None. 
Government. (all certifi- 
cated car- 
riers eli- 
gible). 
Transport diversification re- 
stricted: j 
sh oo cnn cndnbinaee Yes Weise uke adein RNs nares chee Yes 
UR LS. heres a BO ss wh) keg alesmneneel ess idee TOR. Gib No. 
Bus operators _ _.-.._.--- No ) ee ae Te ere eee >) ar a No. 
PEE, Si ones series Ajo tec MY nein ve On nan tie TERESA, fea SACD No. 
Water carriers. ........-. No __- bf RAS Eee Pe eS Pe ae 
Rates regulated = -_____._..- Ves. iz. 3344 percent ..| Yes_.......--- WB Sdn 10 percent. 
Payment for facilities used 100 per- Portial.....-. Partial_.....-. Only nominal_}| None. 
cent. | 








HigHWAY FINANCE AND USE 


The rapid growth of highway transportation has been made possible only 


because of tremendous public expenditures for the development and maintenance 
of improved highway facilities. In the period from 1921 through 1955, total 
public expenditures for highways and streets by all units of government amounted 
to over $93 billion. This grand total includes $52 billion for capital improve- 
ments, $29 billion for maintenance and $12 billion for highway administration and 
interest payments. Moreover, the great bulk of these expenditures have been 
made in comparatively recent years within this period. 

As compared with the total highway expenditures of $93 billion, user taxes 
paid by motor vehicle operators on the highways in the 1921-55 period amounted 
to $45 billion, or 48 percent of the expenditures. Of the remainder, the Federal 
Government contributed $14 billion and $32 billion came from general tax funds 
of the States and their subdivisions. In addition to these sources of funds, some 


highway expenditures have been financed through borrowing. 
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This vastly improved highway plant has been used by ever increasing numbers 
of motor vehicles. Total motor vehicle registrations increased from 10.5 million, 
including 1.3 million trucks in 1921, to 67,204,000, including 11,103,000 vehicles 
classed as trucks and buses in 1957. What is most significant, however, is that 
only about 800,000 of all these motor vehicles are those which comprise the facili- 
ties used in conducting the business of highway freight transportation. It is 
these latter vehicles operated on the public highways for private gain that have 
profited the most from their use of the public highway facilities. 

All motor vehicles make some payments for their use of the public highways. 
Whether the different classes of motor vehicles pay equitable proportions of the 
costs for their use of the public highways continues to be controversial. Gen- 
erally, the millions of owners of private automobiles and other light vehicles 
have willingly paid for their use of highway facilities, while the operators 
of heavy commercial vehicles have persistently sought to avoid equitable pay- 
ments for their highway use. This has been the situation in every State, without 
exception, and at every stage of highway development to the present time. 

In view of this situation it is interesting to compare on a uniform basis the 
highway user taxes paid by an average passenger automobile and by a typical 
freight vehicle engaged in over-the-road operations. Data from the Bureau of 
Public Roads show that under State motor vehicle user taxes in effect at the be- 
ginning of 1956, the average passenger car paid nearly three times as much per 
ton-mile as did the typical heavy commercial truck. Prior to 1956 there were 
no Federal highway user charges. 

In 1956, Congress passed the new Federal-Aid Highway Act which provided 
for a greatly enlarged program and for the first time provided that the costs of 
the program to the Federal Government should be financed entirely by highway 
user charges. The 1956 act also recognized the principle that the uniform fuel 
tax does not properly relate the highway cost responsibility of the light vehicle 
compared with the heavy vehicle. A modest special tax to apply to vehicles 
over 26,000 pounds gross weight was enacted but even so, the heavy vehicle 
is paying to the Federal Government less than half as much as the light vehicle 
for each ton-mile of highway use. 

The 1956 act further transferred receipts form certain existing excise taxes, 
which in fiscal 1959 will amount to over $14 billion from the general fund to the 
highway trust fund. This $1 billion exceeds the average Federal highway 
expenditures for the preceding 5 years by about $600 million. In one way or 
another the effect is that general taxpayers will have to make up the difference. 

Ton-miles of intercity highway freight have increased from 82 billion in 1946 to 
254 billion in 1956. 


Alps TO AIR TRANSPORTATION 


From their infant days and continuing to the present time air transportation 
has been fostered by a variety of aids, principally from the Federal Government 
and to a lesser extent from the States and their subdivisions. Much of this 
support has been in cash subsidies, but also to the large extent in the provision 
of facilities and services, such as airways and airports. 

The amounts of these aids, as shown below, do not include the very substan- 
tial benefits which have been derived by civil air transportation from the 
extensive aviation research and development activities of the military and of 
the National Advisory Committee for Aeronautics, nor do they include the costs 
of special air weather services provided to the air carriers by the United States 
Weather Bureau. 

Cash subsidies—According to the Civil Aeronautics Board, cash subsidies 
paid to certificated domestic airlines under the “need” provisions of the Civil 
Aeronautics Act of 1938 have amounted through the fiscal year 1957 to a grand 
total of $441,323,000. For the fiscal year 1958, the Civil Aeronautics Board 
estimates that cash subsidies to domestic air carriers will amount to $34,870,000, 
and in fiscal 1950 to $34,240,000. Domestic trunklines are not receiving cash 
subsidy although they continue to be eligible under the “need” provision of 
the act. 

Federal airway aids.—Through the Civil Aeronautics Administration, the 
Federal Government provides and operates an integrated airways system of 
traffic control facilities and services without which safe and dependable air 
transportation would be impossible. In terms of the costs involved, this has 
become the most important type of Federal aid extended to civil air transpor- 
tation. 
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Over the period 1925-57 total expenditures for construction, maintenance 
and operations of the Federal airways system amounted to $1,374,821,206. 
Airway expenditures are increasing rapidly, as compared with $194 million in 
fiscal 1957, the estimated expenditures for fiscal 1958 are $266 million, and 
for fiscal 1959 they will amount to $347 million, according to the Federal budget. 
Beyond that, the present program of the Civil Aeronautics Administration calls 
for airways expenditures of $476 million in 1960, of $466 million in 1961, and 
of $507 million in 1962. 

Not all of these expenditures can be counted as subsidy to the air carriers, 
although they are major users of the Federal airways system. These naviga- 
tion facilities and services also are used to a substantial extent in the operations 
of military aircraft and in the “itinerant” operations of business and private 
aircraft. Without attempting to make any precise determination of the rela- 
tive responsibility for these Federal airway costs, it is indicated from data 
on aircraft operations, fix postings of aircraft in flight, and instrument ap- 
proaches, that at least half of the total costs are attributable to use of the 
airways by the air carriers. 

Up to this time no program of compensatory users charges for these airway 
facilities and services has been adopted. However, it has sometimes been 
suggested that the aviation gas tax paid by the airlines should be counted as 
a partial payment for airway services received. This tax was adopted for 
general tax purposes and, moreover, it does not apply to jet fuel. It is esti- 
mated from the Federal budget that the aviation gas tax revenues in the 
fiscal year 1959 will amount to approximately $30 million, which, as the fore- 
going data on airway expenditures show, would be far from adequate compen- 
sation for the use of the Federal airways system in civil air transportation. 

Airport aids.—Although the provision of airport facilities has been a State 
and local responsibility, the Federal Government has contributed very sub- 
stantially to their financing. During the 1930’s and in World War II the 
Federal Government spent over $750 million for the development of civil airports. 

The present Federal program of grants-in-aid for airports was established 
by the Federal Airport Act of 1946. From the beginning of this program to 
December 31, 1956, the Federal Government provided $313 million and the 
sponsors’ matching funds were $325 million for civil airports receiving Federal 
aid in the continental United States. This program also has been increasing 
in recent years. Whereas the Federal outlays for this purpose amounted to 
$18 million in fiscal 1956 and to $45 million in fiscal 1957, the estimated pro- 
gram as given in the Federal budget for fiscal 1959 is $73 million. None of 
these figures on Federal aid to airports include the Washington National 
Airport, which is a facility of the Federal Government. 

Data are not generally available showing the fees and charges paid by the 
users to local airport operators or regarding the total costs of providing these 
facilities. It is clear, however, that the Federal Government receives no com- 
pensation whatever for the airport funds it provides. It is also clear that mu- 
nicipal airports pay no taxes on their airport properties. This omission is sig- 
nificant when it is considered that the total investment in all civil airports in 
1955 was estimated to be $4 billion by the Administrator of Civil Aeronautics. 

The number of revenue passengers carried by domestic-scheduled air carriers 
increased from 887,000 in 1937, to nearly 13 million in 1947, and to almost 42 
million in 1956. Their revenue passenger-miles flown increased from 412 million 
in 1937, to 6,110 million in 1947, and to 22,360 million in 1956. 


INLAND WATERWAYS 


The Federal Government has improved in varying degrees about 22,600 miles 
of inland waterways to give us the most extensive inland navigation system in 
the world. The major part of this system consists of 8,300 miles of 9-foot to 
12-foot depths to accommodate modern barge navigation. 

The cumulative cost of this inland water navigation system through fiscal 
1954 is $2,096 million, divided $1,444 million for construction and $652 million 
for maintenance and operations. Since 1954 and through fiscal 1958, it is esti- 
mated that an additional $202 million will be expended for improvements and 
$176 million for maintenance and operation, making a total of nearly $2,500 
million of Federal funds spent for improving and operating the inland-waterway 
system. This does not include any non-Federal expenditures, such as those 
for the New York State Barge Canal or local expenditures for piers, terminals, 
and other improvements. 
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In fiscal 1959 it is proposed that the Federal Government spend an estimated 
$67,681,000 for improvements and $37,612,000 for maintenance and operations. 
Authorized but not appropriated is an additional $2,400 million for inland- 
waterway improvements alone, plus an additional $1,300 million for multiple 
purpose projects, including inland-waterway navigation features. 

The Federal Government charges nothing and collects nothing for the use of 
these faciilties which handled 8,600 million ton-miles in 1929 and nearly 110 
billion ton-miles in 1956; an increase of over 1,000 percent. 

Actual tonnage and ton-miles for the past 5 years are as follows: 


| 
Year Tons | | Ton-miles 





| 
386, 322,000 | 109, 313, 274, 000 
364, 600,000 | 97, 662, 567, 000 
321, 200,000 | 82, 322, 049, 000 
327, 800,000 | 75, 056, 259, 000 
| 322, 100,000 | 63, 836, 454, 000 


Waterways by their very nature are limited as to the territory they can 
serve and transportation on inland waterways is generally only by large organi- 
zations for shipment of a few bulk commodities. 


Mr. Pertman. I would be very happy to have that opportunity, 
Senator. 

Senator Lauscue. Thank you. 

Senator Smaruers. Are there any other questions ¢ 

Without passing on the merits of the proposal, would not a revival 
of the plan such as the RFC have the same end result for the ability 
to get credit as the so-called Symes’ plan ? 

Mr. Pertman. I would think it might, Senator, yes. 

The CuHatrMan. It is possiple that the same end result could be 
had if a plan similar to the RFC were revived ? 

Mr, Pervman. I believe it could. 

Senator SmaruerRs. Thank you very much, Mr. Perlman. 

(Following is a letter received by the chairman from the executive 
director, the Port of New York Authority, dated January 21, 1958, 
relative to the preceding testimony.) 


THE Port oF NEW YorK AUTHORITY, 
New York, N. Y., January 21, 1958. 
Hon. GrorGe A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, Senate Committee on 
Interstate and Foreign Commerce, Senate Office Building, Washing- 
ton, D. C. 


Dear SENATOR SMATHERS: The statement of President Alfred E. Perlman, of 
the New York Central Railroad, presented on January 14 to the Surface Trans- 
portation Subcommittee, contained the following: 

“New York City has a network of socialized, subsidized transportation—sub- 
ways, buslines, ferries, airports, bus terminals, truck terminals—all of which 
the taxpayers, including the New York Central, help support.” 

As the agency operating the 4 airports, a union bus terminal, and 2 union 
motortruck terminals in the New York metropolitan area, the Port of New York 
Authority is forced to assume that Mr. Perlman intended his statement to be 
understood to apply to our facilities. As to them, the statement is misleading. 
This letter is intended to correct the record. We respectfully request that it 
be made a part of the official records of your subcommittee’s hearings. 

The Port of New York Authority is the joint public agency of the States of 
New York and New Jersey, having been created by the port compact of 1921 
between the two States, which was approved by the Congress in the same year. 
The port authority, by the express terms of the compact, was directed to develop 
and operate transportation facilities within the port of New York district and 
- ae and protect the trade and commerce moving through the bistate 

arbor. 
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The port authority is an entirely self-supporting agency. The compact gave 
it no tax powers. It is not authorized to pledge the credit of either State. It 
receives no funds from the States or municipalities. The financing of port- 
authority projects is accomplished through the issuance and sale of its bonds, 
which are secured only by the revenues of the facilities it operates. As of 
January 1958, the port authority’s total investment in the 19 facilities whieh it 
operates amounted to $728 million. These facilities include the 4 regional air- 
ports, a Manhattan heliport, a union bus terminal in midtown Manhattan, 2 union 
motortruck terminals (1 in New York City and 1 in Newark), a union railroad 
freight terminal in New York City, 4 marine terminals (2 in New York City 
and 2 in New Jersey), and 6 tunnels and bridges connecting New York City and 
New Jersey. Port-authority operation of all of these facilities was authorized 
by the Legislatures of both New York and New Jersey. 

Contrary to Mr. Perlman’s assertion, these facilities as operated by the port 
authority are not subsidized by the taxpayers. Each of these groups of facili- 
ties—the airports, the marine terminals, the inland terminals, and the tunnels 
and bridges—is self-supporting and pays from its revenues all its operating, main- 
tenance, and capital costs. There is also absolutely no basis in the compact or 
elsewhere upon which the port authority can obtain subsidy or other forms of 
financial support for these facilities from the States of New York and New Jersey. 

The city of New York owns 2 of the 4 regional airports. The city of Newark 
owns one of the airports and one of the marine terminals. These four facilities 
are operated by the port authority under agreements entered into between the 
cities and the port authority. In the interests of strict accuracy, it should be 
noted that the two cities are still servicing bonds which they issued prior to port 
authority operation of these facilities to obtain capital funds for improvements. 
The agreements under which the port authority operates these facilities guaran- 
tees to the cities certain minimum annual rental payments. To the extent that 
these minimum annual rental payments do not cover municipal debt-service re- 
quirements on these old outstanding bonds, it might be argued that the cities 
are subsidizing these four facilities. However, the agreements with the cities 
provide that the cities shall receive either the minimum guaranteed rent or 75 
percent of the net revenues of these facilities. Thus, as these facilities continue 
to develop and to prosper financially, it is likely that even the cost, to the cities, 
of this old debt will be covered. 

Further complete accuracy requires it be noted that not only are these facili- 
ties self-sustaining, but also that where the applicable statutes permit, payments 
are made by the port authority to the municipalities where these facilities are 
located in lieu of real-property taxes. In 1957 our in-lieu-of-tax payments to 
municipalities in the port district amounted to almost $1 million. 

In his zeal for trying to prove his point, Mr. Perlman has apparently chosen 
to overlook the fact that the port authority, with the full cooperation and the 
complete approval of the eight trunkline railroads serving New York, including 
the New York Central, financed and built a union railroad terminal in Manhattan 
to provide a common platform for the receipt and delivery of less-than-carload-lot 
freight on behalf of all the participating railroads. Opened in 1932, the terminal 
was used by the New York Central for 25 years. I might further point out that 
the railroads pay the port authority only a nominal charge of 10 cents per ton 
of freight handled on the platform, which nowhere near approaches even the 
operating costs, much less the capital charges on this facility. The terminal 
becomes financially feasible only on the basis of the rental of the upper 14 floors 
to industrial tenants. These tenants, and not the taxpayers, are, in effect, sub- 
sidizing the freight operations of the New York Central and other railroads. 

As previously stated, this letter is written so that these facts may be a part 
of your record. I wish, at the same time, however, to make it plain that this 
letter is not intended to imply that the port authority is not aware of and not 
‘sympahetic to the financial problems of the railroads, nor is this letter intended 
as a comment on the substance of the views and recommendations presented to 
your subcommittee by the railroads. 

Sincerely, 
AustTIN J. Tostn, Executive Director. 


Our next witness will be Mr. P. B. McGinnis, president of the 
Boston and Maine Railroad. 
We will hear him at 2: 15. 
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(Whereupon, at 12:33 p. m., the hearing was adjourned to recon- 
vene at 2: 15 p. m., the same day.) 


AFTERNOON: / SESSION 


Senator Smaruers. The meeting will come to order. 

We have several Senators who are en route. I think we may as 
well get started. 

Mr. McGinnis, we will be delighted to hear you. 

Mr. McGinnis is president of the Boston & Maine Railroad. 

We will make the prepared text of your full statement a part of 
the record, and you may proceed as you like. 


STATEMENT OF PATRICK B. McGINNIS, PRESIDENT, BOSTON & 
MAINE RAILROAD 


(The complete statement of Mr. McGinnis follows :) 


STATEMENT OF Patrick B. MCGINNIS, PRESIDENT OF THE Boston & MAINE 
RAILROAD 


My name is Patrick B. McGinnis, and I am president of the Boston & Maine 
Railroad. During my 30 years in railroad finance and management, I have 
made countless speeches about the condition of our American railroads, echoing 
the sentiments shared by the 19 other presidents who serve as directors of 
the Association of American Railroads. I am of the opinion that the passenger 
business, particularly the commuting part of it, is strangling most of our 
eastern railroads. I favor a more realistic rate structure that would enable us 
to compete. I urge a sharply accelerated technological program. I have spoken 
of the need for mergers and consolidations that would enable us to combine 
responsibility and authority in order to give our shippers better service and, of 
course, reduce costs by eliminating duplicate facilities. 

I was one of the very first presidents to urge the experimentation of light- 
weight, low-center-of-gravity passenger trains. I was one of the first to chal- 
lenge my associates to do something about roller bearings, to mechanize 
refrigerator cars, and to replace outmoded passenger equipment. 

During my presidency of the New York, New Haven & Hartford Railroad, I 
ordered three of the new lightweight trains in order to get the traveling public 
from Boston to New York and vice versa in fast, clean, air-conditioned, and safe 
equipment. The three trains are now in service on the main line of the New 
Haven. 

While I headed the New Haven, I joined with Union Switch & Signal Co. to 
try out running trains by remote control without crews in an attempt to prove 
to the shippers, the passengers, the equipment ‘manufacturers, and the investors 
that railroads could and should help themselves by trying out every known 
method of doing things in the most modern way. Elevators run vertical trans- 
portation without crews; why not horizontal transportation? 

The Boston & Main Railroad, serving the States of New York, Vermont, New 
Hampshire, Maine, and Massachusetts, has as its No. 1 problem the refunding 
of $47 million first-mortgage bonds by July 1, 1960. As every businessman knows, 
such an accomplishment is next to impossible if the company has an inferior 
credit standing. 

The Boston & Main, which grosses about $88 million each year, can look for- 
ward in 1957 to a net income of approximately $1 million. This return on 
investment is highly unsatisfactory to our investors, and it is almost impossible 
to interest new investors. 

One trouble is that more than 90 percent of our gross dollars comes from our 
freight business, while the passenger business contributes less than 10 percent. 
Our passenger deficit last year was over $14 million. 

Faced with the almot insurmountable problem of refunding these bonds, I 
have necessarily had to sit down with myself and reappraise my railroad. And, 
when you devote this kind of thinking to your own road; you necessarily begin 
thinking about the problems of the other railroads, because we are so closely 
linked with one another. 
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We in railroading have long been accused of being far behind the times. It 
is said of us that we have let our business slip away to the trucks, the private 
automobile, and to other forms of competition. We have been accused of having 
the worst public relations imaginable. 

In my opinion, there is some truth in these beliefs. However, it is difficult to 
convince the public and those in the Federal, State, and local governments that 
we really are in trouble. 

There is no doubt that, 70 years ago, we were truly a monopoly. Every locality 
that had the railroad recognized that we were such a monopoly. You shipped 
your goods by railroad or you just didn’t ship them at all. You traveled by train 
or you didn’t travel at all. You paid the rates and fares set by us, and you or 
the goods departed when we said, and destination was reached at the time we 
decided. 

I have never doubted the need for such a body as the Interstate Commerce 
Commission, and, even today, I think it is highly necessary that we have such 
a body. In the main, it has been a good body and railroads have managed to 
operate at profits since coming under its jurisdiction in 1887. However, there is 
a vast difference between conditions then and now. The culprit is not the Inter- 
state Commerce Commission. The culprit is that wonderful thing called progress. 

Progress has given us the automobile, the truck, the pipeline, the tanker, the 
airplane, the 40-hour week, labor organizations, highways, and a host of other 
marvelous things. As individuals, we have all learned to adjust to these things. 

I am a great respecter of the automobile, and I own one, as do most of you 
gentlemen. I use planes and taxis, and buy gasoline that travels through pipe- 
lines. In short, I am all for progress. 

But those same advances in progress have removed the opportunity for the 
railroads to operate profitably. We cannot compete with the millions of automo- 
biles that daily traverse thousands of miles of concrete highway. I cannot get 
people from Boston to Montreal in 2 hours, as the planes can, I have to have 
an entire night to get you there. 

With this in mind, I long ago decided that I would have to do something about 
the passenger busines. In the back of our minds was the knowledge that we 
would sooner or later have to abandon much of our passenger business, But we 
decided to, first, try the latest type of equipment to see whether we could lure 
people away from the highways and back onto the rails. 

To this end, we established a program of methodically and progressively retir- 
ing our ancient, dirty, uncomfortable passenger coaches. During the past 2 years, 
the Boston & Maine has invested more than $16 million in modern, self-propelled, 
rail diesel cars manufactured by the Budd Co. Known as Budd cars, these 
wonderful coaches do everything that a commuting car should do. They can 
operate alone or in a string. They each have mechanical air conditioning in- 
stead of being ice cooled, as most conventional coaches are. They stop and go 
with a smoothness of action that cannot be matched. 

In addition to this, we invested $1,300,000 in a new, low-center-of-gravity 
Talgo train, manufactured by the ACF Industries, Inc. It might interest you 
to know that it took us well over a year to find financing for this. 

In this connection, I urge this committee to study carefully the so-called 
Symes plan for equipment financing, which is supported by almost all the 
railroads in the eastern territory and which, I assume, will be explained in 
detail by some of the other witnesses. 

Our Budd-car fleet of 103 is the largest in the entire world. We have tried 
to continue existing schedules. 

You will be interested in the result. Steadily declining patronage, and growing 
worse every day. 

After listening to the public complain for years about outmoded equipment, 
I reluctantly bought all this passenger equipment. I know now that modern, 
clean equipment is not the answer. The people have chosen the private 
automobile. 

And the shippers of freight have turned to trucks, barges, tankers, ships, 
pipelines, and the like because these carriers can set rates that we cannot match 
under existing regulations. 

The newspapers, those in Government, and our customers tell us we should 
help ourselves. Have we done this? I think we have. 

The Boston & Maine, for example, decided 2 years ago to embark on a $44 
million equipment program. In addition to the passenger equipment heretofore 
referred to, we have purchased 2,000 boxcars of the most modern type. This 
was done at the insistence of shippers. Perhaps some of you have noticed our 
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bright blue boxcars rolling around the United States. They are of steel con- 
struction, have 9-foot doors, nailable steel floorings, roller bearings, and just 
about everything else a shipper would want in a boxcar. 

We have just purchased a fleet of new milk cars, new hopper cars, new 
cabooses, and have 50 new diesel locomotives. 

During the past 18 months, we have laid more stone ballast than has beem 


laid in any year in our history. We have replaced ties and rail, and we have 


installed centralized traffic-control equipment. 

We have tried to sell and lease back our stations in order to save taxes. We 
have done everything possible, as a matter of fact, to keep our tax burden at 
a minimum, even in the face of spiraling tax rates. 


We have spent thousands of dollars in order to attract new industry to the 


areas we serve. We are presently planning to build a new freight-classification 
yard which is designed to speed up the handling of freight. 

We recently opened a $1,500,000 service building to take care of nothing but 
our fleet of Budd cars. We have started an intelligent piggyback program. 

We have purchased the latest type of track equipment. We now have won- 
derful machines that pick up the old rail, clean out worn ballast, pull and 
sink spikes, replace old ties and install the new ones. 

Our main problems are: (a) Increasing our gross freight revenues; (hb) 
passenger deficit; (c)employee productivity in an inflationary economy; (d) in- 
crease net earnings to enable us to establish credit sufficient to refund our bonds; 
(e) improving physical plant and equipment; (f) getting the same rules and 
regulations as our competitors. 

I believe that we are doing everything possible to help ourselves, within the 
limits of our financial resources. In addition to what I have said already, we 
are just concluding hearings before the various regulatory bodies in the States 
we serve, in connection with a rescheduling passenger case. What we are 
asking for is permission to abandon certain unprofitable passenger lines and 
to cease furnishing passenger service in 26 communities presently also served 
by the municipally owned Boston Metropolitan Transit Authority. Such dupli- 
cation of service is inexcusable waste in this day and age. We hope, of course, 
that our petitions are granted. 

As president of the Boston & Maine Railroad, I know that our company is a 
vastly improved one over what it was 2 years ago. I firmly believe that the 
officers have done everything possible to offer the best service possible to our cus- 
tomers. We now feel that it is up to the governmental authorities to assist us 
in our fight for survival. : 

Our equipment is very expensive and our taxes are burdensome. If the small 
railroads serving New England could merge into one strong system, public, ship- 
pers, and investors alike would profit. 

I have often illustrated the problem by using the imaginery carload of potatoes 
being shipped from Aroostook County, Maine, to Philadelphia. The president 
of the Bangor & Aroostook Railroad, who solicited the business in the first 
place, can give the shipper no guaranty that the car will reach Philadelphia in 
2, 4, or 10 days. He cannot guarantee that the potatoes will arrive in good 
condition. 

Instead, he has to surrender the car to the Maine Central Railroad, who 
hauls it to Portland and releases it tous. We carry the potatoes from Portland 
to Worcester or Springfield. Then the New Haven gets it to New York, and 
then the Pennsylvania Railroad hauls it to Philadelphia, 

Just think. Five railroad presidents and 5 freight-claim agents and 5 traffic 
vice presidents and countless others required in this operation. If the car is 
delayed or the lading damaged, the shipper must call the president of the 
Bangor & Aroostook, who, in turn, has to get on the phone and call me or the 
president of the Pennsylvania or someone else, and the president of the road at 
fault must call his traffic man. 

It just seems unfortunate to me that such waste and duplication must continue 
ad infinitum. Truck companies merge every day, but we still have 35 railroads 
east of the Mississippi River and north of the Ohio River; far too many, in 
my opinion. 

By directing a more realistic look at this idea of mergers and consolidations, 
the Federal Government would enable us to improve service and to eliminate 
needless waste and, hence, to cut our costs. Reduced costs enable us, in 
turn, to pass benefits along to shippers through reduced rates. 

Another form of relief that we desperately need is the repeal of the trans- 
portation excise taxes. We believe that the repeal of these discriminatory 
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taxes would have a favorable effect on our declining revenues, because it would 
enable us to compete with the proprietary carriers, who have experienced a 
phenomenal growth since World War II ended. 

This increase has resulted principally from the discriminatory nature of the 
8-percent tax on the transportation of property. The Interstate Commerce 
Commission has called attention to this for a number of years. 

A poll taken by the railroads indicates that they could get at least 20 percent 
of the private-carrier traffic, which has an estimated annual value of more than 
$4 billion, if the transportation tax on property were repealed. 

Repeal of this tax, in our opinion, would result in an increase in revenue 
to the Government. The 1958 budget shows total Federal receipts from the 
public in the amount of $77 billion, of which $450 million represents receipts 
from the excise tax on the transportation of property. 

The budget does not, however, explain that this tax is fully deductible by 
the shippers as an expense. After this deduction, the Government receives only 
a net of $247.5 million from the excise tax. Since it is estimated that the 
railroads would recapture 20 percent of the private, untaxed, highway trans- 
portation, which has an estimated value of somewhat over $4 billion, the 
railroads would receive additional revenues of $861.6 million. After deducting 
estimated expenses, this would produce an increase in income-tax receipts from 
railroads only in the amount of $271.4 million. This alone would increase 
the Federal revenue by at least $24 million. 

It is believed that the repeal would also result in increased revenues for other 
types of regulated carriers, which would further increase the Federal revenues 
from income taxes. While it is true that the freight expenses would be de- 
ductible for income taxes by the shippers, this would not result in any additional 
deduction, since it simply amounts to a shifting of the deductible expenses of 
owning and operating trucks for freight expenses. 

It should be noted that the transportation tax on property is self-destroying, 
sincé it is the only excise tax that can be legally avoided. The transportation of 
property tax does not rise proportionately to the value of the product sold, as 
other excise taxes do. 

The burden of this tax falls most heavily upon small, new companies. It is only 
the large and prosperous companies which can afford to purchase, maintain, 
and operate their own trucks. This places the smaller companies in an unfair 
competitive position in that their cost of distribution is higher. 

The tax discriminates against long-haul shippers in favor of short-haul ship- 
pers, since it is fixed as a percentage of the gross transportation charge. This 
particularly affects the railroads, since a high percentage of the long-haul ship- 
ments are by rail. 

The tax is an inflationary factor in the economy, since it is imposed on each 
transport movement and is included in the base upon which each processor’s 
markup is computed. 

The repeal of the 10-percent tax on the transportation of persons would enable 
us to reduce our large passenger deficits. The return of even a small proportion 
of the present privately carried travel would aid in solving the vexing passenger- 
deficit problem. 

Finally, I should like to urge that the Congress devote earnest consideration 
to the amendment of section 203 (b) (6) of the Interstate Commerce Act, out- 
lined on page 162 of the Commission’s 70th annual report, as follows: “We recom- 
mend that section 203 (b) (6) be amended so as to limit the exemption of motor 
vehicles transporting agricultural commodities, fish, and livestock to transporta- 
tion from point of production to primary market.” 

Unless this amendment is placed into effect, and soon, that type of motor 
earrier known as the exempt trucker will soon virtually drive us out of this 
type of carriage. 

The exempt trucker seriously threatens the regulated carrier, for railroads 
and other common carriers regulated under the Intestate Commerce Act are 
severely handicapped in their competition with exempt carriers. The common 
carriers are required to publish their rates, so that everyone, including com- 
peting-exempt carriers, may know precisely what they charge, and they are 
prohibited, under heavy penalties, from charging any rate for a given service 
differing from that published. They cannot change their published rates except 
on 30 days’ notice to the public, unless, upon application to the Interstate Com- 
merce Commission, and for good cause shown, they should be authorized to 
publish a change on shorter notice. Their rates are subject to suspension. 
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The exempt carrier has no such standards to observe. Where the rates of 
railroads and other common carriers are open, his are secret. With the rates 
of the common carriers before him and not subject readily to change, the common 
earriers are tied in the competitive struggle and he is free to make whatever 
a rate is necessary to enable him to get the business. That is just what 

e does. 

The diversion of important traffic from regulated carriers to exempt truckers 
of agricultural commodities is tremendous and is growing by leaps and bounds. 
The agricultural exemption has been broadened by judicial interpretation to a 
point far beyond what appears to have been the original intent and purpose 
of the Congress, which was to aid farmers and other producers of foodstuffs by 
relieving them of the burdens of regulation and thus facilitate the movement 
of their products from point of production to market or to processing or storage 
points. Over the years, the exemption has been extended by interpretation to 
commodities that have received varying degrees of commercial processing, and 
to the transportation of such commodities in ordinary commercial channels 
beyond the initial movement from the point of production. In short, the 
exemption from regulation intended for the farmer now accrues in many in- 
stances to the benefit of commercial interests and professional haulers. 

Those of us entrusted with the operation of the American railroads by our 
investors sincerely feel that we have reached the point of decision. Because of 
the presence of discriminatory regulations, both Federal, State, and local, and 
because of the competition of the automobile and other forms of transport, we 
have seen our share of the gross national product swiftly and steadily decline. 
Ours is a frightfully expensive operation, yet we have long refrained from 
requesting subsidization or other forms of relief granted to our competitors. 

The time has arrived, however, when we can no longer sustain the huge losses 
that most of us assume each year, It has become exceedingly difficult to locate 
financing for the equipment we so desperately need to provide the shippers with 
up-to-date facilities, so that goods can be properly transported to market. It 
has become similarly difficult to attract new investors. Indeed, we even find 
that the young graduates of our universities and colleges shy away from em- 
ployment with us. 

In these days of world tensions, it is important that our railroads be given 
the chance to become strong and healthy. The present conditions under which 
we operate make this impossible. We need to help ourselves, and we are doing 
so to the best of our ability. But, in my opinion, the Government must now 
grant us the right to compete. 

The Boston & Maine Railroad, together with most other railroads, is con- 
fronted with a series of paradoxes: 

1. As businessmen, we cannot compete with the proprietary companies be- 
cause of the 3-percent excise tax. 

2. We cannot compete with the common-carrier trucks by introducing rates 
related to our costs, because to do so would adversely affect the common-carrier 
trucks. 

3. We cannot go into the transportation business by water, by air, by rubber 
tire, because we are legislated out of these other forms of transportation. (It 
might be of interest to the committee to know the Boston & Maine Railroad 
organized and started Northeast Airlines. ) 

4. We cannot successfully compete in the carriage of agricultural commodi- 
ties with the exempt truckers because they are unregulated, and no one knows 
what the rates are. 

5. In addition to the handicap of the 3-percent excise tax in competing with 
the proprietary companies, we have no way of competing with the leased-return 
load situation. 

6. We have no way of competing with the waterways and the various other 
water subsidies, because the users do not pay for the use of the waterways 
and we, of course, pay. 

7. We cannot compete with the coastal tankers, the pipelines, the ships, 
and the barges, because they are allowed the three bulk commodity exemption, 
and we are not. In effect, they are allowed to make bulk rates, agreed rates, 
contract rates, long-term rates, and we are not. 

I earnestly request, therefore, that a vigorous new look be given our national 
transportation picture so that these legislative handicaps may be removed. 


Mr. McGinnis. I will try not to duplicate the things that have been 
said before by the various witnesses. My experiengg is a little differ- 
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ent than that of some of my predecessors, in that I have not been in 
railroad management all my life. Perhaps I could give you to some 
extent a more objective appraisal of the railroad problem. 

I have been in railroad management about 10 years, but I was in 
railroad finance for about 20 years prior to that time. I do think that 

rhaps I could add something to what has already been said by 
fpokinte at the railroad business as another business in the United 
States in a nonmonopoly stage, which it reached many years ago and 
is in now. 

The three principal components of business are pricing, cost, and 
product or, in our case, service; that is, carrying people from one 
place to another or carrying freight from one place to another. 

So, in most businesses it is a question of pricing and costs and 
product. In our business it is a question of pricing and costs and 
services. 

Normally, management has the authority and the responsibility for 
pricing and for costs and for the product, or, in our case, the services. 

Objectively looking at the railroad business as a nonmonopoly, not 
as a telephone company or a gas company or an electric company, 
but looking at it as part of our great United States and part of our 
industrial empire, we find that our pricing is controlled by the Inter- 
state Commerce Commission, so it puts the managers who have the 
authority and the responsibility in a different position than the 
managers of General Electric or General Motors are in, because we 
can only recommend prices. We cannot set prices. 

Our prices are determined by the regulatory bodies, and in our case 
principally, so far as freight is concerned, by the Interstate Com- 
merce Commission. 

Secondly, 50 percent of our total revenues are paid out in wages 
and another 5 percent in fringe benefits. Therefore, to the extent of 
55 percent of our total revenues, these costs are determined, unless 
upon agreement, by the Railway Labor Act or by a Presidential 
factfinding board. 

Senator Smaruers. May I interrupt you to ask you this question: 
You stated, I believe, that 50 percent of your costs went to labor. 
Were you speaking of your railroad, or all railroads? 

Mr. McGrnnis. All railroads, all class I railroads. In the case 
of the passenger-carrying railroads in the East, the percentage is 
higher. In some of the western roads, with a small amount of pas- 
senger business, or perhaps some of the Pocahontas carriers with no 
passenger business, the costs are below that. But the average for 
1956, and I am sure it will be higher in 1957 for the class I rairoads, 
all of them, is 50 percent. 

These costs, however, management can only recommend. When the 
labor boys come in for something, we sit across the table and say “No” 
or say “Yes”. Of course, if we say “Yes”, that is the end of it. But 
if we say “No”, the dispute goes under the Railway Labor Act to 
a Presidential factfinding board. There again our costs are in the 
hands of another group. 

Thirdly, our services. The services that we complain about, of 
course, are the ones that are costly. The acute problem of the rail- 
roads, in my opinion today, lies with the passenger-carrying commut- 
ing railroads in the East. That problem is acute because seven of 
those railroads, the Pennsylvania, New York Central, New Haven, 
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Boston & Maine, Central of New Jersey, Lackawanna, and the Lehigh 
Valley, operated at a deficit in November, with all the freight business 
and all the passenger business. 

On those seven railroads in the eastern territory the problem is 
acute. That is where this god-awful spectre of bankruptcy is endan- 
gering the whole industry as it did in 1932 and 1933. And God forgive 
us if we ever get into section 77, where the average railroad took 12 
years to get out of bankruptcy, and the Missouri-Pacific 24 years. It 
only came out 2 years ago. 

But in any event, the services that cost us money are not within our 
control. They are not within the control of our managers. They are 
within the control of 48 different public-service commissions through- 
out the United States. 

We, as managers, have to price our product and our costs and our 
services not by what we managers want to do—we can only recom- 
mend. Then the decision comes down by the ICC in the case of prices, 
and by the labor board or the Presidential factfinding board in the 
case of costs, and by the local commissions in the case of our heaviest 
deficit business, the passenger business. That is bad enough. But, 
the cardinal violation of business principles is that neither the ICC 
nor the factfinding board nor the local commissions have any responsi- 
bility for the results. 

So we as managers have the authority, subject to these three bodies, 
and the responsibility. But those three bodies create our costs to the 
extent of 55 percent, create the maintenance of our services and create 
the pricing. Therefore, as managers we are stifled, and when the 
responsibility. comes down, management is holding the bag, because 
the decisions have been made by three Government agencies. 

When we attempt to determine our prices, we go before the ICC 
and present an argument. Generally speaking our shippers are 
opposed to it and so is the Post Office Department, the Department of 
Defense, the Department of Agriculture and almost everyone else. 
Yet, when we are before a Presidential factfinding board, none of 
those interested parties is ever interested in our costs. 

And when we go before the local commissions in the 48 States, none 
of those people—the Post Office, Agriculture, or Defense or the various 
shippers’ associations—are ever there to say, “Cut out those services. 
We are a friend of the railroads and we are going to oppose further 
increases in rates.” 

I am trying to say this objectively as one who has looked at the indus- 
try and spent 20 years analyzing it. I wrote five books on railroad 
finance and railroad reorganization, and I was deeply involved in most 
of the reorganizations of 1932-42. 

With the exception of the insurance companies and the banks, our 
railroads, looking at them as one corporate entity, if they were all 
combined are the second largest business in the United States. There 
is only one larger, and that is General Motors. 

We still employ 33 percent more men than does General Motors. 
So, we are the fourth largest, nonagricultural, nonservice employer in 
the United States, and we are the second largest business. 

Since the war, the railroads have been responsible for 10 percent of 
all the nondefense capital expenditures in this country. 

You cannot have good domestic economy without good railroads, 
and by good railroads I mean railroads with credit. A railroad in 
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bankruptcy obviously holds down labor and services. A Federal 
judge is not going to pay any attention to local commissions any more 
than he did in the New Haven case, which I know all about. And 
he is not going to pay attention to a lot of other things any more than 
he does in industrial bankruptcy. 

I have heard some observations made that we are not the only ones 
in a declining situation, a depression, or a slump. The implication 
that was left on the record is that the other services suffered accord- 
ingly. They did not. 

The waterways were up 9 percent last year in ton-miles. They are 
running away with the ball, and I will come to that in a minute. 

The trucks, through October, were up about two-tentlis of 1 percent. 

The airlines carried more people than in any year of their alee 
They are in a little bit of a slump now, but they carried more people. 
The airlines have problems, but not because of lack of business, at 
least up to this point. 

Gentlemen, think of General Motors or General Electric trying to 
produce a toaster when they had to ask some agency, “What will we 
price it at?” and some other agency, “What will our cost be?” and to 
ask some other agency to determine the quality, where the managers 
have no control. That is our situation, that is the business we are in 
if we stop looking at this thing as a monopoly. 

So many times people have told me, “Why can’t you run yourselves 
like the telephone company does? They are wonderful. They are 
wonderful managers.” I reply, “They are a monopoly and the pric- 
ing is different in the gas company, the electric company, and the tele- 
phone company.” We are the oldest business. The Boston & Maine 
is 129 years old, so we inherited all the faults of the original corpora- 
tions. These other utilities learned by our mistakes. All of the so- 
called monopolies have standby charges. Install a telephone or a gas 
burner or a pencil sharpener. The minute you hook it up you will be 
charged for standby service. If you never use it, you will still pay 
for it. 

The railroads you pay for only when you use them. 

Getting on to regulations, I think there were a couple of errors in 
the figures that were presented. Two-thirds of all the intercity 
trucks in this country are not regulated by anybody. One-third are 
common carriers and contract carriers. And, in my opinion, out of 
that one-third, 16 percent are contract carriers, where there is no 
regulation except in the filing of a maximum rate, which means 
nothing. 

Actually, in my opinion, over 75 percent of our intercity truck com- 
petition has no regulation of any kind, and this is made up of private 
trucks, pseudo-private trucks, contract trucks, exempt trucks, gypsy 
trucks, agricultural exempt trucks, et al. 

Now let’s take the waterways. Who uses the waterways? You 
live on the Ohio or the Mississippi and what do you see down there? 
You see barges carrying steel, coal, sulfur, molasses and oil. Who are 
the barges owned by? Mostly by private proprietary companies, of 
which there is no regulation. And the others were made exempt by 
ge aye when you tried to regulate the waterways, when you put 
in the three bulk exemptions. In other words, if you carry only 
three products you are exempt. “Why, they never carry any more 
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than three products.” So practically every ton on the Ohio and the 
Mississippi and the other waterways is exempt from regulation by 
an ; 
Then we get into diverisification. The shipper calls and he wants 
to ship by barge or by pipeline or by truck or by various other modes 
of transportation. We can’t say “Yes,” all we can say is “Call the 
airlines, call the pipelines, call the’barges and so forth.” We cannot 
give him the service that he wants. 

Therefore, we are suggesting to this committee that consideration 
be given intramode diversification. 

The railroad industry doesn’t agree with me on this, but I would 
like to mention that back in 1909 and 1910 your predecessors told 
the railroads to get out of industry under the commodities clause. 
We were a monopoly, so we were told to stay out of the coal business 
and the steel business, and there weren’t many businesses around then. 
But, you allowed industry to say in the transportation business. 

Most big corporations have their own barges and their own trucks. 
The oil companies have their own: pipelines. How are we ever going 
to compete with private trucking and private barges and private pipe- 
lines? How are we ever going to i it as long as the commodity 
clause hangs over our head ? 

We cannot, as railroads, diversify, as every other business in the 
United States has done—assuming now that we are not a monopoly— 
so as to preserve our stockholders’ equity. How else can we ever 
compete with pure, private carriers? 

Concerning consolidations and mergers. You have heard people 
say that they are easy. I refer you to the newspapers in New Eng- 
land 3 years ago when I tried to suggest that the railroads in New 
England should consider railroad consolidations and mergers. 

You always hear consolidations and mergers mentioned for 
economy reasons. That is the wrong reason. In the East—and we 
are the ones that suffer the most because our industrial expansion 
occurred years and years ago—it is occurring now in the South and 
in the West—we are overplanted, overtracked, we are over everything. 
We have a station every 10 feet, every 10 miles, every 10 blocks in 
some cases. 

The theory of modern management is to associate responsibility 
with authority. In New England our biggest cash crop, outside 
of potatoes, is paper. We want to send paper from Maine to Phila- 
delphia. In between are 5 railroads, 5 railroad presidents, 50 vice 
presidents and so forth. We want to send the paper to St. Louis, so 
11 railroads are involved. 

The originator of the paper, who has the responsibility to a shipper 
to deliver it, has no authority as soon as it leaves his corporate limits. 
That is the real reason that the continuation of 36 railroads east of 
the Mississippi and north of the Ohio is just plain wasteful. This 
is harmful to our service because the authority and responsibility 
are not tied together. 

We are the only business in the United States that hasn’t raised 
a dime of equity money since 1928. Yet, think of the billions—look 
at the SEC records—that almost:any corporation worthy of the name 
raises. 

With the exception of equipment trusts, only three railroads have 
been able to sell any bonds. Sediew Pacific last year was the first 
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railroad in years to sell a bond issue, and that was for building a new 
bridge across Salt Lake. 

Getting to another point that most of the gentlemen have already 
mentioned; the 3-percent tax. We have our own illustration of its 
effect right in New England. The Canadian papermakers have a 
3-percent edge on the papermakers of northern New England, and 
that is our big business. I will get to this later. Because of the 3- 
percent tax we put in the last freight increase, 206. The papermakers 
came to us and said reduce the rate on 206. Those papermakers are 
already subsidizing the passenger business, and it is getting worse, 
not better. So, we are faced with a terrific dilemma in trying to 
help the very people we must help, because passenger service is ex- 
pendable but freight business is not. 

Our industrial plants in New England and all through the East 
are not expendable. Intercity passenger service is, because the rail- 
roads are only carrying 4 percent of such passengers according to the 
ICC records. And never should there come a time when a railroad 
must be forced to cut out service to an industry because of the ex- 
pendable passenger service. 

Regarding social security versus railroad retirement, I merely men- 
tion that the former rate is 2144 percent, while the latter rate is 614 
percent, which gives our nonregulated competition quite an edge. 

We have heard an excellent description of the labor situation by 
one of the Commissioners, one of the most enlightened Commissioners 
I have ever had the pleasure of listening to. L do mention one tragic 
incident in the history of American railroads for your consideration. 
The last class I railroad president who tried to fight featherbedding 
was murdered: the president of the Toledo, Peoria & Western, George 
P. McNear, Jr. 

Mr. McGinnis. No. 

Senator SMaTuers. You are just saying that is a fact. It wasn’t by 
his wife or anybody else? I don’t like you to leave it like that. I 
don’t think you intended to leave it just like that. 

Mr. McGinnis. The only thing I know is what I said. The last 
class I railroad president who insisted that railroad men work 8 hours 
to get 8 hours’ pay was George P. McNear, Jr., the president of the 
Toledo, Peoria & Western. The strike was started, there were strike- 
breakers on both sides and the police-say he was murdered. I have 
no further comments, but I am sure that the history has been written 
in the Peoria papers many times. 

Senator Purretn. You are tieing it up now with this labor problem, 
the labor trouble. Did the police ascertain that that was the reason 
for his death? 

Mr. McGinnis. It might have been a coincidence, I don’t know, 
ooo I am only saying that, in my opinion, it was not a coinci- 

ence. 

Senator Purretyt. You are expressing a personal opinion. The 
police report was not so, was it? 

Mr. McGrnnis. I have never seen the police report. I do know, 
Senator, that it has never been solved. 

Going back to the railroads as a business, our competitors can make 
contract rates. We can’t. Our competitors can make agreed rates. 
We can’t. Our competitors can make quantity rates. We can’t. Our 
competitors can make bulk rates. We can’t. 
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Our competitors, the barges, the steamships, the pipelines and all 
the rest of them, make quantity rates, yet we are still operating under 
the theory of 1887 that we cannot Sescrimnitiato and that we must 
make a carload rate on everything. 

America was built on mass volume and mass production. If this 
idea that to give anything but a carload rate discriminates, then cer- 
tainly it should be applied to our competition. Our competition, who 
have the right to make these rates, don’t help the small-business man. 
They discriminate. And yet we are sitting here still making a car- 
load rate because to do otherwise we discriminate. And every one 
of our bulk carriers is making contract, and agreed, and quantity rates. 

Senator Smatuers. Mr. McGinnis, to whom would we look if we 
wanted to get that particular practice changed so you would be able 
to make rates on more than carload lots, and place you in better position 
to compete. 

Mr. McGrnnts. I think the act of 1887 could be amended by striking 
out the word “discriminatory.” 

Senator Smaruers. Do you think that the Interstate Commerce 
Commission could do that without any legislation ? 

Mr. McGinnis. I think they could. They have done it in 1 or 2 
cases under a maximum-loading exemption. 

Senator Smarners. So this would be a matter that they could remedy 
if they were of the opinion that it should be remedied ? 

Mr. McGinnis. I think the ICC could possibly do it, and maybe 
the railroads to some extent are at fault in not being more aggressive 
in trying to get this. But, going back to the waterways, there is no use 
talking about the waterways unless we have a cure for it, and I think 
we will all concede they only carry bulk commodities. I don’t see how 
we are ever going to compete with the bulk carriers unless we can 
make bulk rates. 

Senator Smaruers. We are going to have, as you know, some mem- 
bers of the ICC testify. Asa matter of fact, several of them are sitting 
up here with us now. We just want to find something on which they 
can focus some of their attention between now and the time when they 
come up to testify. Where there are matters which can be remedied 
by the ICC, and which you gentlemen feel should be remedied by the 
ICC, it would be helpful if you would so state, so that we can get their 
views when they testify. 

Mr. McGinnis. To my memory, Senator, I think there are only 
two bulk rates that were ever approved by the Commission. One was 
on molasses, I think, on the Mississippi River, and one was on coal 
from Oklahoma to St. Louis. There are not others to my knowledge. 

Senator Scuorrret. Mr. Chairman, I would like to ask the gentle- 
man a question with reference to bulk rate, as it refers to the railroad 
situation. 

Have you made an analysis, or do you know whether an analysis 
nas been made that would be helpful to this committee, to show what 
the railroads have lost by that type of operation in which they them- 
selves cannot indulge ? 

Mr. McGrnnis. I know the figures are available. The Army engi- 
neers prepare the ton-miles of the inland waterways, We consider 
them pretty accurate. I think it can be prepared rather accurately, 
and I will be glad to dig it out and present it to you. 
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Senator ScHorrre.. We will try to have some members of the staff 
do that here. It would be very helpful if you could furnish that. I 
think it would be helpful in this type of hearing. 

Mr. McGinnis. That question then is, let’s say, to the best of our 
ability to find out just how many ton-miles of freight, which I assume 


is mostly bulk, are carried on the inland waterways of this country ? 
Senator ScHorrren. Yes. 


Mr. McGrnnis. As against 10 years ago or 20 years ago, if we can? 
Senator Scuorepre.. Yes. 


(The material subsequently furnished for the record is as follows :) 


Boston & MAINE RAILROAD, 


Boston, Mass., January 23, 1958. 
Hon. Georce A. SMATHERS, 


Chairman, Surface Transportation Subcommittee, 
Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C. 


Dear SENATOR SMATHERS: During the course of my testimony before your com- 
mittee on January 14, I was asked by the Senator from Kansas if I could compile 
the statistics on the inland waterways. This I have done on the attached, the 
source of the information being the Department of the Army, Corps of Engineers. 

The tons and ton-miles shown on the attached statement are for freight carried 
on the inland waterways of the United States, excluding Great Lakes traffic. 
The figures for 1957, I am informed, will not be available until July 1958, and 
they are, therefore, not included. My personal estimate is that the figures will 
show an increase in 1957 over 1956 of about 1 percent. The exhibit, of course, 
speaks for itself, and I have included three copies. 

May I take this opportunity to tell you how much I appreciated the courtesy 
shown to the other railroad witnesses and myself and the intense interest dis- 
played by you and your associates. 

Sincerely, 


Patrick B. McGInnNIs. 


Inland waterways of the United States, excluding Great Lakes traffic 


Year Tons Ton-miles Year Tons Ton-miles 
cen adisiatatste nigece 386, 322,000 | 109, 313,274,000 || 1953_.._.--..--.---- 328, 800,000 | 75,056, 259, 000. 
BS «geben oebia nie 364, , 000 97, 662, 567,000 |} 1952.......-....-.-- 322, 100, 000 63, 836, 454, 000 
| ee ee 321, 200, 000 82, 503, 839, 000 || 1929......-.-------. 0) 8, 600, 000, 000 
1 Not available. 


Source: Department of the Army, Corps of Engineers, Waterborne Commerce of the United States. 


(A letter subsequently received from Mr. McGinnis on this subject 
is as follows:) 


Boston & MAINE RAILROAD, 
Boston, Mass., February 6, 1958. 
Hon. GreorGe A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, Senate Committee on 
Interstate and Foreign Commerce, Washington, D.C. 


DEAR SENATOR SMATHERS: Under date of January 23, I sent you a statement 
showing the tons and ton-miles for freight carried on the inland waterways of 
the United States, excluding Great Lakes traffic. I did this in response to a 
question during my testimony. 

At that time, I did not have the 1957 figures. On the authority of Mr. Mac- 
Ardle, research economist, Chamber of Commerce, Washington, D. C., the 
chamber made an estimate of 1957 ton-miles to equal 123 billion. Mr. MacArdle 
tells us that he was furnished this figure by the president of the Waterways 
Association, Mr. Braxton Carr, American Waterways Operators, Inc., in Wash- 
ington, D. C. 


I suggest this figure be added to the file to bring it up to date. 
Sincerely, 


Patrick B. McGINNIS. 
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(Statistics relative to this question are as follows :) 


Source: Interest Commerce Commission, Bureau of Transport Economies and 
Statistics, Washington, D. C., February 1956. 


INTERCITY TON-MILES 
1939-1954 


BILLIONS BILLIONS 
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Interstate Commerce Commission 71st Annual Report—Volume of intercity trafic, 
public and private, by kinds of transportation 








Ton-miles ! Passenger-miles ! 
Agency Percentage of Percentage of 
grand total grand total 
1955 1956 1955 1956 
1955 1956 1955 1956 
1. Railroads and _ electric 
railways, including ex- | Millions | Millions Millions | Millions 
ress and mail____....-- 631, 385 655, 891 | 49. 41 48. 22 28, 695 28, 541 4. 32 4.08 
2. Motor vehicles: ? 
Motor carriers of pas- 
Ps ern onnnncd che be<ne suede ainadaeenndaend secs «--.6..-] 3°26, 519 25, 189 3. 84 3. 60 
a oD denn edialasedecat 585,817 | 617,713 | 88.16 88. 39 
Motor transportation of 
BOONE «2 cc odncucdn 226,188 | 253,751 | 17.70 Be Io da cwcBbctecctrasbowebes ces dlsacesten 








Total motor vehicles.._| 226,188 | 253,751 | 17.70 | 18.66 611,336 | 642,902 | 92.00 91. 99 

3. Inland waterways, in- 
cluding Great Lakes....| 216,508 | 219,973 | 16.94 | 16.17 1, 738 1, 860 0. 26 0. 27 

4. Pipelines (oil)# __.._._-- .| 203,244 | 229,959 | 15.91 16. 91 
5. Airways (domestic rev- 
enue and pleasure and 
business fiying, includ- 

ing express and mail) - -- 481 563 | 0.037 | 0.041 22, 741 25, 523 3. 42 3. 65 
































Grand total_-........- 1,277, 806 |1, 360, 137 ~ 00 |100. 00 664, 510 698, 826 | 100.00 | 100.00 





1 Includes revisions in basic data. 

2 School bus data are excluded. 

3 Revised (shown as 25,117 in 70th Annual Report). 

4 Includes refined products and crude oil, with an allowance for gathering lines. 


Sources: 
1. Reports to the Interstate Commerce Commission. Electric railway ton-miles and passenger-miles 


estimated on the basis of revenue. Does not include nonrevenue ton-miles, which amounted to 23,188 mil- 
lion in 1955 and 21,083 million in 1956. 

2. Highway ton-miles estimated on the basis of Bureau of Public Roads data for main and local rural 
roads, mileages of routes in rural and urban areas, and on Department of Agriculture data on farm consump- 
tion. Passenger-miles in private automobiles estimated for this purpose on basis of data from Bureau of 
Public Roads on rural road and intercity travel and from average load data. Motor-carrier passenger-miles 
based upon Public Roads and Interstate Commerce Commission data. 

3. Ton-mile data from Office of the Chiefof Engineers, U.S. Army. Doesnot include coastwise and inter- 
coastal ton-miles, amounting to 221,448 million in 1949, as estimated by the U. S. Maritime Commission. 
Passenger-miles based on Interstate Commerce Commission and other data. 

4. Interstate Commerce Commission, Bureau of Mines, and other data. 

‘ 5. Based on Civil Aeronautics Board data and Civil Aeronautics Administration surveys, plus other 
ata. 


Senator SmatHers. You may proceed. 

Mr. McGinnis. The Defense Department is apparently operating 
on the theory that we are going to have a 2-hour war; that the hydro- 
gen bomb will trigger the cobalt bomb. 

Suppose we don’t. Suppose we have another Korea. Suppose we 
have another ground war. 

I had the honor of being in Washington during the war with the 
late Commissioner Eastman in the Office of Defense Transportation. 
Gentlemen, I saw it happen in 1942 and 1943. You lost every inter- 
city truck and every tanker, but the railroads were there. We deliv- 
ered all the gasoline and all the goods and all the troops that you 
needed carrying. But the real forgotten veteran of World War II 
is the railroad. Every other veteran that I know of is well taken care 
of, and should be. The real casualty of World War II, the forgotten 
man, the forgotten veteran of World War II, is the United States 
railroad ; forgotten by Defense, by Air, by Navy, and the rest of them. 
But, give us another Korea and they will be right at our door. 
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Speaking briefly of mail, I want to denounce the policy of giving 
the first-class imaét to the airlines and the Christmas mails to the rail- 
roads. The Boston & Maine has‘to-keep 89 baggage cars year round 
just to handle the Christmas mail. Just think of it. 

Getting back to the economy of the country, the most vulnerable 
part of our national defense is our domestic economy. If you haven’t 
a strong domestic economy, you are not going to win any wars or 
develop any sputniks. And the minute the industry that has been 
responsible for 10 percent of your capital expenditures—and that is 
your fourth largest employer and your second largest business—be- 
comes a weak segment of your economy, it is going to be reflected in 
this domestic economy. 

How? Not only in less steel and fewer ties, but in fewer automo- 
biles, consumer goods, and hard goods. 

Unemployment in one industry affects persons in other industries. 
You may have a good job but, if you know 2 or 3 other men who are 
out of a job, it affects your thinking. You may decide to let the new 
automobile go for another year. 

So it cannot be argued, in my opinion, that we are not just a super- 
ficial problem, and I am so glad that the committee recognizes this. 

Now, everyone assumes Government ownership. If anything hap- 
pens to the railroads, let the Government take them over. In my 
opinion, they are not going to do it. 

There was a class I railroad called the New York, Ontario & West- 
ern. It wasn’t a small railroad. It was a big one. It employed 
thousands of men. It ran thousands of miles. It handled thousands 
of carloads a year. What happened to it? The economic vicissi- 
tudes caught up with it. It went out of business. They came down 
to Washington and asked, “Take us over.” No interest. They went 
to the State of New York. No interest. The Government didn’t 
take them over. 

So this assumption by labor, “Don’t worry, the Government will 
hold the bag. We will take you over, we will take good care of you, 
put you in the Post Office Department,” is not going to happen, in 
my opinion. You have too many thinkers in Congress today to ever 
let that happen, because, God forbid, it would open the door, as has 
been predicted, to the very things that we as Americans worry about 
the most. I must not make that assumption that such an easy thing 
can happen. 

I wish the Senator from Oklahoma were here. I had a chance to 
look at the 1959 budget. Unless I read wrong, the 1959 budget 
for the Civil Aeronautics and those various air bureaus is $517 mil- 
lion. That ison page 399 of that thick book. 

If you look at another section of it, you will find that they employ 
15,000 men. Let’s transfer for a minute to the ICC where the pro- 
posed budget is around $17 million and less than a thousand men. 

Senator Lavuscur. What is the recommended budget for CAB? 

Mr. McGinnis. CAB plus the other outfit that is associated 
with it, e osed for the fiscal year ending July 1, 1959, is $517 mil- 
lion. The figures I am referring to are on page 399. 


Understand, gentlemen; I realize that their budgets must provide 
for a certain amount of defense flying, jet flying, and so forth, and they 
have to administer all these things. 
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But I have another figure, too. The 2 cents excise tax that the 
airlines pay amounts to not less than $20 million and not more than 
$25 million, which I think is a very small part of some of these 
things. 

I have operated railroads in competition with the airlines, and I 
know something about the fact that from the minute they leave the 
ground until they get down, they don’t pay a dime. 

You recall, in Congress, that after that tragic accident in Arizon 
the President appointed a fact-finding man from Eastman Kodak, an 
he came back with recommendations of $918 million, and the jet age 
is not even here yet. 

I am not trying to draw any necessary conclusions, but I think 
that $517 million might be attacked by saying so much 1s for defense, 
and so forth. Nevertheless, it is the budget of the agency that pro- 
vides the airways for the airlines. 

Senator Lauscue. I diverted you from your paren of describ- 
ing the recommended budget for the Interstate Commerce Commis- 
sion, I think, didn’t I? 

Mr. McGrnnis. I believe so. 

In my opinion the ICC budget is too low. I think that the ICC, 
( althouzh I don’t agree with them all the time and they certainly 
don’t agree with me all the time) is a terrific administrative body and 
hail be given more money than they are now getting in order to do 
the things they should do. There again, I am speaking as an individ- 
ual, although I think I would be backed up by most of the railroads. 

Senator Lauscuse. What is the recommended budget for ICC? 

Mr. McGinnis. I don’t know exactly, Senator. I think it is around 
$17 million. That is only a guess. 

The Symes plan for financing equipment has been mentioned. 
There isn’t a single new ship flying the American flag today whose 
mortgage was not guaranteed 85 percent by the United States Gov- 
ernment. Otherwise, it would not have been built. There isn’t a sin- 
gle American line flagship in this world, with the American flag at 
the top of it, that does not receive an operating subsidy against the 
rules and wages that apply in other parts of the world. 

I have a few figures eet some of these other things. I can’t put 
my finger on them now, but I may in a second. You asked Mr. Perl- 
man this morning about the aggregate sums in the past that have been 
appropriated for these other agencies. I think you will find that it 
amounts to a terrific amount of money. 

I had a breakdown of it but just can’t can lay my hands on it now. 

I want to mention the passenger business for a minute. 

It may be symbolic of the passenger business that the railroad car 
assigned to our President, according to the press, yesterday was sent to 
the Baltimore Museum. The Baltimore Museum is where we put relics 
of the olden days. That may be symbolic of something. I don’t 
know. But I happened to read it, and I couldn’t help but mention it. 
The railroad car assigned to the President of the United States, and 
given to the President through other railroads in 1942, has now gone 
to a museum. 

The passenger business is a never-ending source of “defensitis,” and 
John Kiley, the former president of the Milwaukee, who follows me, 
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will certainly go into that terrific adverse decision that was handed 
down yesterday by the Supreme Court, which said: 

Passenger deficits have become chronic, and the only way to solve it is to 
charge it to freight. 

This is not some little local issue in Oshkosh. This is the Supreme 
Court of the United States saying the only way you can support pas- 
senger business is to charge it to freight. And the inevitable result 
will be the end of the freight business. 

Mr. Perlman told you that 55 percent of his work units are con- 
cerned with passenger-train-miles. On the Boston & Maine it is 68. 
And Mr. Alpert will tell you his is 74. Sixty-eight percent of my 
work units go to passenger business and bring in 10 percent of my 
revenues. So, I lose $13 million a year in the passenger business. 

In order to perpetuate that deficit, when freight rates come along, 
my shippers in New England say: “We can’t compete, roll back the 
rates on potatoes.” We did. They now say: “Roll back the rates on 

aper.” We will. And at the same time the Supreme Court of the 
United, States says: “Charge the freight shippers for the passenger 
deficit.’ 

Well, of course, we now have a deficit from both operations. So 
that is not the answer. 

I went through the bankruptcies of the railroads from 1930 to 1945 
as an expert. As I said, I wrote books on the subject. I saw the 
tragic consequences of a Federal judge, with thousands of other things 
to do, trying to manage the railroads. I saw section 77 come in as a 
wonderful new comprehensive concept where the bankruptcies would 
be over with in 2 weeks. Instead of that they dragged out for an 
average of 12 years, and some of them for 20 and 25 years. They 
were tragic. 

The seven passenger-carrying commuting railroads of the East are 
faced with bankruptcy. There is no use of kidding yourself about it. 
The deficits, as I mentioned, are facts. 

In November 1957, because of spiraling wages, we got hit with 7 
cents per hour. Last year, between November and November, 2714 
cents an hour in a 1-year period. Seven cents more in November 1958, 
with a cost of living escalation which hit us with 8 cents last year and 
may hit us again. There should be some kind of recourse for these 
passenger railroads if this continued slump in carloadings continues, 
and if they are forced to continue the passenger business until such 
time as the passenger problem is solved, perhaps through the high- 
way bill, which should solve it. The United States taxpayers would 
save, in my opinion, $5 billion if you built surface transportation with 
that money instead of roads. But, of course, don’t expect the High- 
way Commissioner to monkey with railroads or surface transporta- 
tion. The answer is “No,” even before the argument starts. 

Gentlemen, I hope—and perhaps the Senator from panes 
mentioned it this morning, as perhaps a refuge for railroads, both 
equipmentwise and otherwise—for the resurrection of the RFC so 
that we do not have, in the midst of our efforts to preserve a domestic 
economy for national defense, the specter of 1, 2, 6, or 10 bankruptcies. 
If we could have a medium—we hope we don’t have to use it—standing 
by until the passenger problem is solved—and it has got to be solved— 
it would solve 90 percent of all our financial problems. Not that I am 
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not for these other things. But I think as you get those individual 
bills I hope that some of us will be asked to come back and testify, 
rather than the 2d, 3d, 4th, and 15th members of the railroad stafis, 
I hope that the presidents come back to you and testify as to these 
individual bills. 

I simply conclude by saying that I hope that in this deterioration 
you consider here, some measure of emergency measures may be thrown 
together to be used only if necessary, so as to prevent that terrible 
thing that could happen, because it would be a terrible thing if large 
segments of the second largest business in this country go into bank- 
ruptcy. 

Thank you. 

Senator Smatuers. Thank you, Mr. McGinnis. 

Do you have any questions? 

There are no questions. That is evidence of your comprehensiveness 
as well as your great articulation. We very greatly appreciate what 
you have to say. We will have you and other presidents back when 
we take up these specific measures. 

Thank you very much. 

Mr. McGinnis. Thank you, Senator. 

Senator Smaruers. Our next witness is Mr. W. A. Johnston, the 
president of the Illinois Central System. We are delighted to have 
you with us. 
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Mr. Jonnsron. Thank you, sir. I am delighted to be here. 
Senator Smaruers. We will make your full statement a part of the 
record, and however you want to sum it up, you may go right ahead. 

{The complete statement of Mr. Johnston follows :) 
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My name is Wayne A. Johnston. I am president of the Illinois Central Rail- 
road Co. with headquarters at Chicago, [1l., having been elected to that position 
February 23, 1945. 

At the outset of my statement I wish to thank you and the other members of 
the subcommittee for your invitation to testify here today. I welcome the 
opportunity and I hope that what I have to say will be helpful to you. 

The Illinois Central is often referred to as the main line of mid-America. We 
operate 6,497 miles of road, serving 14 States in the central part of our country. 
Our main line extends from Chicago, Ill., on the north, to New Orleans, La., cn 
the south. Other of our lines reach Omaha, Neb.; Sioux City, Iowa; Indian- 
apolis, Ind.; St. Louis, Mo. ; Louisville, Ky.; Birmingham, Ala.; Shreveport, La. ; 
and Meridian and Gulfport, Miss. We are the 10th largest railroad in the 
country from the standpoint of gross revenue. 

Your committee is to be congratulated on taking the initiative in having this 
investigation. I have always had full confidence in the Congress when it had 
the opportunity to give its collective, sound judgment to the problems of the 
Nation. We all realize that the more important things must come first, and the 
subject of this investigation is, of course, of the utmost importance to the Na- 
tion. 

First, I would like to emphasize that the transportation industry of this coun- 
try is in a desperate situation. It has taken the present recession to show 
the serious aspects. Naturally the effects of economic conditions show up 
more definitely in the railroad industry because it is being strangulated by regu- 
lations that prevent its meeting unprecedented competition from unregulated 
or partially regulated carriers, which are in all cases publicly subsidized. 
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It is most important to keep in mind that the railroads are essential to the 
economy of the country and national defense. They are the only transportation 
agency paying their own way and contributing substantial sums in taxes to de- 
fray the costs of the administration of government, school programs, and public 
welfare projects that are essential to the convenience and and necessity of the 
general public. We are not an industry that is burdening the government or the 
taxpayers by reason of subsidies. 

It is my information that this investigation is intended to cover three topics, 
namely, (1) how the railroads may help themselves; (2) changes in Interstate 
Commerce Commission policy under existing law; and (3) new laws to insure 
a sound railroad industry. 

The railroads, for all practical purposes, are so completely covered by regu- 
lation there is not much that they can do of a substantial nature for themselves 
nor is there much relief that can be obtained from the Interstate Commerce 
Commission except prompt rate increases. For these reasons my statement will 
deal principally with legislation helpful to the Illinois Central and which, in 
my opinion, will insure a sound railroad industry. 

With these fundamental principles in mind, I think it well for me to dwell 
on what has happened to the income of the Illinois Central under present com- 
petitive conditions and regulation. I intend to stress in this connection that 
unless the conditions causing the railroads’ plight are remedied a most essential 
industry will be destroyed and the transportation of the country placed in a 
demoralized condition. I am certain that only with equality in treatment can 
the people of this country expect to ultimately have a ceordinated and sound 
transportation system—one that will provide the lowest rates, promote efficiency, 
and eliminate wastefulness. 

The income of the Illinois Central during 1957 has been adversely affected 
by a decline in traffic and revenues which became more accentuated as the year 
has drawn to a close. This, coupled with increased costs of operation as the 
result of inflation in costs of materials and labor, particularly labor, and a 
continuance of our maintenance programs as planned ahead for 1957, has 
caused expectations of net income for the year to be reduced month by month 
as the year progressed. The latest indications are that our net income for 
1957 will be about $15 million, or $4.82 per share. This will compare with net 
income for 1956 of $23,759,000, or $7.64 per share based on shares now out- 
standing. 

Dividends at the rate of $4 a share on an annual basis were declared for the 
first three quarters of 1957, or $1 each quarter; however, in view of falling 
income prospects, the dividend declaration was reduced in October 1957, to 75 
cents a share for the last quarter. 

The outlook for general business conditions in 1958 is not too clear. Illinois 
Central planning for the year is on a conservative basis and reflects that business 
generally will be off to some extent from the 1957 level. On this basis, our net 
income for 1958 is estimated at about the same as 1957, or about $15 million, and 
this will have to be generally the result of strict economies of every nature, 
because we anticipate our revenues will be less in 1958. 

A great part of the transportation problem in America still rests on the door- 
step of the Government. Government, of course, is susceptible to publie de- 
mands, and we on the Illinois Central sincerely believe that these demands will 
rise when the public recognizes the tremendous waste that now exists in its 
transportation costs. Specific and definite proposals are before the Congress 
which would go a long way toward correcting this situation and which would 
enable the railroads to provide better and more economical services to the public 
and to become a strong partner in the economic progress of the country. 

One of the more important of these proposals is the repeal of the transportation 
excise taxes which were originally imposed during World War II. The 
tax on freight was designed to raise revenue; the tax on persons to dis- 
courage unnecessary civilian travel during the war. The tax on persons con- 
tinues to be an effective deterrent to travel at a time when railroad passengers 
operations are creating an annual deficit running into many millions of dollars. 
The Illinois Central’s passenger-train deficit in 1956 was $18,808,503. There 
is no need now to discourage passenger transportation, and a tax originally 
levied in 1941 and still effective at this time certainty may not be described as 
temporary. The more than 15 years during which this tax has been levied 
gives it a permanence which was not expected or contemplated at the time it 
was originally levied at the beginning of World War II. Similar taxes during 
World War I were repealed not long after the close of the war. 
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These taxes also discriminate in favor of private carriage, which is exempt 

from the tax. Such a diversion of traffic weakens the public transportation 
system on which the country must rely not only for peacetime purposes, but 
which it is necessary to maintain to meet any national emergency. 

In many cases there is a pyramiding of the tax in the total transportation 
costs when the product is moved from one location to another for completion 
of the various processes necessary in the manufacturing process. The repeal 
of these taxes would be beneficial to the entire American economy. 

In my judgment the most disturbing aspect of the railroads’ situation today 
is the declining volume of their traffic, not only absolutely but even with rela- 
tion to the traffic volume handled by their competitors. Excise taxes are not 
the only cause of this continual decline in rail tonnage. An equally important 
reason is that railroad efforts to reduce rates to meet the competition of other 
forms of transportation are frequently rendered ineffective because they run 
counter to the Interstate Commerce Commission’s notions of what the com- 
petitive relationship between the various modes of transportation ought to be, 

When reduced rates are proposed by the railroads, or for that matter by the 
regulated motor carriers and water carriers, and when the Commission is cailed 
upon to pass judgment upon the lawfulness of the rates proposed, particularly 
in instances where there is a large volume of traffic at stake, it makes a de 
termination whether the reductions— 

(1) are reasonably compensatory, 

(2) are unjustly discriminatory among shippers, or 

(3) upset the competitive balance between the two modes of transpor- 
tation. 

It is my firm opinion that the competitive balance between the two modes 
of transportation should be determined by the free play of competition, in 
which each form of transportation should be allowed to exercise its cost or 
other inherent advantage, subject, of course, to the first two considerations 
stated above. We object to efforts of the Interstate Commerce Commission to 
fix rates so as to influence traffic to move in accordance with some precon- 
ceived opinion of what the competitive balance between the various modes of 
transportation ought to be. “Competitive balance’ ought to be just what the 
term signifies—the product of competition—not regulation. We take issue 
with the Commission’s attempts, by the regulation of rates, to apportion or 
allocate to the various types of carriers a “fair share” of the available traffic. 
When the inherent advantages of one mode of transportation are such that they 
can only be preserved under an umbrella of minimum rates prescribed for its 
competitor, the advantages cease to be inherent but become artificial. 

The railroads are supporting H. R. 5523 and H. R. 5524, which would give 
them greater freedom in making competitive rates. Under these bills, the 
Interstate Commerce Commission, in reviewing competitive rate adjustments, 
would not base such adjustments on its desire to achieve some particular distri- 
bution of the available traffic between the competing modes of transportation. 
The shipping public would be accorded rates fully reflecting the inherent eco- 
nomic advantage each type of service can offer. Since the rates of one mode 
of transportation would no longer be artificially inflated to portect the traffie 
of its competitors, the shipping public would reap material benefits. 

There have been abjections expressed to such legislation on the grounds that 
it would lead to a return to the cutthroat competitive conditions which existed 
in 1887 when the Act To Regulate Commerce was passed. These objections over- 
look the fact that the provisions of the act requiring rates to be reasonably com- 
pensatory and prohibiting unjust discrimination among shippers would remain 
in force. They ignore the extent to which unregulated private carriers as well as 
the railroads’ regulated competitors have sprung up and flourished since that 
time, rendering a return to monopolistic ratemaking practices completely out of 
the question. They ignore the fact that such competition is so universal as to 
make it utterly impossible for the railroads to raise rates high enough to return 
them a “war chest” which would finance rate-cutting forays against competitors. 
What we are seeking is simply the right to compete on equal terms for traffic 
which is being forced to our competitors under artifically contrived rate adjust- 
ments. 

A word should be said also with respect to the increased trucking of commodi- 
ties which are construed as agricultural and which are escaping regulation by the 
Interstate Commerce Commission. I know that this committee is familiar with 
the exemption of agricultural commodities in the motor-vehicle section of the 
Interstate Commerce Act, and I will therefore be brief in my comments on this 
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matter. Suffice it to say that this exemption from regulation has assumed greated 
and greater importance as the courts have repeatedly broadened the exemption. 

The carrier of exempt commodities enjoys enormous advantages over his 
regulated competitors, either rail or motor carrier. The regulated common car- 
riers are required to publish rates which everyone including the exempt carrier 
may see; they may not deviate from such rates nor can they change them except 
upon 30 days’ notice to the public ; their rates are subject to investigation and sus- 
pension. The common carriers generally have no way to determine the charges of 
their exempt competitors. On the other hand, the exempt trucker is bound by no 
such requirements. He knows his competitors’ charges; he can and does make 
any rate necessary to obtain the business on a moment’s notice. He need not hold 
himself out to transport any traffic offered him but can pick and choose. 

The railroads have lost a great deal of traffic to the exempt hauler of these 
so-called agricultural commodities because of this unfair and undesirable hole 
in the present law. The Interstate Commerce Commission has recognized the 
serious nature of this problem in its 70th annual report to the Congress (Novem- 
ber 1, 1956) and has recommended legislation to correct the sttuation (S. 1689 
and H. R. 5823). We urge the passage of the Commission bills. Another bill, 
S. 2553, would more clearly define exempted commodities, subjecting to regulation 
a number of important commodities presently exempt. This would be a step in 
the right direction. 

A related problem which has been troublesome to the railroads, particularly 
the Illinois Central, is that water carriers of bulk commodities where the cargo 
space of the vessel is used for carrying not more than three such commodities, 
and water carriers handling liquid cargoes in bulk in tank vessels designed for 
use exclusively in such service, are exempted from regulation. The advantages of 
the exempt barge operator over his regulated competitors, by water as well as by 
rail, are similar to those of the exempt motor carrier. There is no justification for 
these bulk and liquid commodity exemptions and the time has come for Congress 
to enact legislation to eliminate them. 

These exemptions from regulation which I have just been discussing lead me 


- to the subject of private carriage. 


The railroads have been alarmed at the rapid growth, particularly in the 
last several years, of private transportation by motor vehicles which is not 
subject to regulation under the Interstate Commerce Act. This alarm has been 
occasioned not so much by the growth of such transportation alone as by the 
fact that a large part of it has not been true, or bona fide, private carriage. 
By bona fide private carriage, I mean the transportation of the shipper’s own 
goods in his own vehicles in the furtherance of a primary business other than 
transportation. A great deal of private carriage is a subterfuge; it is per- 
formed by individuals or concerns whose basie business has nothing to do with 
the goods being transported. These operations are equally injurious to all 
forms of public or for-hire transportation. What is needed is a clear distinc- 
tion between legal and illegal private carriage. 

The problem has been recognized by the Interstate Commerce Commission, 
and in its 70th Annual Report to the Congress (November 1, 1956) it recom- 
mended that the definition of the term “private carrier of property by motor 
vehicle” contained in part II of the Interstate Commerce Act be amended to 
make it clear that all for-hire motor carrier transportation is subject to regu- 
lation unless specifically exempted. S. 1677 and H. R..5825 are intended to 
corey out the Commission’s recommendations, and the railroads support these 

ills. 

Attempts to evade regulation and to escape payment of the transportation 
tax have largely taken two forms. The first of these is known as the buy-and- 
sell method under which the truckowner purchases the goods to be transported, 
reselling them at destination at an amount generally reflecting the sum of the 
initial cost plus an amount equal to or slightly less than the transportation 
charges of authorized for-hire carriers, either rail or motor. The Interstate 
Commerce Commission has experienced great difficulty in determining whether 
such transportation is a genuine commercial transaction or simply a device to 
perform transportation without a certificate or permit. 

The second method of operation is known as the back-haul method. This 
method is generally employed by concerns which deliver in their own trucks 
goods which they manufacture, and thereupon purchase other goods which 
they transport back to the point of origin or some nearby point and resell at 
a price which enables the concern to recover the expense of returning their 
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trucks from destination which would otherwise return empty. The return 
transportation under this scheme is wholly unrelated to the primary business 
of the company performing it. 

It is easy to see that either of these methods of performing spurious private 
carriage has an injurious effect on carriers, rail or motor, whose livelihood 
depends on the sale of regulated transportation, creating discrimination between 
shippers and disrupting established rate schedules—in short, perpetuating the 
evils which part II of the Interstate Commerce Act was designed to overcome, 

The proposed legislation, S. 1677 and H. R. 5825, would be helpful in over- 
coming these abuses, and we therefore support these bills, although we question 
whether they go far enough to give the Commission the power it needs to deal 
effectively with the situation. To further strengthen the Commission’s hand, 
an amendment to section 203 (c) of the act has been suggested which would 
specifically provide that no person engaged in a commercial enterprise other 
than motor carrier transportation shall transport property by motor vehicle, 
except in furtherance of his primary business enterprise, unless he shall have 
been granted a certificate of public convenience and necessity to operate as a 
common carrier or a permit to operate as a contract carrier. This amendment 
would contain the “primary business” test which has been used by the courts 
to distinguish genuine from spurious private carriage, and in my judgment it 
would be of material help to the railroads, as well as to all other regulated 
transportation agencies. 

In what seems to be a not too successful struggle to hold on to traffic as 
against their subsidized competitors, the railroads have expended millions of 
dollars in capital improvements designed to improve their service to the public. 
This effort to improve our service brings me to another area where Congress, 
if it chooses, can be helpful. I refer to the removal of statutory restrictions 
upon the operation by one transportation agency of different forms of trans- 
portation. There is no good reason why we should not be permitted to engage 
in motor carrier, water carrier, or air transportation, for example, and to com- 
pete with others in those fields on a basis of complete equality. We believe that 
only through the integration of transportation ‘services can the shipping public 
obtain the most economical and efficient transportation system. The removal of 
statutory restrictions can be accomplished by minor changes in sections 5 (2) 
(b) and 5 (16) of the Interstate Commerce Act, as to motor carriers and water 
earriers, respectively, and section 408 of the Civil Aeronautics Act, as to air 
transport. As a corollary, it should be understood that the same freedom to 
enter other forms of transportation should be available to carriers presently 
operating in those fields. 

Some indication of the potentialities for economical, flexible and efficient in- 
tegrated transportation of the kind I have in mind may be found in the rail- 
roads’ experience in the operation of motor vehicles. Most railroads presently 
perform truck transportation, but with few exceptions such operations cannot 
be performed at maximum efficiency because of restrictions imposed by the Inter- 
state Commerce Commission. This is true in the case of the Illinois Central. 
Operating authorities are hobbled by frequent key point restrictions and are gen- 
erally limited to short-haul operations in substitution for rail service, performed 
at rail rates on rail billing. Removal of these restrictions would make possible 
economies to the ultimate advantage of the shipper in the form of lower freight 
rates. Yet even with the handicaps imposed on them, railroad operated motor 
carriers in conjunction with rail service have demonstrated an ability to perform 
an efficient and flexible service on certain classes of traffic. In an integrated 
operation one mode of transportation could be used to complement another. 

The removal of statutory restrictions on the use of other forms of transporta- 
tion would eliminate a number of inequalities of regulations now prevailing. As 

examples, a railroad which inaugurated unrestricted trucking operations prior 
to the date motor carrier transportation was subjected to Federal regulation in 
1935, may, under “grandfather rights,” continue such unrestricted operation, 
in contrast to the restricted operations under operating authorities granted since 
that time; in a number of States railroads conduct intrastate motor operations 
free of restrictions such as are imposed under the Federal statute; and, of 
course, railroads may engage in exempt motor-carrier transportation or in the 
handling of an exempt commodity without obtaining the Commission’s approval. 

There are those who contend that in preference to a unified transportation 
company under one management, the same objectives can be attained through 
coordinating the services of the different modes of transportation while retain- 
ing independent management in each field, particularly by establishing joint 








we oe yy 


_— ma FF 


"es O@e 


Carey aa Vee SS =] hw] 


PROBLEMS OF THE RAILROADS 327 


rates between different types of carriers. I do not wish to convey the impres- 
sion that I do not believe efforts in this direction are a wholesome thing, and 
I am in favor of obtaining all of the advantages that we can in this direction. 
Nevertheless, I am convinced that a unified transportation company, operating 
under one management in several different fields, can attain flexibility and 
efficiency which cannot be attained otherwise; certainly single managerial re- 
sponsibility would be a distinct advantage to the shipping public. 

As to joint rates and routes, our experience, while admittedly somewhat 
limited, has left something to be desired. We have found, for example, in estab- 
lishing joint rates and routes that the water carriers are only interested in 
doing so at a level of rates lower than that of the all-rail routes which tends to 
divert traffic to such routes which could otherwise move all-rail. The advantages 
of such joint rates and routes, if there are any, have all accrued to the water 
earriers. Joint rates with the the motor carriers are probably best exemplified 
by the transportation of motor common carrier trailers on railroad flat cars— 
“niggy-back” service. We on the Illinois Central have not engaged in this kind 
of operation thus far. The studies we are making in that direction have not 
advanced to the point where we can determine the advantages of such an opera- 
tion as contrasted with our present method of handling in boxcars via all-rail 
routes. 

It is common knowledge that perhaps the most outstanding development in the 
business world in the years since World War II has been the diversification of 
industrial concerns into other lines, generally but not always related, to the end 
that losses in one field may be offset in another. Not so in the railroad business, 
although we submit that in justice there is no reason why we should not have 
an equal opportunity to diversify. ‘The result would be greater financial stability 
and the opportunity to earn an adequate rate of return, both of which are desir- 
able from the standpoint of the public. 

I would like now to say a few words about the continued granting of govern- 
mental subsidies to agencies which compete with the railroads. The Illinois 
Central parallels navigable rivers throughout its system, and it is subsidies to 
water carriers operating on these rivers to which I draw particular attention. 
What I say, however, has equal application to highway and air carriage. 

It simply cannot be denied that any action by Government which has the effect 
of relieving any transportation agency from bearing the full costs of providing 
the transportation services which it furnishes is contrary to the public interest. 
The extent to which these subsidies exist and to all transportation except rail- 
roads is known only to students of the subject and not to the general public. 
The cost of transportation is an integral part of the cost of all production and 
should be borne by industry itself, as any other of its production costs is borne, 
and not by the general taxpayers. 

The choice of shippers and travelers among competing services is largely de- 
termined by relative rates rather than by relative costs. Unless, therefore, the 
prices charged by each mode of transportation reflect its true and full costs, there 
cannot possibly be an economic distribution of traffic among the various agencies, 
and it is only through an economic distribution of traffic among them that there 
can be any hope of developing and preserving the inherent advantages of each, 
as envisioned by the national transportation policy. 

The Illinois Central has lost to the water routes which it parallels untold 
tonnage which it would not have lost if those operating barges on the rivers were 
required to pay the Government what it costs to make those water routes avail- 
able. This not only injures the Illinois Central, it puts a double burden on the 
public: The public is taxed to provide the railroad’s water competitors a free 
waterway, and the railroad rates which the public pays reflect the higher unit 
costs resulting from the railroad’s loss of traffic to the water routes. 

In recent years the desirability of making charges for the use of federally 
provided transportation facilities has come to be almost universally recognized. 
In 1952, the Congress, in the Independent Offices Appropriation Act, adopted a 
general policy of requiring reimbursement of costs of federally provided services 
and facilities by the users or recipients thereof. 

As late as November 19, 1957, the Director of the Budget instructed all agen- 
cies of the executive branch of the Government to submit to the Bureau of the 
Budget by February 1, 1958, drafts of legislative proposals which would enable 
them ultimately to recover full costs for Government services which provide 
special benefits to individuals or groups. The Director’s instructions carry out 
a request of the President that the Bureau of the Budget initiate action on 
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the problem of user charges from the viewpoint of the Government as a whole, 
in accordance with recommendations resulting from a recent interdepartmental 
review. The railroads hope for prompt enactment of legislation which will 
correct this situation which not only is basically unfair but injurious to the 
railroad industry and the public. 

Mr. Chairman, I understand that others in the railroad industry are also 
testifying before your committee and will talk on other advisable pieces of 
legislation which I have not touched upon. I do not wish to leave the impres- 
sion that I believe the matters I have discussed are the only ones Congress need 
be concerned with. I have mentioned just a few of those I regard as of great 
importance. 

The solving of the transportation problem, if we wish to call it such, requires 
considerable moral courage and some good statesmanship. I want to stress that 
it is vital that we no longer take a laissez faire attitude and permit a worsening 
of conditions with the railroads’ hands tied behind them. There are a lot of 
people who are pursuing selfish interests at the expense of our economy. I am 
sure that this committee will dedicate itself to the task of building an adequate 
transportation system that will not be fraught with the dangers of destruction 
and demoralization of the railroad industry that is so essential to our great 
country. I am certain that the committee realizes it is in this spirit of public 
interest that we have come before your committee. I feel certain that much 
good can grow out of this hearing if the right approach is taken. 

I again say that I have every confidence in the Congress of the United States 
and appreciate the invitation to appear before this committee and the privilege 
of testifying. 

Mr. Jounston. For the record, my name is Wayne A. Johnston. 
I am president of the Illinois Central Railroad. I have been an em- 
ployee of that company for 38 years, and have been its president for 
the past 13. 

I would like to also say for the record that I have read the state- 
ments of the other presidents, and with a few minor exceptions I 
agree with what they have said. 

I also heard the questions asked by those who have preceded me, 
and I heard the answers and I, for the most part, agree with what 
they have had to say. 

With that prelude I would like to address myself now to some of 
the aspects of my views on the subject. which I would like to stress. 

_ Our railroad, which is the Illinois Central, is known as the main 

line of mid-America. It is in the shape of a 7. It starts at the 
Missouri River, at Omaha, Sioux City, and Sioux Falls, and runs to 
Chicago, thence south to Birmingham, New Orleans, St. Louis, and 
Indianapolis. There are approximately 6,500 miles. 

We are in 14 States and serve 2,200 communities. We like to be- 
lieve that we have been just a teeny bit frugal. We are 108 years old. 
We were established back in 1851. We still have our original cor- 
porate name, and we have never been through receivership. We are 
the 10th largest system in the United States. 

Like other railroads, we have been progressing in doing those 
things which we in management feel we can do, in order to provide 
a sound financial, corporate, fiscal, and physical structure. And I 
would like to just mention a few of those. 

Back in the 1940’s we had 57 varieties of mortgages and properties, 
some of which we owned, some of which we leased. We began a pro- 
gram then of assembling those, and we have believed in mergers, and 
we have merged our property so that we have now 1 property of 6,500 
miles and 1 mortgage. 

We reduced our total funded debt from a peak of $400 million to 
$188 million, and our fixed charges from $18,500,000 to around $8 


million. 
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We have done like the rest of the folks who have talked here before 
me, completely dieselized our property. We reduced our employees 
by automation and by mechanization from 64,000 in 1926 to 29,000 in 
November of 1957. And I come back to that subject just a bit later. 

We started back in 1933 on a program to eliminate what we called 
branch lines and unprofitable passenger trains. In 1930 we had 16 
million passenger-train-miles. In 1956 we have 6 million miles, or we 
have reduced 62 percent of our mileage. We have 3,912 miles of the 
6,500 miles of our property without a single solitary passenger train. 
However, on the fully allocated basis prescribed by the Interstate 
Commerce Commission in 1956, we had a passenger deficit of $18,- 
800,000. We are the second largest commuter operator in the United 
States, the Long Island Railroad being the first. We handle over 
70,000 suburban passengers in the city of Chicago daily. And we 
lost, in 1956, $1,142,000. I come back to that situation just a teeny 
bit later. 

We are not in conformity with some of what our predecessors have 
said with respect to this commuter business. We have the feeling 
that we have an obligation to the community, and if we can work out 
with the Chicago Transit Authority the thing which we think is right 
for them and which is right for us, that we can solve our commuter 
problem, provided the passengers pay a fair price for the transporta- 
tion from their home to their office, and from their office to their home. 

One of the sad parts about our situation is that our working capital 
has been reduced. In 1955 it was $53,227,000. At the end of 1956 it 
was $49,800,000. And in 1957 it has dropped to $40,775,000. 

Now we are not at the high end of the totem pole, neither are we 
at the bottom. We are about in the middle. But we believe that 
there is a drastic situation which must be dealt with here. 

For the 10 years ending in 1957 our return was 5.05 percent. But 
in 1957 it dropped to 3.16. percent. Now as to what should be done to 
help us strengthen the position of our railroad so that we can grow 
and we can serve the economy of these United States. 

The Illinois Central has been bedeviled by water transportation 
ever since it was conceived in 1851: The Mississippi, the Ohio, the 
Missouri, the Illinois, and the Calumet Sag. And we have been try- 
ing to meet that competition. Back a good many years ago we made 
some calculations to the effect that this traffic on the waterways was 
about $18 million a year out of our coffers. And we believe sincerely, 
gentlemen, that there should be a user charge assessed on these water 
operators. 

Secondly, we believe that we should be permitted to get into the 
barge business so that we can provide the kind and type of service 
that our competitor is providing for those who operate now on the 
river. 

There has been a lot said about competitive ratemaking, and I 
will only touch on that subject. We believe, likewise, that we should 
be permitted to make competitive rates. As I say, we believe we 
should be permitted to engage in the barge business. We also believe 
we should be permitted to engage in the trucking business. 

Back in 1946 we made application to the Civil Aeronautics Board 
for the privilege of operating in airways, and we were denied equality 
of treatment and that privilege in 1948. I think we can all agree that 
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the railroads of the United States are essential to its progress, and 
therefore I would urge that prompt action be taken to place the rail- 
roads in a strong competitive situation, and to remove the present 
inequities. It is the inequities of the transportation business that 
is strangling the railroads of this country. 

To permit the present situation to drift, or to continue, is a dan- 

erous situation. Congress should be concerned, and I hope that 
this committee will bring forth such reports and recommendations 
as will keep the railroads an essential means of transportation and 
in a healthy state. 

There are a number of things I was thinking about this last night. 
As I said, we are not at the top nor the bottom of the totem pole. 
But if what happens to the Pennsylvania, as is predicted if this 
situation isn’t corrected, or what will happen, as predicted by Mr. 
McGinnis, to the other railroads of the East, they will be dragging 
ahold of my heels and dragging me down. I may not go under, but 
I will be pretty close to the surface. 

Therefore, we have gone about since last November trying to put 
our house in order. We have reduced our forces by 4,000 people. 
That is one-eighth of our total employment as of November 1, 1957. 
If you multiply that by 4—and in the Middle West we have 4 mem- 
bers to the family—you have 16,000 people who are depending upon 
the livelihood of the Illinois Central who are now depending upon 
unemployment insurance. 

Gentlemen, that is not too great a thing for a corporation to have 
to do. And having been a poor boy all my life, I can realize what 
is happening in some of those families. 

Secondly, I said to my purchasing agent, we must reduce our 

urchases and materials in stores $6 million in the next 6 months. 

hat does that mean? That means that we are going to dry up 
the materials and supplies which we are purchasing, and it is going 
to affect the economy of the suppliers which we have in our territory 
in the Mississippi Valley. 

Next, normally we lay 200 miles of rail—that is 40,000 tons. In 
1958 I have reduced that to 30 to 40 miles, or 6,000 to 8,000 tons. The 
steel people are going to suffer because we have reduced our steel 
purchases in 1958. And I am sure, from my knowledge, that if all 
the rest of the railroads do as I am going to do, it will have an effect 
on the economy of the steel industry. 

We are doing the same thing in our car program. We build most 
of our own cars. We are building 2,000 cars at the moment in our 
shops at Centralia. And that will be completed in February. And I 
have shut down the building of additional cars and the purchase of 
steel. 

Normally, we build 2,000 cars a year to keep a proper car supply, 
the retirements plus the additions which we need for normal transac- 
tion of business; and that again is going to affect the steel industry 
and the employment in that industry. 

We are doing the same thing in our tie program. We are reducing 
the number of ties which we have been putting in, which has been 
running about a million ties a year. We are going to reduce that to 
about 400,000 ties. We are not buying any lumber for the repair of 
cars. Weare going to scrap what we have got, because we don’t need 
the cars for the business is down. 
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Gentlemen, that is my story. I thank you for listening tome. If 
there are any questions you would like to ask me, I would be delighted 
to answer them. 

Senator Smaruers. Are there any questions? 

Senator Scuorrret. Mr. Chairman ? 

Senator Smaruers. Senator Schoeppel. 

Senator Scnoeppen. I would like to ask you a few questions, Mr. 
Johnston. I note what you said at the outset regarding the railroad 
mileage that you abandoned. What was your experience with the 
regulatory bodies in that respect? You must have done a pretty good 
job on that. 

Mr. Jounston. That was passenger train mileage. It is not miles 
of road but passenger train miles. That was back in the 1930’s. We 
started, as I said to you, in 1930, and organized a committee. We 
went before the regulatory bodies. Asa matter of fact, as an example, 
in the State of Illinois we took off 16 trains without a hearing. 

The atmosphere was very favorable then. Everybody wanted to go 
to help the railroads because they were in a terrible plight. We didn’t 
have too much difficulty at the outset. We have had some difficulties 
as we have gone along, but by and large we must say that the regula- 
tory bodies i in the States through which we operate have been very 
cooperative in the removal of passenger train service in the Middle 
West. 

Senator Scuorrret. There has been some testimony here to the 
effect that the ICC should have the final word, or should be permitted 
to enter into that type of proceedings. What is your opinion about 
that, Mr. Johnston ¢ 

Mr. Jounston. As I say, our experience has been reasonably favor- 
able, and I would not agitate for my own railroad—and speaking for 
my own railroad I would not advocate that. But there have been 
cited here—and I have listened to it—some examples of where there 
have been some serious difficulties with certain regulatory bodies 
within the States, and perhaps something should be done along that 
line. 

Speaking for myself, I am not too much concerned about it. 

Senator Scnorrret. Mr. Johnston, regarding 1 or 2 other matters— 
Mr. Symes, of the Pennsylvania system, testified here with reference 
to a plan of equipment financing. What do you have to say about 
that? Do you have some opinion on that plan? I would be delighted 
to have you state it. 

Mr. Jonnston. As I said at the outset, I don’t agree with all that 
has been said. I agree with most of it. That is one of the phases that 
I do not agree with entirely. I do not think that that is the answer 
to problem of the railroads. I think it is the thing that leads up 
to that. 

We need help to eliminate some of these problems which we have, 
and then we will be able to have sufficient business, in my opinion, to 
secure from the equipment trust people a sufficient amount of mone 
in order to purchase the equipment which we need to service the busi- 
ness which we should have. 

Senator Scnorrre.. Mr. Johnston, in listening to the testimony of 
those who have preceded you, and what you have just said about ‘this 
apparent pitch-off in business that has caused some economic disloca- 
tion so quickly, I have been struck by the fact that it looks like this 
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has appeared almost within a year. Or maybe it is because we are 
holding this series of hearings. But how do you account for the year 
1957 being such an impacting year upon these railroads, including 

ours? What has caused it? Has it been the inflationary trends, has 
it been the increased costs of everything with reference to it, has it 
been some of your contracts for your labor that you have had on your 
railroad, and the general overall increase in wages, or just what has 
it been ? 

I know it has been a culmination of those things. But I just can’t 
understand how all of this would happen so quickly. 

Mr. Jounston. As I say, we are not as bad off as some of them are. 
We had an income in 1957 of $15 million, or around $5 a share, a 3.16 
return. 

In answer to your question, it is my opinion that all of those things 
yor you mentioned have been the cause for our situation that we 

ound. 

First off, the increase in wages, which have not been controlled and 
which cannot be controlled. The slough-off in business which is 
around us, both in passenger and in freight business. And likewise 
the general economy of the country which has created this condition. 
So that I think it is a combination of circumstances which has culmi- 
nated at this particular time and which is growing worse. 

And, of course, I come back to this question of competition—it has 
been growing year by year and, little by little, in this unregulated area, 
the inequalities of the thing, which has caused us to come right up 
against it about this time. 

Senator Scuorpren. Thank you. 

Senator Purrer. I would like to ask a question. 

Senator Smaruers. Senator Purtell. 

Senator Purtrewi. Mr. Johnston, you referred to this cutback pro- 
gram, both on car building and I assume you were referring then to 
freight cars ? 

Mr. Jounston. Yes, sir. 

Senator Purreitu. And also to this tie program. You said the cut- 
back will become effective in February; is that correct? Or you will 
have finished 2,000 in February ? 

Mr. Jounstron. That is correct. 

Senator Purreiw. Is that due to the fact that this is a result of a 
projected picture of your operations, or is it due to what happened in 
general business in the last few months? 

Mr. Jounsron. Both. 

Senator Purrett. Am I led to believe then that your replacement 
rate—and you certainly must have projected over more than a few 
months or a year; you have been operating, as indicating by your 
remarks, at a profit—that you are allowing your replacement rates 
to be cut back simply because of a present situation in the economic 
picture. 

Mr. Jounston. Well, two things. First off, there is no necessity, 
as I see it, in putting dollars into equipment that will be standing on 
the sidetrack. 

Senator Purret.. How long? 

Mr. Jonnston. That is what I would like to know. 

Senator Purrett. Now we come into the projected picture of your 
future. Are you predicating—or maybe this is a cuestion that you 
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would want to give some thought to and let us know later—this cutback 
on what you think is happening to the railroads anyway as a con- 
tinuing reduction in its importance in our transportation scheme, or 
is it because of what has happened to the whole economy in the last 
few months? 

Mr. Jounston. I think I can answer that question here. I would 
say that I don’t believe that in my particular instance that we are going 
down into the mire. I mean ultimately. I think we will snap out of 
this situation and come back, provided certain things are done to help 
us help ourselves, such as have been mentioned here by my predecessors 
and which I have enumerated and which are included in the formal 
statements. 

But I don’t see how I can treat my stockholders right and treat 
the economy that I live in right, if I don’t recognize the immediate 
situation and try to conserve my cash to be used to take care of my 
railroad when the time comes to handle the business which I need to 
handle. 

I have got 52,000 cars, and we believe, under most formulas, that we 
have our full supply of the necessary car pool for the country. We 
may be a few cars short this way or a few short that way. And, 
therefore, there is no necessity to spend my dollars. I had better 
keep them here until I can use them constructively. 

But we are in the North and in the South. We are principally 
a north-and-south railroad. And as you know as well as I do, the 
South has grown and is growing by industrial development. We 
believe in the future of our development. 

Senator Purretn. I am sure you do. In cutting back, as you in- 
dicated you want to cut back, it makes me wonder how firm that belief 
is in some respects. 

You said that you do replace normally 2,000 cars a year. Is that 
right? You build them. 

{r. Jounsron. That is correct. 

Senator Purret,. And you are cutting this back substantially ? 

Mr. Jounston. We are cutting it back 2,000 cars. Unless the econ- 
omy of the country squares away to where we believe we must start 
back on the program and can afford to do it. 

Senator Purrety. So there will be an interruption in your program 
of replacement anyway ? 

Mr. Jounston. That is correct. 

Senator Purtetyi. Doesn’t this lead to the whole picture of the eco- 
nomic downward trend today, because we lack, apparently, some con- 
fidence in the immidate future ? 

Mr. Jounston. Well, we have got to be good judges of what we are 
going to do with the money which we have to spend. And T don’t see 
why we should spend dollars now to provide a facility which we can’t 
use. 

Senator Purrett. Except that you have a normal replacement rate 
of 2,000 cars a year. 

Mr. Jounston. Yes. But if my cars are setting aside and not being 
used, I still have those cars. 

Senator Purreti. You begin to feel this effect about the middle of 
last year? 

Mr. Jounston. That’s right. 

21278—58—pt. 1——-22 
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Senator Purrey. That is all. Thank you. 

Senator Bricker. Just one question, Mr. Chairman. 

Senator Smatuers. Senator Bricker. 

Senator Bricker. Mr. Johnston, I note your page of suggestions 
here. If those suggestions were all followed by the Congress of the 
United States, how soon do you think they would lead to an encourag- 
ing and a helpful condition of the railroads of the country ? 

Mr. Jounston. Some of those are immediate. Some are over a long 
period of time. I think that if Congress were to enact those bills which 
we have suggested in my written testimony, and those which I allude 
to in connection with the testimony that has been submitted by others, 
that we will be on our way to a healthy railroad situation immediately, 

Senator Bricker. If that situation did prevail, and a good portion 
of these bills were passed, would you then reinstitute your car 
program ? 

Mr. Jounston. I would have to, because I would need the cars. We 
would have the business, and we would have to do it. 

Senator Smaruers. Senator Lausche? 

Senator Lauscner. Can you tell what is in the law or in the regula- 
tions, and the theory upon which the prohibition is built, that stops you 
from engaging in the transportation business other than the railroad 
business and what is needed to supplement your service as a part of it? 

Mr. Jonnston. It depends upon the type and kind of service that 
you are getting into. Take, for example, the air service, which we 
Ereponen to get into. The CAB told us that we were to remain as a 
surface operator. 

Senator Lauscue. Do the statutes of the Congress prohibit you from 
getting into air service? 

Mr. Jounston. Well, the interpretation of the CAB prohibits us, 
the same as the Interstate Commerce Commission would prohibit us 
from doing certain things which they restrict us from doing in the 
operation of trucks, which is prior or later use of our rail service and 
also the key point restrictions, and we would have to operate in con- 
formity with the authority which is given to us by the various com- 
missions in order to get into the trucking business, and that is not the 
freedom which we would like to have. 

As to the barge lines, we are not too sure whether or not we have 
the right to get in there or not on the same basis as our competitors. 
We are trying to clarify that possibility by legislation. 

Senator Lauscne. Whatever the prohibitions are, you think they 
should be removed so that you could enter into the business and thus 
save for yourself that which is now being siphoned off under preferred 
treatment in law, and otherwise, by your competitors ? 

Mr. Jonnston. That is right, Senator. 

Senator Lauscue. You say that you only desire that you be permit- 
ted to enjoy equality of treatment. Will you elaborate upon that 
statement ? 

Mr. Jounston. I go back again to the truck situation. The truck 
can qnenaie in any manner, shape, or form which it wants to operate, 
and all we ask is to be given the opportunity to operate trucks in the 


same fashion as our competing trucks do. 
Senator Lauscue. Am I correct in my understanding that you want 
to have vested in you that which is now given to your competitors? 
Mr. Jounston. That is right, sir. 
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Senator Lauscue. Or if it is not vested in you, that it be taken away 
from your competitors so that you will occupy equality of position ? 

Mr. Jonnston. Correct, sir. 

Senator Lauscue. So in the final analysis, your statement is, on 
this subject, that by regulation, or by law, certain privileges have been 
granted to your competitors which you do not enjoy, and through 
them you are placed in an adverse position in competing for business ? 

Mr. Jonnston. You are right, sir. 

Senator Lauscne. Some mention was made of the testimony given 
by Mr. Symes, and you did not get into the detail of your position. 
You do not subscribe to the correction of this $214 billion Federal 
‘agency that will buy railroad equipment and lease it to the railroads? 

Mr. Jounston. I do not, because I do not think that that is our 
trouble. I believe that if we had the equality of opportunity, we 
would get sufficient business, and we could then continue to buy the 
equipment which we need through the equipment trust opportunities, 
and would not need that facility which Mr. Symes talks about. 

Senator Lauscnr. Are you in any part motivated by the fear that 
the Federal Government might eventually extend its operations in 
business and finally take over the management of the railroads? 

Mr. Jounstron. I am not at the moment, but that could well be. 

Senator Lauscne. Now then, am I correct in my understanding that 
every time the Congress passes a law that gives subsidy to your com- 
petitors, or lessens their burden, that that has an adverse impact on 
you? 

Mr. Jonnston. It does, sir. 

Senator Lauscue. Have you seen instances in recent years of the 
passage of laws that have this adverse effect upon you ? 

Mr. Jounstron. I can’t answer that. I don’t recall of having any 
recent laws. 

Senator Smaruers. Mr. Johnston, just one question. 

If the Congress saw fit to give to the railroads the same privilege of 
transporting agricultural commodities free of regulation, such as they 
have given to the trucks, would that be of benefit, do you believe, to the 
railroads? 

Mr. Jounston. It would, sir. I didn’t dwell on that because it has 
been talked about by others, and I didn’t see any point in repeating. 
I agree with it. 

Senator Smatuers. That is one of the inequities about which you 
speak, though ¢ 

Mr. JoHnston. You are right, sir. 

Senator Smatruers. Are there any other questions? 

Senator ScHorpre.. I have another question. 

With reference to the water traflic, you presented for our consid- 
‘eration here a user’s tax. You have apparently given some thought 
to that. How would that be operated, and how would that enable 
you to get that business ? 

Mr. Jounsron. I think that the Congress itself has recognized that 
there is a necessity for a user charge, because when we started the 
St. Lawrence Waterway, if my information is correct—and I believe 
it to be so—they said that the $100 million, which is not going to be a 
sufficient amount to build the St. Lawrence Waterway, should be 
amortized over a period of years by a user charge. 
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Now if you put the folks that are in the Mississippi River and the 
Missouri River and the Illinois River and the Ohio River, and all the 
other tributaries that serve and compete with me on a user charge, 
they won’t have the low rates which they now have. And therefore 
I will be on an equity with them to compete with them. 

Senator Scuorrret. That would be the basis that you would like 
to approach it on, rather than probably having the authority to go 
into it yourself from your standpoint as a railroad ? 

Mr. Jounston. I think that is right. 

Senator Scuorrren. Thank you. 

Senator Smaruers. If there are no further questions, Mr. Johnston, 
thank you very much. Your testimony has been very helpful. 

Mr. Jounston. Thank you, sir. 

Senator Smaruers. Our next witness, and last for the afternoon, 
is Mr. J. P. Kiley, former president of the Chicago, Milwaukee, St. 
Paul & Pacific Railroad Co. 

Without objection, I will make as a part of the record, after Mr. 
Johnston’s testimony, the committee summary of his recommenda- 
tions as it appears before each one of us. 

(The summary referred to is as follows :) 


SUMMARY BY COMMITTEE STAFF 


Mr. Wayne A. Johnston, president, IHinois Central Railroad Co., favors: 

1. The repeal of the transportation .exeise taxes (3 percent on freight, 10 
percent on passengers) which were originally imposed during World War II as 
an emergency measure to discourage wartime passenger travel. 

2. Passage of H. R. 5523 and H. R. 5524, which would give railroads greater 
freedom from ICC regulation in making competitive rates. 

8. Consideration of S. 1689, H. R. 5823, and 8. 2553, designed to amend the 
exemption from ICC regulation of the transportation of agricultural commodities. 
Legislation is favored which “* * * would more clearly define exempted com- 
modities, subjecting to regulation a number of important commodities presently 
exempt. This would be a step in the right direction.” 

4, Congress should enact legislation to eliminate bulk and liquid commodity 
exemptions of three or less commodities now accorded movements by barge 
under the Interstate Commerce Act. 

5. Amending the definition of the term “private carrier of property by motor 
vehicle” contained in part II of the Interstate Commerce Act to make it clear 
that all for-hire motor carrier transportation is subject to regulation unless 
specifically exempted (S. 1677 and H. R. 5825). 

6. Legislation to incorporate in law the “primary business” test which has 
been used by the courts to distinguish genuine from spurious private carriage 
by an amendment to section 203 (c) of the act. 

7. The removal of statutory restrictions upon the owning and operation by 
one transportation agency of different forms of transportation. 

8. Elimination of governmental subsidies to agencies which compete with the 
railroads (water, highway, and air carriers). He urges that barges operating 
on the rivers be required to pay the Government what it costs to make those 
water routes available. 


Senator Smaruers. Mr. Kiley, we will make your prepared text a 
part of the récord at this point, and you may summarize it as you 
wish. 
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STATEMENT OF JOHN P. KILEY, FORMER PRESIDENT OF THE 
CHICAGO, MILWAUKEE, ST. PAUL & PACIFIC RAILROAD CO. 


(The prepared text follows:) 


STATEMENT OF JOHN P. KILEY 


My name is John P. Kiley. I am consultant to and former president of the 
Chicago, Milwaukee, St. Paul & Pacific Railroad Co., also known as the Mil- 
waukee Road. 

The Milwaukee Road operates almost 10,600 miles of road through 13 States. 
Its lines run from Indiana to the State of Washington through Chicago, II- 
linois, Wisconsin, Minnesota, the Dakotas, Montana, and Idaho. It also covers 
the State of Iowa, and is an important link in transcontinental rail service 
through the Missouri River gateways, such as Omaha and Kansas City. It 
serves an important function both as a transcontinental and as a western trunk- 
line carrier and many communities and districts are dependent upon the Mil- 
waukee for rail service. Its physical operations and service are typical of 
western railroads serving the same general territory. 

The Milwaukee Road is 100 percent dieselized or electrified and since World 
War II has kept pace with all technological improvements in the railroad in- 
dustry to the extent permitted by its finances. It is our desire to continue in 
this course. Certain unfavorable conditions, however, have developed in the 
transportation field, which legislation is now needed to correct. 


EXEMPT COMMODITY TRANSPORTATION 


We are particularly alarmed at the extension by judicial interpretation of 
the group of commodities, the transportation of which is exempt from regula- 
tion by the Interstate Commerce Commission. The inclusion of dressed poultry 
and frozen fruits and vegetables among such commodities is a recent example. 

The Milwaukee Road serves more packinghouse shippers than any other 
railroad in the country. We have seen our long-haul traffic in meat and pack- 
inghouse products taken from us by truckers who have capitalized on the exempt 
commodity provision of the Interstate Commerce Act. In a recent proceeding 
before the Interstate Commerce Commission, I. C. C. Docket 32252—Fresh 
Meats—Transcontinental—Westbound, the evidence showed that the Milwaukee 
Road had suffered an 81 percent decline in its fresh meat and packinghouse 
products traffic from Midwest points to the State of Washington, 1954-56. Heavy 
lasses have also been encountered by other lines serving the Pacific coast. In 
striking contrast, the number of truck shipments of such commodities from the 
Midwest to the Pacific coast increased several hundred percent. 

Attempts by the railroads to regain a portion of the lost traffic by reducing 
their rates were opposed by motor carriers who had commenced operations 
within the past 8 years using leased equipment, and are already enjoying re- 
ceipts.of millions of dollars a year. On the return trip agricultural commodities 
are hauled. Without the return traffic, which at least one of the truckers ad- 
mitted was carried at times for less than actual cost, the trucking operation 
would be financially impractical. Further expansion of the exempt commodity 
group would enable both the partially regulated as well as the wildcat truckers 
to capture additional traffic from the railroads with resulting higher rates on 
remaining traffic or a deterioration of rail service. 

The use of private transportation is sometimes attributed to the failure of the 
railroads to provide adequate car supply, particularly for grain loading. Recently 
complaints of this nature were made with respect to the State of South Dakota 
in which the Milwaukee operates substantially more mileage than any other 
carrier. I had our people tabulate daily for the period July 15 to August 31, 
1957, the number of cars ordered for grain shipment, number of cars that had 
been spotted, and the carloads of grain loaded, The tabulation showed that we 
had sufficient cars on hand practically in every case to cover the orders, and in 
every case had anywhere from 3 to 5 or 6 times the number of cars that were 
loaded. We were thus able to take care of our requirements promptly even 
though it meant a very large increase in our expense for extra equipment that 
was not needed being held for possible loading. 
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THE PASSENGER DEFICIT AND STATE COMMISSIONS 


A substantial portion of the Milwaukee Road’s heavy passenger deficit is 
attributable to the inadequacy of intrastate as well as interstate revenues. Pri- 
mary jurisdiction over the level of intrastate fares and discontinuance of passen- 
ger trains providing any intrastate service is vested in the State commissions. 

In July 1952, the Milwaukee, which operates a passenger service between 
Chicago and outlying suburban points in Illinois, petitioned the Illinois Commerce 
Commission for authority to discontinue several lightly used suburban trains, 
and for an increase in fares to eliminate its out-of-pocket loss. The Illinois 
Commerce Commission withheld action on the railroad’s plea for 214 years and 
then, although it conceded the railroad had shown a million dollar a year out-of- 
pocket loss, denied permission to discontinue any train or to increase the fares. 

The railroad then sought an investigation by the Interstate Commerce Com- 
mission in February 1955, into the lawfulness of its suburban fares. The Inter- 
state Commerce Commission conducted such investigation and in November 1955, 
found that the railroad’s intrastate suburban fares were unjustly discriminatory 
against interstate commerce. It found that the fares should be increased approx- 
imately 21 percent, and gave the Illinois Commerce Commissiun an opportunity to 
authorize such increase. The State commission, however, refused to do so and 
the Interstate Commerce Commission finally ordered the fares increased, effective 
April 20, 1956, nearly 4 years after the railroad first sought relief from the State. 

The State, however, joined with a commuters organization to induce a Federal 
district court to set aside the Interstate Commerce Commission’s orders. An 
appeal from the lower court’s order is now awaiting decision by the United States 
Supreme Court and even the effectiveness of the partial relief granted by the 
Interstate Commerce Commission remains in doubt. 

Perhaps a classic example of the dilatoriness. of State commissions in permit- 
ting railroads to minimize the crushing passenger deficit is to be found in Indiana. 
There the Milwaukee operates a train transporting 23 miners between Terre 
Haute and a coal mine, a distance of about 6 miles. 

Twenty-six years ago the Milwaukee petitioned the Indiana Public Service 
Commission for relief to discontinue the train. The State commission, although 
conceding that the train operated at an out-of-pocket loss, directed the railroad 
to continue the train in service. Further efforts to obtain the commission’s 
approval of discontinuance culminated in the Supreme Court of Indiana, which 
upheld the commission’s refusal of relief. 

In 1952 the Milwaukee again sought the State commission’s approval of dis- 
continuance. Two years and one month later, on September 2, 1954, the State 
commission again denied permission to discontinue the train. 

The Milwaukee then filed another petition offering to subsidize a bus service 
for the few miners who still use the train. The substitution would have per- 
mitted savings of over $18,000 a year and would have provided the miner patrons 
with reliable, safe transportation. The commission, however, denied the petition 
to substitute bus service on August 5, 1955. 

Again the railroad is before the Indiana Public Service Commission seeking 
permission to discontinue the train. Hearings were completed on October 22, 
1957, and the matter has been since under advisement by the State commission. 
Meanwhile, the railroad is denied savings of $25,000 a year by reason of the 
failure to date of this commission to recognize that the convenience of a few is 
not a public need which merits confiscation of a railroad’s property. 

In another State, the railroad has sought approval to discontinue a passenger 
train whose operation in that State alone results in a loss of $125,000 a year. 
The State regulatory body conducted no hearings until 5 months after the railroad 
filed its petition, and has since failed to act thereon although 10 additional 
months have elapsed. The loss meanwhile continues at the rate of over $10,000 
a month. 

These experiences emphasize the need for legislation to provide for appeal to 
the Interstate Commerce Commission for authority to permit discontinuances of 
trains such as is provided for interstate rates under section 13 of the Interstate 
Commerce Commission Act. That Commission, of course, now has power to 
authorize abandonment of lines of railroad within the various States, and such 
power, in at least one instance, has had a salutary effect on a State commission. 
In that case, the Milwaukee operated two braces of passenger trains daily on a 
branch line 74 miles in length. It asked the State commission for leave to 
substitute bus service for one brace of trains during the winter months. The 
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State commission refused permission, and was sustained by the State supreme 
court. The railroad then sought and obtained authority from the Interstate 
Commerce Commission to abandon a portion of the branch line. The State com- 
mission thereupon reopened the passenger train discontinuance proceeding and 
granted authority to discontinue the trains in question on a year-round basis, 
and later authorized substitution of bus service for the remaining trains, result- 
ing in a substantial saving to the railroad. This procedure, however, can be 
used only when the freight revenues from a line are inadequate to offset the 
passenger deficit. If the Interstate Commerce Commission, which is interested 
in the preservation of a sound national transportation system, were granted. 
power to authorize train discontinuance on appeal from State commissions, the 
inability to obtain relief, or the long and sometimes unconscionable delays en- 
countered, could be avoided along with the heavy losses thereby incurred. 


TRANSPORTATION TAX 


In addition to encouraging shippers to use private transportation instead of 
common carriers, the United States 3 percent transportation tax also diverts 
traffic of American railroads to Canadian lines. The greatest continuing move- 
ment influenced away from Milwaukee Road long-haul routes is that of forest 
products from origins in British Columbia, Canada, to various United States 
destinations. I wish to submit as an exhibit, statement using New Westminster, 
British Columbia, as a typical origin point and New York, Philadelphia, and sea- 
board territory to show the tax assessable on that portion of the movement over 
United States railroads via the various ports of entry at the Canadian-American 
border. This exhibit shows that the greater the proportion of transportation 
performed over the Canadian lines, the lower the transportation tax paid by the 
shipper. 

The application of the 3 percent transportation tax on import traffic moving 
via the ports of Seattle-Tacoma and Longview, Wash., destined to Chicago and 
New York is also causing the diversion of increasing tonnage through the port of 
Vancouver, British Columbia, and movement via the Canadian lines to the 
United States entry ports of Fort Francis, Ontario, Portal, N. Dak., and Noyes, 
Minn., on shipments destined to Chicago. On shipments destined to New York 
City the lowest transportation tax is assessed on traffic moving via Canadian 
lines all the way to Buffalo, N. Y. 

Thus the 3 percent transportation tax is a strong deterrent to routing Cana- 
dian traffic via long-haul United States routes, thereby reducing the general 
taxes paid by the transcontinental carriers to the United States and State 
Governments, while at the same time contributing to unemployment of railroad 
personnel. 

Legislation which will (1) narrow the scope of the exempt agricultural com- 
modity clause of section 203 (b) (6) of the Interstate Commerce Act or pre- 
vent further expansion thereof by judicial interpretation; (2) give the Interstate 
Commerce Commission jurisdiction on appeal from the failure of State commis- 
sions to grant authority to discontinue train service when in the public interest ; 
and (3) repeal the transportation tax, which is diverting substantial traffic 
away from American common carriers to private and foreign line carriage, is an 
important phase of an overall legislative program which should be enacted to 
assure a strong national transportation system. 
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Mr. Kuzy, I am John P. Kiley. I was, until December 31, 1957, 
president of the Milwaukee Railroad. I spent my entire career with 
the Milwaukee, my entire business career, having worked with them 
during the vacations when I was in college, and I have worked in 
every department on the railroad. I was president from September 
1, 1950, until December 31, 1957, and I am now consultant for the 
railroad. : 

My statement that was filed, because of a somewhat misconception 
covered only three points of the program that has been explained by 
Mr. Loomis, and I want to say that I am entirely in accord with the 
proposals of Mr. Loomis, and the only reason that it was not all 
covered in my statement was because of that misconception. 

The Milwaukee is, I think, about the 6th largest railroad in terms 
of road and about the 10th or 11th in terms of total railroad revenues. 

We have the problems, I think, of practically every other railroad. 
We have a commuting problem, we have a passenger deficit problem, 
we have difficulties with the transportation tax, we have difficulties 
with the agricultural exemption, and in company with many of the 
other railroads, we are continually fighting adverse legislation, both 
in States and Federal Legislatures to prevent further inroads by 
applying make-work and 1 laws that increase our expenses without 
a commensurate advantage. 

Mr. Perlman this morning stated that yesterday we had a decision 
in our commuter case that was quite disturbing. It is quite disturbing 
to us, not only because of the effect of the decision on the commuter 
case, but also the effect of the decision on every other section 13 case, 
whether it is passenger rates, freight rates, or any other facet of rail- 
road operation. 

As to the Supreme Court and its decision yesterday, I would like 
to give you a little background of the testimony in that, or the progress 
of that case. In August 1952 we petitioned the Illinois Commerce 
Commission for an increase in rates sufficient to overcome our out- 
of-pocket loss in the operation of our commuter service. Two and 
a quarter years later the Commission refused either to give us authority 
to take off any of the trains that were not being patronized, and also 
oes to give us any increase in rates to overcome our out-of-pocket 
oss. 

Subsequently we asked the Illinois Commerce Commission for a 
rehearing, and then went to the Interstate Commerce Commission 
under section 13, which authorized us to go to them if there was 
a er that was unduly discriminatory against interstate 
traffic. 

In 1955 the Commission gave us authority to increase our rates 21 
percent because we had not had an increase in suburban rates since 
1951. Subsequently the Illinois Commerce Commission and the Mil- 
waukee Road Commuters Association took it to a three-judge Federal 
court, and they remanded the case to the Illinois Commerce Commis- 
sion. One of the reasons given, after we had been refused by the 
Tilinois Commerce Commission, was because we had not had the 
Illinois Commerce Commission hear the case with new evidence that 
was available for a later year. But that evidence was submitted to . 
the Interstate Commerce Commission. But the three-judge court 
remanded it to the Illinois Commerce Commission. We took it to the 
Supreme Court. 
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Yesterday, in the decision of the Supreme Court, they stated, and I 
quote: 


The occasion for the exercise of the Federal power asserted by paragraph 13, 
section 4, is a necessity for effecting the required contribution by intrastate 
traffic of its proportionate share of the revenues necessary to pay a carrier’s 
operating costs and to yield a fair return. When intrastate revenues fall short 
of producing their fair proportionate share of total revenues, they work an 
undue discrimination against interstate commerce, and the I. C. C. may remove 


the discrimination by fixing intrastate rates high enough reasonably to protect 
interstate commerce. 


Later the decision states this: 
In view of that policy— 


which was that an equal broad power must be considered to a State 
commission in the exercise of its primary authority prescribed to 
adjust intrastate rates— 


we do not think that the deficit from this single commuter operation can be 
fairly ajudged to work an undue discrimination against the Milwaukee Road’s 
interstate operation without findings which take the deficit into account in 
the light of the carriers’ other intrastate revenues from Illinois traffic, freight 
and passenger. 

As I read that decision, it means that both in freight rate increases 
and passenger rate increases, unless we divide our expenses and 
revenues within a single State, we cannot expect to get relief from 
any decisions from the Illinois or other State commissions. 

It just means that all of those section 13 cases that involve freight 
rates are just as much in jeopardy as the decision that we had in this 
particular case. 

Senator Bricker. Does it mean also that you cannot introduce any 
evidence in the Interstate Commerce Commission which had not been 
presented to the Illinois Commerce Commission ? 

Mr. Kitey. No; they didn’t hold that we couldn’t do that. 

Senator Bricker. They didn’t go that far? 

Mr. Kirry. They didn’t go that far. It just meant that the Inter- 
state Commerce Commission cannot prescribe any relief unless it is 
shown that the intrastate rates and revenues and income 

Senator Bricker. As a whole? 

Mr. Kirry (continuing). As a whole discriminate against the inter- 
state revenues, expenses and income. 

Senator Bricker. I thought you said a moment ago that the three- 
judge court remanded it to the Interstate Commerce Commission be- 
cause you didn’t introduce evidence in the Commission 

Mr. Kirey. That’s right. That is one of the positions that the 
Supreme Court did not uphold. 

Senator Bricker. Did they discuss it ? 

Mr. Kirry. Yes. 

In the light of this decision, not only does the Interstate Commerce 
Act require some modification to take care of the other problems that 
have been raised, but section 13 would have to be rewritten, otherwise, 
it is going to be impossible for railroads to get increases in intrastate 
rates without studies that would run into million of dollars in every 
State in the Union. 

Senator Bricker. Of your whole intrastate and interstate business? 
Mr. Kier. In each individual State. 
Senator Bricker. As related? 















I za, Ee a C66 ae 


PROBLEMS OF THE RAILROADS 343 


Mr. Kiney. Yes, sir. 

We have in our railroad attempted to do everything that we could 
to help ourselves. We have been fully dieselized since 1955. We 
have not only dieselized all of our locomotives, we have dieselized all 
of our work equipment and our wrecking cranes. We have electrified 
our rotary snowplows so that they can be operated with diesels with- 
out the necessity of maintaining steam facilities in order to provide 
water and fuel. 

We have mechanized our locomotive shops to the greatest extent 
possible. We have put in all of the most recent devices for economy 
in maintenance. We have mechanized our maintenance-of-way 
forces, and in the last year I think we spent about $2 million in new, 
latest model maintenance-of way machinery. 

During the 10 years we have spent over $300 million in modernizing 
our — and providing modern facilities. Our passenger equipment 
is all modern, except for the paSsenger equipment in the commuter 
service. And I would like to remark that in that commuter case 
there were no charges made for any expense except the expense that 
we would not have if we had no commuter service whatever. We 
charged nothing for depreciation, nothing for interest. 

Senator Bricker. What was your operating loss? 

Mr. Kirxy. The Interstate Commerce Commission found it was 
$386,000 on an out-of-pocket basis, or this relievable expense basis; on 
a fully distributable basis in accordance with the ICC formula, it 
was $1,300,000, which is just about the total amount of revenue re- 
ceived from our commuter service. We handle about 10,000 people 
a day in and out of Chicago. 

The question was asked Mr. Johnston about the effect if the rail- 
roads were granted the same exemption from regulation on exempt 
commodities, agricultural commodities of the trucklines. I think 
that any of you Senators from agricultural States would realize the 
chaos that would result from any such a regulation or such a dis- 
missal of regulation. 

We know, in our own territory, that when freight cars are short, 
truck rates are high. When freight cars are plentiful, truck rates are 
low. During this past summer we had cars on hand for all the grain 
it was necessary or that wanted to be loaded on our railroad. We 
had more cars on hand than were ordered almost every day during 
the period of grain loading. And in every case we had several times 
the number of cars on hand that were actually loaded. 

If railroads were granted the same relief from regulation that the 
truckers would have, you could see what would happen in a period 
of car shortages. 

Senator Lauscus. What would happen? 

Mr. Kitey. The rates would be made on the basis of who would 
pay the most, and that is what happens during the period of car 
shortages in the trucking operation. 

Senator Bricker. You mean who would charge the least. 

Mr. Kiney. Yes, sir. 

Senator Bricker, you made some reference yesterday to Senate 
Resolution 50 Committee, and that no action had been taken. I 
think, if you will recall, that was in 1950 and 1951, and that in the 
summer of 1951 the Korean incident started, and the volume of traf- 
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fic was sufficient to overcome the emergency that was then facing the 
railroads. We have no such thing in prospect at the present time. 

Senator Bricker. But the problems then were the same as the 
problems now. 

Mr. Kiey. Substantially the same. But I think possibly they 
are much more critical now, because I think in some sections of the 
country the problems are much more critical. 

During my period with the Milwaukee I have been through 2 re- 
organizations, 1 that ended in 1928, and 1 that ended in 1944. And 
I was actively involved in both of those. I know what happens when 
a railroad is attempting to prevent receivership or reorganization, 
because we went through that program twice. 

We are not faced with that immediate problem now because in 
the last reorganization our common stock and preferred stock were 
declared of no value. Our bondholders were given existing common 
and preferred stock for their bonds. The others were given to a 
great extent income bonds, and our fixed charges are relatively low. 

Senator Lauscue. Are you able to tell what the washout was in 
the reorganization of 1928, and what the washout was in 1934? 

Mr. Krrxy. In the reorganization of 1928 there was no washout 
such as you, I think, understand, except that the bondholders, or 
stockholders, rather, were assessed $35 a share, as I recall, and con- 
tributed that much in an attempt to stave off or prevent going into 
receivership. 

At the same time, many of the fixed-interest bonds were given 
a new bond that was payable only if earned. And during the 1935 
receivership or reorganization, which was ended in 1944, those ad- 
justment bonds were generally given common stock. 

In the 1935 to 1944 reorganization I think that the washout was 
in excess of $200 million. 

Senator Lauscue. Your fixed charges in the 1928 reorganization 
were not reduced ? 

Mr. Kitry. They were reduced from $29 million, as I recall, to some 
$13 million or $14 million, and then in 1935 to 1944 were reduced to 
about $3.5 million. Those are from memory, Senator, but I think that 
they are reasonably correct. 

Senator Lauscur. Won’t the washout of some—$200 million, did 
you say? 

Mr. Kiury. Yes, sir. 

Senator Lauscue. That still has not left you at this time in the 
healthy position that you think you ought to be in? 

Mr. Kinny. Yes, sir; that is right. e are not in a healthy position 
now because we have been suffering the attrition that all of the other 
railroads have in losing business to trucks that we should be able to 
handle. And, of course, if you can get volume of business on a rail- 
road, you will solve most of their problems. 

Going back to this story about what happens in a reorganization, I 
think that the approaching railroad problem has been known to a good 
many of the railroad managers for the last 2 or 3 years. A discussion 
of equipment and the necessity for additional earnings has been the 
subject of conversation and discussion in many of the board meetings 
of the AAR, of which I had been a member until December 31, since 
my election as president in September 1950. And I know that rail- 
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roads, when they are approaching financial difficulties, begin curtailing 
their maintenance expenditures. An industry that spends $8 billion 
a year on maintenance and operations, such as the railroads of the 
United States do, and in addition, spends another billion and a half 
dollars roughly for improvements, can’t curtail their expenditures 
substantially without affecting the national economy. 

Our present difficulty does not stem from the drop in business from 
the last 6 months. It extends over a much longer period than that. 
And, like the old saying, you don’t know which comes first, the hen or 
the egg; we don’t know whether the impact of the railroad economy 
has precipitated to some extent the impact of poor business conditions 
on the rest of the national economy. 

Senator Smaruers. Thank you very much, Mr. Kiley. 

Are there any further questions? 

If not, we thank you. 

Mr. Krzr. Thank you, sir. 

Senator Smatuers. The committee will stand in recess until 10 
o’clock tomorrow morning, when we will hear Mr. Rice, president of 
the Atlantic Coast Line Railroad. 

(Thereupon, at 3:53 p. m., the hearing in the above-entitled matter 
was adjourned, to reconvene at 10 a. m., Wednesday, January 15, 1958.) 
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WEDNESDAY, JANUARY 15, 1958 


Unrrep Srates Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SUBCOMMITTEE ON SuRFACE TRANSPORTATION, 


‘ Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in the 
caucus room, Senate Office Building, Senator George A. Smathers 
presiding. 

Senator Smaruers. The meeting will come to order. We have as 
our first witness this morning the president of the Atlantic Coast 
Line Railroad, Mr. W. Thomas Rice. 

Mr. Rice, we will be happy to hear you. 


STATEMENT OF W. T. RICE, PRESIDENT, ATLANTIC COAST LINE 
RAILROAD 


Mr. Rice. Mr. Chairman and gentlemen, my name is W. Thomas 
Rice. I have been engaged in the railroad business since graduation 
from college. I spent 12 years with the Pennsylvnia, 11 with the 
Richmond, Fredericksburg & Potomac, and since August 1 of last 
year I have been president of the Atlantic Coast Line. 

Atlantic Coast Line Railroad operates from its northern terminus 
of Richmond, Va., to the Everglades of Florida, to its western termi- 
nus of Montgomery, Atlanta, Birmingham, and of course to the ports 
on the eastern seaboard, comprising approximately 5,200 miles of 
railway. 

My a iis has been filed with the committee. Since there is 
much in it that has already been said, I would like very much just 
to chat with you gentlemen and tell you some of my impressions of 
the present-day American situation. 

Senator Smaruers. Thank you, Mr. Rice. We will make your 
statement a part of the record in full. 

(The statement of Mr. Rice is as follows :) 


STATEMENT oF W. THOMAS RICE, PRESIDENT ATLANTIC CoAsST LINE RAILROAD Co. 
I. INTRODUCTION 


My name is W. Thomas Rice. My residence is 1708 Butte Road, Richmond, 
Va. I am president of the Atlantic Coast Line Railroad Co., with headquarters 
at Wilmington, N. C. 

The Atlantic Coast Line operates 5,292.06 miles of railroad in the 6 south- 
eastern States of Virginia, North Carolina, South Carolina, Georgia, Florida, 
and Alabama. Its principal main line extends from Richmond, Va., to Tampa, 
Fla., with other main lines diverging to Norfolk, Va., and to Wilmington, N. C., 
respectively, on the east, and to Columbia, S. C., to Augusta, to Atlanta, and to- 
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Albany, Ga., and to Birmingham and to Montgomery, Ala., respectively, on the 
west. The system includes an extensive network of lines in the Florida penin- 
sula. 

I shall deal primarily with the Coast Line and its problems, which I believe 
are typical of the current problems of the railroad industry as a whole. 

The Coast Line’s principal need, like that of the industry as a whole, is a 
sufficient margin of profit to reinvest in the railroad property to keep it in con- 
dition to render the shipping and traveling public the service it has a right to 
expect, and to attract the investment of new capital. 

Our basic trouble is the lack of a sufficient volume of traffic, due largely to 
the artificial diversion of traffic to the other forms of transportation. Primarily, 
this is the result of Government subsidies and other favoritism to competing 
forms of transportation. In a straitjacket of regulation, we are forced to meet 
all sorts of unregulated competition. If this diversion were occasioned by the 
superiority of the other forms of transportation we could not justly complain, 
but that is not the case. It is attributable almost wholly to the unfair com- 
petitive position in which the railroads are placed by reason of the advantages 
which have been bestowed upon other modes of transportation and their free- 
dom from regulation comparable to that with which the railroads are burdened. 

The Coast Line’s rate of return for each of the most recent calendar years as 
computed on net railway operating income has been: 


Net railway | Rate of Net railway | Rate of 
operating return operating return 
income (percent) 


$12, 233, 169 ; $12, 903, 312 
10, 296, 422 , 
10, 963, 575 


As compared with otkhex modes of transportation, it is observed that in the 
same 5-year period the rate of return on net assets increased in traction and 
bus corporations from 4.5 percent in 1952 to 5.4 percent in 1956, and in shipping 
from 10.5 percent in 1952 to 13.5 percent in 1956. In air transport there was 
a decrease from 15.5 percent in 1952 to 11.4 percent in 1956. Average earnings 
in manufacturing increased from 12.3 percent in 1952 to 13.9 percent in 1956, 
— public-utility earnings increased from 9 percent in 1952 to 9.8 percent in 
1956. 

The average earnings for the Coast Line thus far in 1957 are estimated to be: 


Net rail~ay | Rate of Net rail av | Rate of 
operating return Year oneratine return 


(percent) income (percent) 


0. 142 $313, Or 
- 191 4 _ 231,70" 
. 206 ee a | 742,90 | 
. 182 aii] a79 
SY ees eee 553.90 


Since rate of return is computed on net railway operating income it is well 
to observe that carloadings of the Coast Line have shown a corresponding 
decrease from January 1, 1957, through November of this year as compared 
with the like period of 1956. 

Percentage decrease 
Carloadings loaded on line 
Carloadings received from connections 
Total revenue carloads transported 


I should like to say that it has been the practice of the Coast Line, in order 
to meet the competition of competing forms of transportation, to prov'de the 
most practicable and efficient rail service within our means. In keeping with 
this practice we have materially improved our service, both freight and pas- 
senger alike, principally by shortening schedules. Such improved service has 
been made possible only by the expenditure of large sums of money in moderniz- 
ing and improving the physical properties of the company. The extensive 





PROBLEMS OF THE RAILROADS 349 


modernization and improvement program which has been carried on for several 
years has included, among other things, such items as relaying heavier rail, 
modernizing and enlarging yards, replacing crossties, reballasting, widening of 
shoulders, raising dips, improving drainage, reducing curves, installing cen- 
tralized traffic control, and modernizing signaling and communication, as I shall 
mention later in more detail. 

In order to make available the best service practicable to the shipping and 
traveling public the Coast Line has also acquired new modern freight cars and 
has rebuilt or converted cars of obsolete design and capacity into modern equip- 
ment for diversified use, as I shall also refer to later in more detail. 

In carrying out such program of modernization and improvement, the Coast 
Line has reinvested a substantial portion of net earnings paying out moderate 
dividends only. In this respect the years 1952 through 1956 reflect the following : 


Year Net income | Dividends | Retained in 
paid property 
n> adn is adh bob divas cecebbew ole in: ileal atacand $11, 834, 511 $4, 948, 332 $6, 886, 179 
ii sateen tbo Bnattein ss detain sacra beicimeC na iti Ses 13, 850, 532 4, 948, 332 | 8, 902, 200 
iin ondcacentcpetwthadiive cacachcnthgchonartndebnaskeaeee 11, 747, 486 4, 948, 332 6, 799, 154 
Pe bieddusts>wdcuee mcltchpilund 6a kubwcted dea ieinleimenaisaadhedee 12, 028, 994 4, 948, 332 7, 080, 662 
i cists dag hiathidgsb Cpu dass iin deeiabcnntiulss eee eas 17, 325, 674 4, 948, 332 12, 377, 342 


ss < sracesecos.densainmrnwupes ae ae rade Liat dase 66, 787, 197 24, 741, 660 42, 045, 537 
| 





From the above it is noted that dividends represented 37 percent of net in- 
come while the amount retained in property represented 63 percent. But all of 
the modernization and improvement effected could not be paid for from retained 
net earnings and a substantial amount of such cost has been and is continuing 
today to be financed with borrowed money. For instance, in 1952 the Coast Line 
sold $20 million principal amount of general mortgage series C bonds (of which 
$6,522,000 principal amount was deferred for delivery and payment in 1953) 
to provide “new money” for capital expenditures and to replenish working 
eapital. Again, in 1955, $13,474,000 principal amount of general mortgage series 
D bonds were sold for like purposes. 

Changes in the outstanding debt of the Coast Line as divided between mort- 
gage bonds and equipment debt since 1952 are shown as follows: 


Mortgage Equipment 
debt 











bonds out- Total 
standing 
EOE 200.0, LUE, sp cnandenninnedde deateowennuiq beanie $81, 695,100 | $86,380,256 | $168, 075,356 
ECCT CS ROOT Sec na ciacccnnscgbanensetanconsee aie 55, 474, 000 40, 577, 965 96, 051, 965 
Retired 1952-Nov. 30, 1952. ..............------ b4iUdsseenawae 31, 694, 100 51, 104, 108 82, 798, 208 
NE DEO Oily MONT « anbidenas-anncdsdsstiens stmbediniten’ 105, 475, 000 75, 854, 113 181, 329, 113 








Because of continuing inflationary pressures the amount of borrowed money 
added to retained net earnings has not been sufficient to meet demands upon 
eash and the result inevitably has been a deterioration in the Coast Line’s net 
working capital position. 

Commencing with January 1, 1957, the net working capital, exclusive of mate- 
rials and supplies, at the end of each month through October of 1957 was as 
follows: 




















| 
Month Amount | Index Month Amount Index 
aa Sian “* — I eeasvtieeibnnimtaberat =| . a 
January..-.--..-..-------| $17,031,000 100 || June........-..-..-.---.--| $15,175,000 89 
February... --- siespeacken 16, 224, 000 Se A a hiinnernntecntansnn= 13, 591, 000 79 
Rees git Sicdlalla J 15, 355, 000 90 || August__-_........- Rated 13, 706, 000 80 
April. _..- sors dst baiile = 46 14, 486, 000 85 || September. ._..-..--.----+- | 12,088, 000 x 


nck See 15, 537,000 91 Qeme Ga .-see cent -2i2-- | 13, 351, 000 
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The decreases in working capital have in large part compelled suspension of or 
at least curtailment in capital expenditure programs and it has also enforced 
reductions in operating expenses with reductions in employment. As a result of 
enforced economies the only capital improvement program of any consequence in 
which the Coast Line is now engaged is that of modernization of signaling which, 
of course, is being progressed under outstanding orders of the Interstate Com- 
merce Commission. While other improvement programs are desirable they can- 
not now be undertaken until increased earnings are available. 

Notwithstanding our efforts to modernize and improve equipment and facilities 
in order to offer the best service possible to our patrons, and despite the econo- 
mies we have effected, the rate of return on net investment has steadily declined 
in recent years. This partially is due to the fact that savings resulting from 
increased efficiency have been consumed by increased unit costs and wages, 
materials and supplies, and other elements of operating expense. But other 
factors have played their part, among which are the outmoded and outdated 
system of regulations with which the company is saddled and also the gross 
inequalities imposed against us in favor of competing forms of transportation. 
These factors will be dealt with later more fully. 


II. IMPROVEMENTS IN COAST LINE’S PLANT AND SERVICE 


Substantial and important technological and other improvements have been 
made by the Coast Line with view to bringing about more efficient and more 
economical operations. 

During the year 1943, a roadway rehabilitation program was commenced on 
Coast Line and since that time many outstanding improvements have been made. 
The rehabilitation program included improving the roadbed, tracks and struc- 
tures, and principal among such improvements are curvature reduction, grade 
revision, shoulder widening, roadbed stabilization, drainage modification, track 
retimbering, reballasting, and the replacing of lighter rail with heavier rail. 

During the years 1946 through 1956, inclusive, 11,703,406 new crossties, or an 
annual average of more than 1 million, have been placed in the track. 

7,158,668 cubic yards of crushed granite, 350,357 cubic yards of slag, 1,912,710 
cubic yards of washed gravel (not including ballast used in construction work), 
have been placed in the tracks during the period 1947 through 1956. 

During this period there has been placed in the tracks a total of 1,478.2 track- 
miles of 131-pound and 132-pound rail and 661.6 track-miles of 115-pound rail. 

Strategic yards have been rebuilt and expanded in order to keep pace with 
present-day requirements. 

Numerous passenger and freight station facilities have been remodeled and 
renovated, or completely rebuilt, including the installation of air conditioning. 

Mechanization of roadway operations is being progressed rapidly. 

A signal modernization program is being carried out which includes the instal- 
lation of centralized traffic control, modern coded track circuit signaling, expan- 
sion and modernization of telephone communications, teletype, radio, ete., over 
important portions of our line. 

During the 5-year period 1953 through 1957, Coast Line increased its owner- 
ship of freight cars by 12.5 percent. Of the 33,786 units presently owned, 6,978, 
or 20.65 percent, are equipped with roller bearings. 

Coast Line is now completely dieselized, our present ownership of diesel power 
being 564 units. 

In the course of its various improvement programs, gross expenditures for 
additions and betterments to Coast Line’s property for both road and equipment 
during the years 1947 through 1956 amounted to $233,624,028. That amount was 
equal to 244.72 percent of all of our net railway operating income of $95,465,698 
for the same 10-year period. 

During the period 1946 to date Coast Line expended $14,762,255 for passenger 
equipment and $3,531,172 for diesel units for use in passenger service, or a total 
of $18,293,427. 

Schedules, both freight and passenger, have been shortened. For example, on 
perishable traffic from Jacksonville to New York the time in transit since the 
1954-55 season has been cut 12 hours and 1 minute; to Chicago, 16 hours and 16 
minutes; to Detroit, 18 hours and 31 minutes. We now provide third-morning 
delivery of perishable traffic in the New York area, Chicago, Detroit, and other 
points in the western territory. 

Our passenger operations continue to show a deficit, the deficit for 1956 being 
$12,693,848 as contrasted with $2,790,052 in 1936. 
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III, RAILROAD 





MAIL PAY 


Within the past several years the Post Office Department has embarked upon 
a program, the effect of which has been to reduce the amount of mail handled 
by the railroads. Notably has been the diversion of mail from rail to trucks 
and airlines. 

The diversion of mail from rail to trucks alone, which began in substantial 
proportions in 1951, now results in a loss to the Coast Line of approximately 
$150,000 annually. In addition, as a result of discontinuances of railway post 
office service by the Post Office Department, which commenced in 19538, it is 
estimated that the Coast Line’s annual loss in revenue is $264,938. These com- 
bined losses due to the diversion of mail to competing forms of transportation 
today exceed $414,474 annually for the Coast Line. 

It is of particular interest to note that the discontinuance of a round trip 
R. P. O. car, daily between Richmond, Va, and Jacksonville, Fla., in 1954, 
occasioned by the decision of the Post Office Repartment to fly 3-cent letter mail 
between New York, Newark, and Washington on the one hand, and Jacksonville, 
Tampa, and Miami on the other, decreased the Coast Line’s revenue in one sweep 
by $177,640 annually. 

Our overall losses attributable solely to the aforementioned diversions are 
quite shocking when compared with our total mail revenue of only $4,435,275 
for the year 1956. And it should be remembered that such losses do not take 
into consideration the 10 percent increase in mail rates allowed by the Interstate 
Commerce Commission in March 1954, made retroactive to October 1, 1953, nor 
do they take into account the increased volume of mail that today is being 
transported. 

The diversion of mail to competing modes of transportation has often been a 
controlling factor in the discontinuance of train service. But, also, by the mere 
threat of diverting mail, the Coast Line, as well as other rail carriers, has 
practically been coerced into entering into agreements with the Post Office De- 
partment to transport mail at rates, and under such rules as specified by the 
Department, which result in less overall mail-pay compensation to the railroads 
than under the rates and rules previously approved by the Interstate Commerce 
Commission in decisions in Docket No. 9200, rendered November 13, 1951, and 
as amended by order of March 15, 1954. This, it seems, is plainly in violation 
of the national transportation policy and such treatment to railroads certainly 
does not conform to the mandates of Congress as embodied in that policy. 

It should also be mentioned that under the Railway Mail Pay Statutes, spe- 
cifically title 39, United States Code Annotated, sections 539, 563, 567, and 568, 
railroads are required to perform such service as they may be called upon to 
perform by the Postmaster General even though this may entail only the standby 
service to handle a very small volume of mail on our passenger trains. The 
Railway Mail Pay Statutes do not apply to our competing forms of transporta- 
tion and such other carriers are not under the same compulsion or duty to the 
Government as are the railroads by virtue thereof. 

There have been many instances where standby service has come into play 
by virtue of the breakdown in the service of other modes of transportation or 
due to their inability to handle the volume of mail offered. In this respect, there 
is cited a recent incident where a star-route truck in Alabama was loaded to 
capacity and all the mail could not be accommodated in the vehicle. The 
overflow sacks of mail had to be handled by train and no penalty was imposed 
upon the truck operator. On another occasion, in December 1956, when in- 
clement weather grounded most regularly scheduled airlines on the east coast 
for several days the airlines could not transport the 3-cent letter mail by airlift. 
Without advance notice and anticipation such mail was dumped on the railroads 
at a time when our facilities were being fully utilized. Because the mail could 
not be handled as expeditiously as normally would have been the case if we 
had been prepared for such overflow, punitive action was taken against the 
Coast Line and three other lines by the Post Office Department. 

It does not appear to be unreasonable to require the Post Office Department 
to observe fully the spirit and intent of the national transportation policy and 
the Department should be required to treat railroads more fairly in the light 
of the relative situations as versus those other modes of transportation. The 
railroads cannot be expected to meet their obligations under the Railway Mail 
Pay Statutes if their ability to do so continues to be impaired by unfair practices 
on the part of the Department. Further, no diversion of mail should be made 
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unless and until a full and complete investigation discloses unequivocally that 
other modes of transportation can perform the service at a lower cost to the 
Government. 


IV. UNREGULATED TRANSPORTATION AND ITS EFFECT ON THE COMPETITIVE STATUS OF 
THE RAILROADS 


One of the most serious problems confronting the railroads today is the ever- 
increasing competition from unregulated carriers. Those particular problems 
are not inherent in the operation of railroads, but are the direct result of 
governmental regulation of transportation, or the regulation of one form of 
transportation without corresponding regulation of other competing forms. A 
glaring example of this inequitable and unjust situation is illustrated by the 
fact that every part of the Interstate Commerce Act, except part I, which applies 
to railroads, provides for operations that are exempt from Federal regulation, 
See section 203 (b) (6) of part II, section 303 (b)—(d) (g) of part III, and 
section 402 (b) (c) of part IV. Thus, it is impossible for the railroads to com- 
pete with the unregulated carriers and they are at a distinct disadvantage in 
attempting to compete with other common or regulated carriers since the latter 
are allowed to avail themselves of exempt transportation in addition to their 
common carrier responsibilities. Therefore, the exempt transportation is used 
as a prop by such carriers to support their attempts to undercut the rail rates 
on other commodities. 

The fact that the unregulated carriers are increasing in numbers is grossly 
understated. For example, of the 10 million registered trucks operating over 
United States highways today, 5.5 million are privately owned and in a position 
to operate under the so-called buy-and-sell method (discussed below). Close 
to 3 million are owned and operated by farmers and over half of the remaining 
1.5 million either carry products exempt from ICC regulation, or are contract 
earriers, which come under the ICC but which haul only for specific shippers 
and are not required to maintain the same rates, rules and regulations for the 
same service for all shippers served. That leaves a total of about 500,000 
trucks, owned and operated by some 15,000 companies, in the common carrier 
classification—that is, doing a general transportation business on regular sched- 
ules under ICC jurisdiction. However, this small minority of motor common 
carriers received revenues amounting to $6 billion last year (a 7 percent in- 
crease over the previous year) even though that accounted for less than 40 per- 
cent of total trucking ton-miles. This $6 billion in revenues for 1956 is compared 
with $9 billion received by the railroads which is indicative of the constant 
trend toward increased motor participation as compared with decreasing rail 
participation in the total tonnage available. 

Since World War II, trucks have more than doubled their share of the Nation’s 
freight haulage as measured by ton-miles. For example, a comparison of 1955 
with 1949 shows only an 18.1 percent increase in rail ton-miles and a drop from 
58.4 to 49.4 percent of the total ton-miles available. On the other hand, motor 
carriers had an increase during this period of 78.7 percent in ton-miles, and 
their share of the total increased from 13.8 to 17.7 percent. In the first 5 months 
of 1957, trucking volume slipped about 1 percent below last year, because of the 
slackening of industrial production in many parts of the country. This was, 
however, a considerably smaller drop than was experienced by the railroads 
(approximately 6 percent). Extending this comparison to other modes of trans- 
portation, it is significant to note that water carriers had a 55.3 percent increase 
in ton-miles during the period 1949-55, and their share of the total tonnage 
went up from 15.2 to 16.9 percent. Pipelines had a 76.8 percent increase in ton- 
miles and advanced from 12.6 to 15.9 percent of the total. Thus, it is apparent 
that the carriers subject ot ICC control in the motor, water and pipeline fields 
have had substantial ton-mile increases as compared with relatively small 
inereases in rail ton-miles 1955 over 1949 and increases in their share of the 
total tonnage available as compared with a tremendous decrease in the rails’ 
share of the grand total. 

Due to the lack of regulations and special privileges, such as exemption from 
the Federal excise taxes, the growth of private carriage since 1952 has been 
phenomenal and it has been equaled only by the corresponding loss of business 
by common carriers—truck and rail. The Bureau of Transport Economics 
and Statistics of the ICC on August 19, 1957, released a report stating that 
private-carrier vehicles outnumber those of the regulated carriers. Under the 
so-called buy-and-sell method of operation, bills of lading and invoices are used 
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to make it appear that the commodities transported are those of the vehicle 
owner, while back-haul transportation is performed only in order to receive 
compensation for an otherwise empty return movement of the truck. 

Thus private carriers engaged in transporting citrus fruits and vegetables to 
the northern markets are returning with loads of canned goods, furniture, ma- 
chinery, and all sorts of commodities which would otherwise move by common 
earriage. Conversely, private carriers engaged in transporting their own goods 
to Florida will frequently return with a load of citrus fruits or vegetables. 
Some of the meatpacking concerns hauling fresh meat in refrigerated trucks 
are regularly returning with frozen concentrates. These shipments are being 
handled under the referred-to lease, or buy-and-sell arrangement when in fact 
title to the goods remains in the consignee or consignor, and not in the private 
carrier as purported. Not being regulated we have no exact figures as to the 
extent of this movement, but we have reason to believe it is substantial. In some 
areas, systematic provision has been made for just such interchange of traffic 
and it is rapidly becoming of such grave importance that the subterfuge of 
private carriage should be brought under regulation. 

In view of the problems confronting the transportation industry as a result of 
this situation, the Commission proposed to amend section 203 (a) (17) of the 
Interstate Commerce Act in S. 1677 and received the active support of the AAR. 
Mr. Clarke, representing the Commission in support of the bill, stated that its 
purpose was to clarify the definition of private carriers by adding a proviso 
to the present statute—i. e., that “any such person who purchases, transports, 
and sells property for the purpose of fostering a highway transportation business 
is engaging in a public transportation service and shall, nevertheless, be included 
within the terms ‘common carrier by motor vehicle’ or ‘contract carrier by 
motor vehicle’”—commonly referred to as the “primary business test.” The 
Senate subcommittee took no action on 8S. 1677. 

Another form of private carriage is that referred to as contract carriage. Al- 
though the Commission has had some degree of success through legislative pro- 
posals, a contract carrier has certain inherent advantages in competition with 
the railroads and other common carriers. There is a great difference under 
which traffic can be hauled for shippers by motor carriers, even when the traffic 
is of the same kind. Naturally, the traffic of the larger shippers, who can offer 
volume and steady movement, is particularly desirable. The common carrier 
holding itself out to carry traffic of a certain description must serve all who 
seek its service, and under the act it must serve them without unjust discrimi- 
nation and adhere to published rates. The contract carrier, on the other hand, 
is free to pick and choose among shippers, and under the act it may discriminate 
in its services to them and its charges may be called in question only as they 
are found to fall below a reasonable minimum level. By reason of these cir- 
cumstances, contract carriers are enabled to give a higher type of special and 
personal service to their shippers than is possible for common carriers. This 
inherent and inevitable disadvantage of the common carriers is accentuated 
and becomes a source of positive peril to them when competitors, claiming to 
be contract carriers, are promiscuous in their dealing with shippers, shop 
around among them freely, and confine their actual contracts to individual 
shipments. 

Under such conditions, shippers, especially those who have a large volume 
of traffic to offer, may play the contract carrier against the common carrier and 
contract carriers against each other, with the result that the unfair and de- 
structive competition which Congress sought in the act to abate is intensified, 
particularly in view of the fact that the publication of their specific rates, as 
required by the act, makes the common carriers open targets. Ultimately, also, 
such conditions prove detrimental, not only to the carriers, both common and 
contract, but to the shippers, the public safety, and the welfare of employees. 
The ICC has so stated in Contracts of Contract Carriers (1 MCC 628). 

Not only is this true, but conditions of this character greatly impede the 
practical administration of the act, because they make it exceedingly difficult 
to locate the line of distinction between those who are common carriers and 
those who are contract carriers. The Commission attempted to prevent this 
continued expansion by proposing to amend section 203 (a) (15) of the act in 
S. 13884 and thereby define such a carrier as one which performed transporta- 
tion services under continuing contracts with one or “a limited number” of 
customers .and either (@) dedicate vehicles for the exclusive use of each 
shipper or (b) perform a distinct service for each shipper. On August 22, 
1957, the President signed the bill and it became Public Law 85-163. 
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The Commission also proposed to amend section 218 (a) in 8S. 948 so as to 
require every contract carrier by motor vehicle to file with the Commission, 
publish and keep open for public inspection, schedules containing the actual 
rates or charges of such carrier in order to render more equal the competition 
between common and contract carriers. This bill was signed by the President 
on August 13, 1957, and became Public Law 85-124. 

However, such carriers are still not required to maintain the same rates, 
rules, and regulations for the same service for all shippers served. There- 
fore, the contract carriers continue to enjoy a distinct advantage over the 
railroads and other common carriers and the legislation referred to herein has 
thereby alleviated without eliminating the problems involved. 


V. THE AGRICULTURAL EXEMPTION 


The agricultural exemption is the provision in the Interstate Commerce Act 
exempting motor carriers of agricultural commodities (not including manu- 
factured products thereof) from economic regulations by the Interstate Com- 
merce Commission. As it presently stands the exemption comprises three sub- 
sections of part II of the Interstate Commerce Act as follows: 

“Sec. 208. * * * 

“(b) Nothing in this part, except the provisions of section 204 relative to 
qualifications and maximum hours of service of employees and safety operation 
or standards of equipment shall be construed to include * * * 

“(4a) Motor vehicles controlled and operated by any farmer when used in 
the transportation of his agricultural (including horticultural) commodities 
and products thereof, or in the transportation of supplies to his farm; or 

“(5) Motor vehicles controlled and operated by a cooperative association as 
defined in the Agricultural Marketing Act, approved June 15, 1929, as amended, 
or by a federation of such cooperative associations, if such federation pos- 
sesses no greater powers or purposes than cooperative associations so defined ; or 

“(6) Motor vehicles used in carrying property consisting of ordinary live- 
stock, fish (including shellfish), or agricultural (including horticultural) com- 
modities (not including manufactured products thereof), if such motor 
vehicles are not used in carrying any other property, or passenger, for 
compensation * * *.” 

This exemption of motor vehicles carrying agricultural commodities, farm 
vehicles, and agricultural cooperative association vehicles removes them from 
regulation designed to stabilize conditions within the motor carrier industry and 
between the motor carriers and the railroads. In one form or another it has 
been in the Federal legislation regulating the motor carrier industry since the 
enactment in 1935 of the Motor Carrier Act (49 Stat. 543), so it is not a new 
problem. 

When this regulatory legislation was under debate in Congress, the agricul- 
tural community opposed regulation on the grounds that it would seriously 
interfere with the marketing of farm crops carried from farm to market in 
farm-owned vehicles or in small fleets of trucks Owned by itinerant truckers 
who moved around the country with the crops. Regulation requiring certifica- 
tion for all such vehicles would have created additional expense and eliminated 
much needed flexibility as well. 

Although the legislative history of the exemption is not clear, it is obvious 
that Congress believed that the movement of farm production to market by 
trucks exempted from certificate and rate regulations would result in desired 
lower cost transportation. It was the intention of Congress in granting the 
exemption to benefit the farmers by providing this lower cost transportation 
through vehicles owned by the farmers themselves and, also, vehicles owned 
by itinerants who moved from one crop area to another. (See Interstate Com- 
merce Commission v. Kroblin, 113 F. Supp. 599, 627 (N. D. Iowa 1953), affirmed 
212 F. 2d 555 (8th Cir. 1954), certiorari denied, 348 U. S. 836 (1955).) Con- 
gress had primarily in mind the farm-to-market haul and wanted to relieve this 
movement from the burdens of regulation so as to facilitate the distribution of 
farm products. Unfortunately, the language used to accomplish this objective 
was extremely general and totally without indication as to how it should be 
interpreted. 
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In spite of this, the exemption provision was not a cause of great concern 
either to the agricultural or to the carrier communities in the years immediately 
following its enactment. During the World War II years when regulatory law 
bent to the exigencies of war, very few questions were raised concerning any 
exemption. However, in the postwar years revolutions occurred in both the 
transportation industry and the field of agriculture which began to put the first 
strains on the agricultural exemption. More and more trucks were on the roads 
looking for business and competing with the railroads as never before. Some 
of these carriers were regulated. A large number, which has increased steadily 
over the years, was not regulated and operated under the exemption provisions 
of the Interstate Commerce Act. To this intense competition among carriers 
was added the revolution in the food processing business extending to such 
agricultural commodities as fruits and vegetables and to the fishing industry. 
The result was a flood of new, extremely valuable traffic eagerly sought by 
competing carriers. The increasing number of nonregulated, exempt truckers 
posed a serious threat to regulated trucks and to the ever-regulated railroads, 
and made serious inroads into the transportation of agricultural and seafood 
commodities. 

The nonregulated carrier has been aided tremendously in recent years by 
what has been called the judicial erosion of the agricultural exemption. In 
1951, the Interstate Commerce Commission, responding to petitions of the 
Department of Agriculture and the requests of numerous interested persons, 
made a broad and sweeping investigation to determine the meaning of the words 
used by Congress in setting out the exemption. After hearing extensive evidence 
and examining earlier determinations and principles, the Commission issued an 
order embracing some 50 pages in which it not only attempted to define the 
terms “agricultural commodities” and “manufactured products thereof,” but also 
classified an impressive list of commodities as being either exempt or nonexemat. 

This order was the landmark decision of Determination of Exempted Agricul- 
tural Commodities (52 M. C. C. 511 (1951)). In it the Commission defined agri- 
cultural commodities to include : 

“All products raised or produced on farms by tillage and cultivation of the soil 
(such as vegetables, fruits, and nuts); forest products; live poultry and bees; 
and commodities produced by ordinary livestock, live poultry and bees (such as 
milk, wool, eggs, and honey ).” 

The term “(not including manufactured products thereof)” the Commission 
said, means: 

“Agricultural commodities in their natural state, and those which, as a result 
of treating or processing, have acquired new forms, qualities, properties, or 
combinations.” 

The Commission ruled that borderline commodities (i. e., those items which 
are admittedly agricultural products before processing, but which after process- 
ing are somewhat changed in nature) should be placed in the nonexempt category, 
following the well established principle of statutory construction that exemptions 
should be narrowly or strictly construed in remedial legislation such as the 
Interstate Commerce Act. Such a narrow construction would appear to be essen- 
tial if the overall objectives of the act are to be advanced. A liberal construction 
of the agricultural exemption decreases the orbit of the Commission’s jurisdiction 
and makes it virtually impossible for the Commission to coordinate and integrate 
segments of the surface transportation system. 

For the above reasons, it would seem almost a matter of course that the courts 
would affirm the rulings by the Commission in the Determination case, particu- 
larly in view of the principle that the interpretation placed upon a regulatory 
statute by an administrative agency entrusted with comprehensive responsibility 
in a particular field of industrial activity must be given great weight by reviewing 
courts. [See Levinson v. Spector Motor Co., 330 U. S. 649 (1947).] Unfortu- 
nately, from the standpoint of the railroad industry and other regulated carriers, 
the courts, in reviewing the individual conclusions of the Commission respecting 
the status of particular items, have, in a great majority of cases, reversed the 
Commission and thereby greatly extended the area of exempt transportation. 
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Such a liberal construction has resulted in the “judicial erosion” of the agri- 
cultural exemption mentioned above. It is evidenced by the following decisions: 
Southwestern Trading Co. v. United States (208 F. 2d 708 (5th Cir. 1953), 
(cowhide nonexempt, sustaining Commission’s holding) ); Premier Peat Moss 
Corp. v. United States (Civil No. 110, 8. D. N. Y., Nov. 8, 1956 (peat moss held 
an agricultural commodity) ) ; Consolidated Truck Serv., Inc. vy. United States 
(144 F. Supp. 814 (D. N. J. 1956), (shelled nuts exempt) ) ; Home Transfer 
Storage Oo. v. United States (141 F. Supp. 599 (W. D. Wash. 1956), (frozen 
fruits and vegetables held exempt) ) ; Cavalier Poultry Corp. v. Fawley Motor 
Lines (138 F. Supp. 583 (W. D. Va. 1955), modified 235 F. 2d 416 (4th Cir. 
1956), (dressed poultry is not exempt) ) ; Frozen Food Express v. United States 
(128 F. Supp. 374 (8S. D. Texas 1955), affirmed sub. nom. Hast Texas Motor 
Freight Lines v. Frozen Food Express, 351 U. 8. 49 (1956), on rehearing, Frozen 
Food Express v. United States, Civil No. 8285, 8. D. Texas, Dec. 31, 1956 (fresh 
and frozen dressed poultry held exempt; fresh and frozen meat held non- 
exempt) ) ; Interstate Commerce Commission v. Kroblin (113 F. Supp. 599 (N. D. 
Iowa 1953), aff'd. 212 F. 2d 555 (8th Cir. 1954), cert. denied, 348 U. S. 836 
(1955), (dressed poultry held exempt) ); Interstate Commerce Commission v. 
Wagner (112 F. Supp. 109 (N. D. Tenn. 1953), (scoured wool held exempt) ) ; 
Interstate Commerce Commission vy. Woodall Food Products (112 F. Supp. 6389 
(N. D. Ga.), aff'd. 207 F. 2d 517 (5th Cir. 1953), (status of dressed poultry not 
determined) ) ; Florida Gladiolus Growers Ass'n. v. United States (106 F. Supp. 
525 (S. D. Fla. 1952), (bulbs and flowers held exempt) ) ; Interstate Commerce 
Commission v. Yeary Transfer Co. (104 F. Supp. 245 (EB. D. Ky. 1952), aff'd. 
per curiam, 202 F. 2d 151 (6th Cir. 1953), (redried tobacco held exempt) ). 

A study of these decisions reveals that the courts have not sustained the 
Commission’s findings in the Determination case and are systematically broad- 
ening the coverage of the exemption beyond the interpretation of the Commis- 
sion and the intent of Congress. 

This pattern of court decisions is evidently aimed at producing a result which 
the courts believe to be desirable, namely, benefits for the farmer. Yet, while 
it is true that the agricultural exemption was included in the act for the benefit 
of the farmer, there is nothing either in the language of the exemption, in its 
position, or in its relationship to the other sections of the act to indicate that 
Congress intended this exemption from regulation to be different from all 
others, or that the benefit to farmers in having available exempt transportation 
should totally outweigh the interests of the public in preserving a sound national 
transportation system. 

The courts perhaps feel that the holdings by the Commission in this area are 
an attempt to extend its jurisdiction without regard to the well-being of agricul- 
ture. Whatever the motives, the fact remains that the courts have made the 
agricultural exemption available to industries which are in no sense participat- 
ing in agriculture—for example, the large companies that freeze and package 
poultry, fruits, and vegetables. These industries which are not owned by 
farmers, which use no farm labor, and which in many instances are located in 
urban areas, have been afforded an exemption which Congress surely intended 
to be limited to those living and working on farms. 

The inequity that this creates to the railroads must be shared by carriers of 
agricultural products and the food manufacturers who, although working and 
processing the products of agriculture, are not reached by an exemption enjoyed 
by their competitors who freeze identical commodities. The exemption from 
regulation intended for the farmer and fisherman now accrues in many instances 
to the benefit of commercial interests and professional haulers. 

The impact of the court decisions can be more clearly seen when one con- 
siders that the commodities covered by the exemption can be handled in inter- 
state commerce by motor carriers without being subject to the Commission’s 
economic regulatory powers. These unregulated carriers are not subject to 
operating authority, control, rate regulation, rules requiring equal treatment 
to shippers, areas and commodities, and rules requiring insurance and claims 
responsibility. They can pick and choose whatever traffic they desire and 
establish their rates at whatever levels they wish without considering whether 
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the charges are reasonable or nondiscriminatory as required of regulated car- 
riers by section 216 (d) of the act. 

The volume of freight transported in direct reliance upon the statutory exemp- 
tion is known to be tremendous although it cannot be determined accurately. 
It has been estimated that while there are some 15,000 authorized motor carriers 
of property under the Interstate Commerce Act, there are nearly twice that 
many exempt truckers engaged in the transportation principally of agricultural 
commodities and seafood. No accurate records of the actual volume of traffic 
handled by the exempt truckers are available, but in certain areas traffic 
studies show that a large part of the movement is by truck and that the trans- 
portation is very largely conducted under the exemption of the statute. As 
some indication of the volume of unregulated traffic, according to a study made 
by the Bureau of Transport Economics and Statistics of the Interstate Com- 
merce Commission, in 1955 motor vehicles transported a total of 226 billion 
intercity ton-miles, of which only 75 billion tons, or 33 percent, were transported 
by regulated motor vehicles, and the remaining 67 percent was transported 
by motor vehicles which are presently exempt from regulation (except as to 
safety). 

AS a consequence, rail traffic is decreasing at an alarming rate. The traffic 
in fish out of New England is an example. As late as 1950 a sample of one 
month’s traffic showed 700 carloads of fish moving out over the New Haven from 
Boston. A year later the volume had decreased to about 70 carloads for the 
corresponding month and a year beyond that it was difficult to locate a dozen 
earloads for that particular month. 

From the standpoint of the railroads, the competition set up by motor carriers 
exempt from regulation is one of the most vicious forms of competition and one 
which is difficult—in many cases impossible—for the railroads to meet. 

The most important fruit and vegetable producing State served by Coast 
Line is Florida, where there are produced and shipped annually many thousands 
of carloads of fresh fruits, principally citrus fruits, and fresh vegetables of 
areas served by Coast Line are located in Alabama, Georgia, South Carolina, 
North Carolina, and Virginia. 

Coast Line, therefore, is vitally concerned with the tremendous inroads the 
unregulated, exempt motor carriers have made, and continue to make, in ever 
increasing volume, in the transportation of fresh agricultural commodities. 
The unregulated exempt motor carriers have created a most serious situation 
and one which causes grave concern to Coast Line and other railroads serving 
agricultural districts, particularly Florida. 

The conditions surrounding the rail transportation and the unregulated truck 
transportation of fruits and vegetables from Florida today are typical of those 
existing elsewhere in the agricultural South and present a clear picture of the 
competition with which the railraods are faced. 

The situation with respect to the Florida citrus fruits and vegetables is de 
picted by the information shown on the following statement: 
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Citrus fruit and vegetables moving from Florida to all points for years indicated 
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1 Season movement through Nov. 28, 1957. 


Source: Citrus’ U. 8S. Department of Agriculture, Federal-State Market News Service, Lakeland, Fla, 
Vegetables: U. S. Department of Agriculture, Federal-State Market News Service, Jacksonville, Fla. 


carriers. 


on unpublished rates). 


in the reverse direction. 


It will be noted that in the 1947-48 season the railroads handled 70 percent 
of the traffic in citrus fruits and vegetables. 
portion of this traffic had shrunk to 33 percent, and in the 1957-58 season move- 
ment through November 28, 1957, it has sunk to 26 percent. 
traffic in these commodities, most of it under the exemption, has increased from 
30 percent in 1947-48 to 74 percent in 1957-58. 
in the other States through which Coast Line operates reflects this same trend. 

Traffic handled in direct reliance upon the exemption accounts, however, for 
only a part of the total which the exempt trucker is able to divert from regulated 
Many exempt truckers, upon reaching market or storage point, make 
it a practice to lease their equipment to regular motor carriers for the return 
trip, hauling on such a trip commodities that are not exempt. 
trip leases, executed with a great degree of informality, provide the exempt 
trucker with some measure of compensation for the return trip, thus improving 
his competitive position in bidding for exempt traffic (which he is able to haul 
Some of them move exempt commodities both ways, 
e. g., transporting citrus fruit from Florida or peaches from Georgia to the New 
England markets and transporting fish and potatoes from New England origins 
The exempt truckers are now so numerous that it is 
extremely difficult to keep any check on their activities in order to evaluate 
their impact on the transportation industry. 
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A classic example of the perversion of the original intent of Congress to limit 
the agricultural exemption to the farm-to-market haul is the application of 
Trans-Cold Express, of Dallas, Tex., in MC 114045, Sub 6, seeking to transport 
seafoods, frozen, frozen cooked, breaded, stuffed, smoked, and precooked, from 
9 points in Massachusetts, Delaware, and Maryland to 34 points in Oklahoma 
and Texas. This illustrates how processed foods now come within the exemp- 
tion, how great the distance the poor “farmer” or “fisherman” must go to market 
his crops, and how the professional processor and hauler have slipped within 
the unregulated confines of the exemption. It constitutes a rather complete 
mockery of the original purpose for the exemption. 

The agricultural exemption, as interpreted by the Commission and the courts, 
has, aS we have seen, diverted a vast amount of traffic to unregulated carriers 
whose rates are not open to competition from the railroads. This loss of traffic 
is a serious blow to the economy of the Nation’s railroads—particularly those 
lines like Coast Line which do a large business in commodities from the agricul- 
tural community. Our industry in this time of crisis can ill afford the loss in 
this area and must obtain relief from some quarter. Such relief must be forth- 
coming immediately. 

Because of the well-defined pattern of judicial decisions broadening the exemp- 
tion, I am firmly convinced that tiie solution of our problem, if any, must come 
from the Congress. Therefore, it is encouraging to note that in the first session 
of the present Congress at least three bills were introduced to amend the agri- 
culture exemption. One of these, S. 2553, a bill which would substantially nar- 
row the scope of the exemption as it has been interpreted by the courts, was 
introduced by the chairman on July 15, 1957. 

Similar bills have been introduced over the years and have been actively 
supported by the Commission, the railroads, and other regulated carriers. They 
have been opposed by all the farm groups and by other interests, and have 
been quietly killed by the Congress. It is difficult to understand the continued 
farm opposition in view of the fact that unregulated carriage within the exemp- 
tion subjects producers to unstable rate structures which can often result in 
excessively high and even discriminatory rates in times of short supply of 
transportation. 

It is also difficult to understand the continued rejection by Congress of legis- 
lation which so vitally affects the regulated transportation industry. I urgently 
request the Congress to reexamine its position in this area. Amendment of the 
agricultural exemption will not cure all the ills of the railroad industry, but 
by giving railroads a chance to compete for a sizable amount of traffic, Congress 
can, by acting promptly, at least give us a leg up. 


VI. FEDERAL EXCISE TAXES ON TRANSPORTATION 


Of all the taxes levied by the Federal Government, the ones universally rec- 
ognized to be the most unfair and the most unnecessary are the Federal excise 
taxes on transportation of persons and property. 

These so-called temporary taxes had their origin in World War II when it 

vas felt that they would result in additional revenues to the Government and 
would also act as a deterrent to nonessential traffic. It was assumed that they 
would be repealed at the Close of the emergency. Unfortunately they have 
lingered on and, except for a minor 5 percent reduction in the passenger tax 
in 1954, they remain in full force and effect. The tax on transportation of 
persons is 10 percent and on property is 3 percent. 

We are opposed to these taxes because they affect both our passenger and 
our freight business adversely and because they are undermining the entire 
for-hire industry. The tax on passenger traffic drives people to private trans- 
portation, thus deterring travel by train just as effectively as it was intended 
to do during the war. It is a definite contributing factor in our ever-growing 
passenger deficit. The tax on freight traffic is an important reason why ship- 
pers are installing private systems of carriage to haul their own goods. By 
so doing, they avoid the excise tax, save money, and deprive the railroads of 
needed freight revenues. A good example of this is the recent statement by the 
president of the National Furniture Traffic Conference (reported in Traffic 
World for August 10, 1957) that 45 percent of the furniture manufacturers had 
their own trucks and one of the reasons for this was to avoid the transportation 
tax. 

Here is an area in which the railroads should be granted immediate relief. 
Shippers and carriers alike are agreed that these excise taxes must go. For 
years there has been talk of their repeal or reduction, but Congress has failed 
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to act. Now I am encouraged to note that some 37 bills advocating the repeal 
or reduction of these taxes were introduced in the first session of the present 
Congress. Evidently public opinion on this subject is becoming militant and 
beginning to move the Congress to action. I strongly concur in this opinion 
and hope that the Congress will act promptly to abolish these taxes. Their 
abolishment would be of considerable benefit to the railroad industry. 


VII. ROADWAY DEPRECIATION PRIOR TO 1943 


One way in which the railroads have been hurt, and I think unjustifiably, is 
through a ruling of the Internal Revenue Service with reference to accrual of 
depreciation on roadway property. Prior to 1943, for the purpose of the accounts 
prescribed by the Interstate Commerce Commission, the accrual of such deprecia- 
tion was optional with each railroad. However, beginning January 1, 1943,’ the 
Interstate Commerce Commission made roadway depreciation accounting manda- 
tory, except as to certain track elements of roadway property, such as rail and 
crossties. After this ruling became effective, the railroads sought to have the 
Internal Revenue Service allow roadway depreciation as a tax deduction. The 
Internal Revenue Service agreed to allow such depreciation as a tax deduction 
beginning January 1, 1943,’ but demanded that each individual railroad enter into 
a prescribed separate agreement with the Service for this purpose. Embodied in 
each such agreement was the requirement that depreciation prior to January 1, 
1943, be recognized. Presumably, in order to minimize clerical effort, the Inter- 
nal Revenue Service allowed the railroads the opportunity to agree that 30 per- 
cent of the investment in depreciable roadway property would fairly represent 
such prior depreciation. Most railroads accepted the 30-percent concept as an 
alternative to the multitudinous calculations that otherwise would have been 
necessary. 

This means that the railroads have never been allowed any tax credit for 30 
percent of the entire depreciation upon their roadway property, and unless this 
ruling is reversed they will never receive any tax credit for these substantial 
losses. 

This ruling has had two effects. When adopted, it was directed at the excess- 
profits tax. By shrinking the equity invested capital of each railroad, the amount 
of excess-profits tax was increased, although each such railroad had never received 
any tax credit for the depreciation prior to January 1, 1943, which the Internal 
Revenue Service required to be applied as a reduction in equity invested capital 
for excess-profits-tax purposes. This substantially increased the taxes paid by 
the railroads during the years when excess-profits tax was in effect. 

Although it was apparently not contemplated by the original ruling, there has 
been an additional effect. Where there is a substantial abandonment of roadway 
property, Such as a branch line; in other words, a retirement not contemplated 
in normal depreciation rates, the railroads are given no credit for 30 percent of 
the retirement loss, which is required to be deducted to represent so-called depre- 
ciation prior to January 1, 1943, on the theory that such depreciation was either 
allowed or allowable prior to 1943. The facts are that the railroads have never 
received any such allowance for this depreciation for tax purposes and did not 
even record such depreciation on their books.’ 

This ruling has resulted in considerable losses to the railroads. As an 
example, when Coast Line converted from steam of diesel motive power, it 
resulted in the sudden obsolescence of considerable property which was useful 
only for the maintenance and operation of steam power. This property was 
retired, and its value, limited by the ruling of the Internal Revenue Service, was 
a proper tax credit. The creditable loss was reduced by $591,273, representing 
the 30 percent past accrued depreciation to December 31, 1942. Computed at the 
1951 tax rate of 50.75 percent, the amount of tax paid was increased by $300,071 
due to the elimination of this amount, which had never and has never been a 
tax credit for the Atlantic Coast Line in any year. A similar adjustment was 
made in 1952 of $667,888, which, computed at the 1952 income tax rate of 52 
percent, resulted in an increased tax payment of $347,302. On these two items 
alone the Internal Revenue Service ruling has cost the Atlantic Coast Line 
almost $650,000. 


1 Some railroads completed negotiations in time to make depreciation accounting effective 
January 1, 1942 

2 Except. in the isolated cases where a few railroads ae of the optional provisions 
to accrue depreciation on roadway property prior to January 1, 1943. 
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The same effect is experienced with respect to branch-line retirements. For 
instance, in 1950 Coast Line retired four short branch lines in North Carolina, 
South Carolina, and Florida. Its retirement loss was reduced by $73,000, re- 
sulting in an increased tax of approximately $31,000. In 1953 another short 
branch line was retired, as to which Coast Line’s retirement loss was reduced by 
slightly more than $42,000, resulting in an increased tax payment of approxi- 
mately $22,000. 

The cumulative effect of this ruling has been substantial, as illustrated by the 
diesel obsolescence losses referred to heretofore. It seems to me that the ruling 
is wrong and that the railroads should be relieved from its effect. The com- 
mittee should be aware that this company has filed claim with the Internal 
Revenue Service for these additional tax credits, but as of this date this claim 
has not been allowed. 


VII. CONSTRUCTION RESERVES FOR TAX PURPOSES 


The railroad situation with respect to capital expenditures is particularly 
serious. With an income-tax rate of 52 percent for the Federal Government 
alone it becomes immediately apparent that it requires approximately $208 of net 
income before taxes in order to produce $100 available for capital expenditures. 
I repeat that this is net income, not gross, and is before taxes. The amount avail- 
able is further reduced by State income taxes. When this is coupled with 
the sharp increase in cost of living, which has affected railroads, if anything, 
more seriously than individuals, it willbe realized that a railroad must now 
earn approximately $600 in net income before taxes in order to make the same 
capital improvements which could have been made in the early thirties with a 
net income of approximately $100. 

As income-tax laws are presently constituted, such capital improvements as any 
railroad can make must be paid for from net income after all taxes have been 
paid. If some plan could be devised whereby such improvements could be 
made from net income before taxes, it would result in a considerable improve- 
ment in the railroads’ situation, and in my opinion would work to the public 
interest. If more funds were available for capital improvements, which are 
sadly needed on all railroads, there would be a considerable improvement in the 
physical plant and in the services rendered by the railroad able to make such 
improvements. 

As one example of what has happened and is happening to all railroads in the 
country, we might consider the situation with respect to a single 50-foot boxcar. 
Under current regulations of the Internal Revenue Service, such a car which 
is fully depreciated this year would have been purchased either in 1933 or 1930. 
The service life of such boxcars beginning this year is considered to be 25 years. 
Before this year the service life was considered to be 27 years and 5 months. 
In order to buy this car it was necessary for the railroad to earn $5,105 net 
before taxes in 1930, or $4,169 net before taxes in 1983. In the ensuing 25 to 
28 years the boxcar has been fully depreciated for income-tax purposes and the 
railroad has received a tax credit, from year to year, which in the long run 
equals the value of the boxcar less its salvage. By this means it has built up a 
reserve which, with the salvage derived from the useless car, equals the original 
investment. In the meantime, however, the cost of our class 0-30 boxcar, 
equipped with roller bearings, has risen to $13,400, nearly 4 times more than it 
cost originally ($3,650). The income-tax rate has also increased, and it is now 
necessary for the railroad to earn, net before taxes, an amount approximating 
$27,000 to purchase the same boxcar which could have been bought with a net 
income of $4,000 to $5,000 in the 1930's. 

In other words, it requires now 5 to 6 times as much net income to replace 
equipment which has been fully depreciated for income-tax purposes as it did 
when such equipment was originally purchased. When these figures are exam- 
ined, it is easy to understand the desperate situation in which the railroads find 
themselves with respect to improvement capital. 

There appears to be little that can be done about the increase in the cost of 
living, but something can be done about the heavy tax burden in relationship to 
the need for capital improvements. If the railroads were permitted to set up 
an annual improvement reserve, to be charged to operating expenses before taxes, 
the immediate result would be to cut in two the amount of net income needed to 
provide the capital for new equipment or physical plant. If such a plan were 
adopted, there should probably be some safeguards to insure that the money so 
accumulated would actually be spent for the approved capital purposes. One 
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way to insure such expenditures would be to require that all such funds not 
having been spent for capital purposes at the expiration of 5 years be added to 
the income account on the day following the expiration of the 5-year period and 
taxed at the rate applicable for years in which the deductions were made. 

This matter will undoubtedly be gone into more fully by others. I should, 
however, like to express to you my complete endorsement of it as a manner in 
which the solving of the extremely critical problem of capital replacement on 
railroads may be aided. 

IX. COMPETITIVE RATEMAKING 


Unless there be greater regulation of the other modes of transportation, I 
favor more deregulation for the railroads. Speaking for the Coast Line, I am 
generally in favor of the principle of ratemaking embodied in the so-called three 
shall nots as recommended by the Cabinet Committee to the effect that the 
Commission, in fixing minimum rates, shall not consider the effect of such charge 
on the traffic of any other mode of transportation, or the relation of such charge 
to the charge of any other mode or transportation, or whether such charge is 
lower than necessary to meet the competition of any other mode of transporta- 
tion, provided, that the rate is compensatory and nondiscriminatory. If enacted 
into law, this would give the railroads greater scope in competing with the other 
modes of transportation. Ordinarily, the railroads’ competitive advantage, if 
there is one, takes the form of lower cost, and the proposed amendment would 
allow that advantage to be exploited to the ultimate advantage of the public. 
Other modes of competition have the right to exploit their inherent advantages, 
and the railroads should be given equal right to exploit their inherent advantages. 

This appears to be squarely in line with the thinking of the Supreme Court 
in the recent Schaffer Transportation Co. case, decided December 9, 1957, wherein 
in the Supreme Court stated : 

“The ability of one mode of transportation to operate with a rate lower than 
competing types of transportation is precisely the sort of ‘inherent advantage’ 
that the congressional policy requires the Commission to recognize.” 

I am strongly opposed to the principles of the three shall nots for intramode 
application. Motor carriers, water carriers, and railroads each have different 
service and cost characteristics. In the case of one railroad competing with 
another, the same sort of service is involved. It follows that the rates must 
reflect average conditions. 

There is no disposition on my part to engage in unfair practices against 
other modes of transportation, but, as stated, I do think the railroads ought to 
have the right to exploit such advantages as they may have, just as the other 
modes of transportation are now exploiting their advantages. 


X. RAILROADS GETTING INTO OTHER FORMS OF TRANSPORTATION 


The railroads, including Coast Line, have engaged to some extent in substi- 
tuted motor-for-rail service, which has proved to be extremely beneficial in past 
years. At first, the certificates issued by the Commission to such carriers were 
not limited and the railroads were free to render a complete transportation 
service. However, very few of the railroads availed themselves of the oppor- 
tunity of acquiring such unrestricted motor-carrier certificates following the 
Motor Carrier Act of 1935. Now, some 20 years after the issuance of such 
authority, these cases are still in litigation, and the Supreme Court must deter- 
mine whether the Commission was justified in granting rail-owned motor car- 
riers unrestricted operating rights and the attendant question as to whether they 
will be authorized to grant similar rights in the future. See docket No. 101, 
American Trucking Association, Inc., v. United States, and No, 110, Railway 
Executives Association v. United States (collectively referred to as the Rock 
Island case). 

The major opposition to the granting of unrestricted certificates is based upon 
the contention that discriminatory practices and unfair competitive advantages 
may result from such dual operations. It is not unlikely that the courts will 
find that the Commission has authority to issue such certificates where the 
“circumstances and conditions” justify same. Even so, the Commission will be 
reluctant to grant other railroads (such as Coast Line), whose certificates have 
always been restricted, all-out authority under their present policy. Therefore, 
the answer to the real problem as to whether railroads will be allowed to 
extend and improve their operations lies in legislation rather than in litigation. 

The present policy referred to above, from its inception in 1936, was brought 
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about by the imposition of certain restrictions on certificates authorizing sub- 
stituted service. These restrictions have increased over the years and now pro- 
vide, in substance, (1) that operation will be limited to service which is 
auxiliary to, or supplemental of, rail service; (2) that operation shall not be 
conducted through or between certain key points; (3) that carrier shall not 
interchange at a point not a rail station on its line; (4) that operation shall be 
a prior or subsequent rail haul; and (5) that the Commission reserves the right 
to impose other restrictions in the future. In the great majority of these pro- 
ceedings, the Commission has attached 1 or more of the 5 basie conditions which 
have been designed to keep the motor operations of railroads auxiliary to, or 
supplemental of, train service and for the purpose of protecting motor common 
carriers from any competitive advantage that may accrue to the railroads as a 
result of such authorizations. 

For the most part, these operations were used to take the place of peddler or 
way-freight service in what is referred to as station-to-station service. Thus, 
the shipper received faster service and the railroad was allowed, even under 
the restrictions, to conduct an operation that was more economical. The benefit 
and economical advantages of these operations have been so limited in scope by 
the restrictions that some of these services have been abandoned and others 
have become less and less important in the overall picture. 

For example, the importance of removing even one restriction is illustrated by 
the removal of Manchester, Ga., as a key point restriction on Coast Line in 
January of this year. Prior to this removal, 61 merchandise cars operated 
from Manchester to Cordele, Ga., in 1955, due to key point restrictions, involving 
a minimum of 3 days’ detention per car, or a total car detention of 183 days, 
whieh, by virtue of the authority to remove said restrictions, Coast Line could 
eliminate this expensive operation and render a complete service to its patrons. 

The prohibition against removing these restrictions was predicated on the idea 
of equalizing the competitive status of the varied forms of transportation by 
keeping each separate and distinct, thereby assuring the public of the opportunity 
of obtaining the services at all. However, the purpose for which this prohibition 
was established has been diminished and practically eliminated by the tre- 
mendous inroads which the unregulated carriers have made, and continue to 
make, in the field of transportation. While the regulated carriers battle each 
other and struggle to meet their ever-increasing costs they are powerless to meet 
the competition of these unregulated or free-lance carriers, and the latter con- 
tinue to gobble up selective traffic. Therefore, the present policy of restricting 
this economical operation and denying the railroads the opportunity of rendering 
a complete transportation service in order to protect the motor common carrier 
is antiquated and the railroads should be relieved of this straitjacket. 

Another form of integrated transportation which the railroads have gone into 
is the trailer on flat cars or so-called piggy-back operation. This, of course, 
is not a new idea and was, in fact, first put into practice on the Long Island 
Railroad Co. as early as 1889. In those early days, loaded wagons were loaded 
on flatears to New York City, along with cattle cars transporting the teams and 
coaches with the drivers. The novel idea, no doubt, speeded up the service, but 
did not prove to be profitable for the railroads and the operation was soon dis- 
continued. Several railroads toyed with the idea again as early as 1920, but it 
was not actually developed or used to any extent until the New Haven & Bur- 
lington, in recent years, became the pioneer in developing this method of opera- 
tion and opened the way for other railroads to combine the inherent advantages 
of rail and truck service. Today, 39 railroads have adopted it in one form or 
another, i. e., various combinations of either lift-on, lift-off or roll-on, roll-off in 
open or closed tariff methods. In the lift-on, lift-off operation, only the trailer 
bodies are placed on rail flatears, whereas in the roll-on, roll-off operation (not 
generally in use today) the entire truck, including power unit, is placed on the 
rail flatears. Under the lift-on, lift-off operation, a few of the railroads have 
adopted the open-tariff method by publishing joint rates for TOFC operations 
in connection with motor common or contract carriers. On the other hand, the 
majority of the railroads now using piggyback operations provide for an all-rail 
service whereby freight is transported at rail (motor competitive) rates, on rail- 
road bills of lading and in trailers provided or operated for the railroad. How- 
ever, experimentations are now being conducted by other railroads to determine 
the most feasible and economical combinations that can be used in this unique 
operation. For example, one railroad has adopted the lift-on, lift-off method 
whereby the trailers are hauled in gondola cars rather than flatears used in con- 
ventional piggyback operations. Also, the extent of such operations is limited 
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by some railroads to a flat charge for hauling trailers, loaded or otherwise, and 
they do not deal with it on a commodity basis. 

Specifically, the Commission has ruled that railroads may transport freight 
in their own trailers on flatcars without holding any authority under part II 
of the act, and that the motor-carrier operation of such trailers in collection 
and delivery service at the termini comes within the partial exemption of section 
202 (c) (1) of the act (Movement of Highway Trailers by Rail, 293 I. C. C. 93). 
Moreover, such operations could be conducted in connection with private car- 
riers, since they have been held to be shippers (Trucks on Flat Cars Between 
Chicago and Twin Cities, 216 I. C, C. 435), but operations in connection with 
contract carriers would be confined to that territory which they are authorized 
to serve under their own certificates. In connection with common carriers, sec- 
tion 216 (c) of the act specifically authorizes the establishment of motor-rail 
joint rates, and the Commission has considered and approved such arrangements 
in Motor-Rail-Motor Traffic in East and Midwest (219 I. C. C. 245). 

The idea of separate but equal forms of transportation that is the basis for 
the prohibition that has heretofore prevented the railroads from engaging in 
other types of transportation is completely out of line with modern conditions. 
In the light of the phenomenal development of unregulated carriers, it is ridicu- 
lous to say that motor and rail carriers have equal opportunities. This, coupled 
with the needs of the shipping industry for a complete transportation service, 
makes it necessary and, indeed, imperative that railroads be allowed to engage in 
any form of transportation where it can be shown that such will be in the public 
interest. 


XI. USER CHARGES 






Our competitors are, in many instances, furnished essential portions of their 
operating plants by the Government at little or no charge. As long as this situ- 
ation obtains, there can be no equal competitive opportunity. 

Water carriers are furnished waterways and navigational aids at no charge. 
Without them they could not operate. For instance, without lockage most of 
the water carrier operations would cease. The Government provides the locks 
and pays for their maintenance and operation. There is no charge made for 
their use—even for their use for commercial purposes. In addition, there is 
constant deepening and widening of waterways, all of which is at the sole ex- 
pense of the Federal Government. 

Air carriers are furnished navigational aids and weather information services 
at no charge. The charge made for their use of airports is nominal. 

Many of the services performed by the Federal Government purportedly to 
be in the public interest provide an added special benefit to individuals or grounrs. 
The Government is also extensively engaged in the sale and leasing of Govern- 
ment-owned resources and property. For these services and faciilties, the Gov- 
ernment makes certain user charges falling in two broad categories—those related 
to recovering the cost of providing a special service or benefit, and those con- 
cerned with recovering a fair market value for the use or sale of resources or 
property. 

Unfortunately, there has been no uniform policy or procedure for applying 
user charges, and discrimination has resulted which ultimately leads to hidden 
subsidies and a burden on the general taxpayer. To correct this inequitable 
situation, the President had a study made among executive agencies. This 
study resulted in the issuance by the Budget Bureau on November 19, 1957, 
of a bulletin instructing all executive agencies to prepare specific legislative pro- 
posals which would establish a uniform Government policy on user charges look- 
ing to the recovery of full costs for services and the obtaining of a fair market 
yalue for property. These legislative proposals are to be aimed particularly 
at present laws restricting charges or fees in any way, and they are to be sub- 
mitted to the Budget Bureau by February 1, 1958. 

Excluded from coverage in the bulletin are the fee aspects of water resources, 
postal rates, fringe benefits for employees, and disposal of surplus property. 
Presumably, however, the costs of providing highway, airway, and inland water- 
way navigation aid and facilities are included and will be studied. Mr. Louis 
S. Rothschild, Under Secretary of Transportation, has just announced that the 
Department of Commerce is studying the imposition of user charges for the use 
of federally provided navigation facilities on inland waterways. This study is 
the result of the Budget Bureau’s directive and “growing public sentiment that 
the general taxpayer should not be continuously called on to carry all the cost 
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of special services rendered by Government to individual segments of the 
economy.” 

This can easily be illustrated by the situation here in Washington. The 
National Airport at Washington, entirely owned by the Federal Government, 
at an investment of $23 million, not only removes this asset from taxation 
but provides all of the services needed by commercial planes for a field use 
charge of $525,471. As compared to this, the Washington Railroad Terminal 
did not cost the taxpayer anything, maintains itself, and paid taxes in 1956 
amounting to $1,845,045.63. Similar comparisons may be made all over the 
country. The Jacksonville (Fla.) Terminal Co. paid 1956 taxes in the sum 
of $172,927.31 while, of course, the municipal airport there paid none. 

Every consideration of sound public policy, as well as justice and equity, 
supports the principle that the costs of providing transportation facilities should 
be placed upon those who use them and as nearly as possible, in accordance 
with relative use. 

This principle was thus authoritatively stated in the work of Charles L. 
Dearing and Wilfred Owen entitled “National Transportation Policy,” published 
in 1949 by the Brookings Institution : 

“The major costs of providing and maintaining public facilities should be 
assessed directly against the transportation agencies which demand and use 
them rather than against the general taxpayers.” 

The same idea, which appeals to the basic sense of fairness, was thus endorsed 
by Charles Sawyer, Secretary of the Department of Commerce of the United 
States, in his December 1949, report to President Truman entitled “Issues In- 
volved in a Unified and Coordinated Federal Program for Transportation” : 

“Imposition of such user charges would not only serve to test the utility of 
the various promotional activities in which the Government engages but would 
tend to place all forms of transportation on a more equitable basis.” 


XII. ADVERSE FEDERAL LEGISLATION 


Much has been written and said about the condition in which the railroads 
find themselves at this time. I have indicated the situation which obtains on 
the Atlantic Coast Line. Others will tell of their own situations and the 
picture as a whole is one which is, to say the least, not conducive to optimism. 


Yet, in spite of this, there are today a number of measures proposed to the 
Congress which would add to the burden of the railroad industry. At a time 
when the industry is seeking lifesaving relief, adoption of further burdensome 
and unnecessary legislation is certainly uncalled for. 

Let me, Mr. Chairman, refer to some of these measures. 


Railroad unemployment insurance and sickness insurance law 


There are presently pending in Congress two measures, 8. 1313 and H. R. 4353, 
to increase benefits and taxes under the Railroad Retirement and Unemploy- 
ment Acts. If either bill is enacted, payroll taxes paid by the railroads to 
support the retirement and unemployment systems would be increased by a 
quarter of a billion dollars more than the 1957 payroll taxpayments of $440 
million. 

The glaring inequities of the present Railroad Act are shown by the fact 
that the railroads now pay a retirement tax of 6% percent on up to $350 
monthly earnings of each railroad employee, while industries covered by the 
general social-security system pay a tax on only 24% percent on $350 monthly 
earnings of their employees. In addition, the railroads pay the entire’ cost 
of the unemployment and sickness benefit systems without contribution by 
the individual employees. Due to a depletion of the balance in the railroad 
employment insurance account, the unemployment tax paid by carriers will be 
increased from 2 to 2% percent, effective January 1, 1958. The increase of 
one-half percent will add approximately $21 million per annum to the payroll 
taxes of class I railroads. 

The proposed bills would provide a flat 10-percent increase in retirement bene- 
fits over and above the 10 percent granted last year. They would provide an 
increase in the taxable compensation to $400 per month and an immediate increase 
in the rate of tax from 6% to 74% percent and subsequent increases to 8%4 and 
9 percent. 

Referring now specifically to the unemployment and sickness provision of the 
act, the railroad system’s problem is particularly acute. Before the 1954 amend- 
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ments, a railroad employee earning $1.70 an hour for six 40-hour weeks qualified 
for benefits of $15 per week but can now qualify for $34 per week. A person who 
earned $85 per week in railroad work for 18 weeks formerly would qualify for 
$22.50 per week benefits for a total of $585. Now this same individual can qualify 
for $42.50 per week for a total of $1,105. With only 5 weeks’ work in his base 
year, the $85-per-week man previously received benefits of $15 per week—now 
he gets $42.50. 

As a matter of equity, a railroad unemployment insurance system should pro- 
vide protection only for bona fide railroad employees temporarily out of work 
because of force reductions during periods of recession, and who are available 
for work and unsuccessfully seeking work during their layoff period. However, 
the present law permits the payment of unemployment insurance to what might 
be termed only casual railroad labor, that is, employees who work for a railroad 
only during a minor fraction of the year, and who may be in noncovered employ- 
ment during the remainder of the year. 

Under the present unemployment insurance law, the sole test of eligibility for 
unemployment insurance is whether the employee claiming such insurance earned 
$400 in railroad service during the base year. With repeated wage increases 
tending to pyramid rates of pay, it now requires only a few weeks for a railroad 
employee to earn the $400 required to qualify him for unemployment benefits. 
The large number of casual labor drifting into and out of railroad employment 
ereates a continuing drain upon the unemployment insurance fund with resultant 
repeated increases in the rate of unemployment insurance tax paid solely by the 
railroads. 

Although many of these “short service” people often have a much more sub- 
stantial State unemployment coverage than railroad coverage, many thousands 
draw large amounts from the railroads.’ In the benefit year 1954-55, 56,000 indi- 
viduals with total base year earnings of less than $1,300 drew railroad unemploy- 
ment benefits—nearly half of these had earnings of from $400 to $750. Several 
thousands also drew sickness benefits. The unemployment and sickness benefits 
averaged around $30 per week and total overall costs were some $30 million. 

It should be emphasized that railroad unemployment insurance is available not 
only to an employee who is out of work through no fault of his own, but to any 
and all railroad employees who leave railroad service for any reason whatever, 
including those on strike and those discharged for misconduct or other causes. 
Even employees who voluntarily quit may draw unemployment insurance, the 
only penalty being the deferment of payment for 30 days. 

The sickness insurance benefits reflect the same inconsistencies and extrava- 
gancies with the added liberality of maternity benefits, available only to a minor 
fraction of railroad employees, and then at the rate of time and one-half for 
certain periods prior to and after childbirth. Here again the sickness insurance 
benefits should be available only to bona fide railroad employees with a continuing 
connection with the railroad industry, prevented from working by sickness or 
accident through no fault of their own. 

Notwithstanding the glaring inequities already contained in the present law, 
S. 1313 and H. R. 4853 would grant increased and extended unemployment and 
sickness benefits which would permit individual beneficiaries to draw $12,000 or 
more in benefits for one period of unemployment. To support the unemployment 
system would require an increase of approximately $76 million per year in rail- 
road unemployment taxes. 

The railroads oppose S. 1313 and H. R. 4353 but support S. 1630 and H. R. 
6016, which would amend the Railroad Unemployment Insurance Act so as to 
protect the benefits of bona fide railroad employees and remove certain inequities. 
As mentioned above, these inequities result in “donation of benefits” to railroad 
employees who voluntarily quit the industry, who are discharged or separated 
for misconduct, who strike against the industry, and who when eligible for 
immediate age or disability annuities, apply for higher sickness and unemploy- 
ment benefits, deferring their applications for annuities until such benefits are 
exhausted. 


Motorcar bill 

Another example of such legislation is the track motorcar bills, S. 1729, H. R. 
6384, and H. R. 6385. 

These bills would repeal section 27 of the Interstate Commerce Act and add a 
new section 27 to provide in substance that no carrier shall operate or permit 
to be operated any track motorcar “not subject to the carrier’s operating rules 
covering the movement of trains, without their being accorded protection against 
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collision through the establishment and enforcement of adequate rules and 
regulations, or without supplemental protection, which may be afforded through 
the use of timetable and order systems, block-signal systems, track-control 
systems * * *,” 

It is further provided under these bills that each carrier shall file its rules and 
regulations with the Interstate Commerce Commission and thereafter such rules 
and regulations will become obligatory upon the carrier. If the carrier fails to 
file rules and regulations, the Commission will prepare the rules and regulations 
to be observed by the carrier and thereafter such rules will be obligatory. 

Reduced to simple terms this bill would permit the application to track 
motorears all of the rules and regulations now pertaining to train movements. 
Such precautions are unjustified and would seriously handicap the railroads by 
complicating efficient and practical movement of track motorcars and the work 
performed by maintenance-of-way crews. This is merely another case of unnec- 
essary restrictions placed upon the railroad industry by Federal legislation, 
which cannot be justified from a practical operating standpoint. Such bills are 
harmful to the economical and efficient operation of the railroads and, because 
of increased cost and delay, may be detrimental in competing with other common 
earriers who are permitted to operate without the burdens of the restriction. 


Amendments to Hours of Service Act 


S. 1672 and 8S. 2480, presently pending in Congress, are designed to amend the 
Hours of Service Act, and, if enacted, would: 

(1) Reduce the maximum permissible working period from 16 hours in 
a 24-hour period to 14 hours for train and engine service employees. 

(2) Include signal maintainers within the same restrictions applying to 
train and engine service employees. 

Preliminary studies indicate that the proposed changes in the law would 
adversely affect the carriers in their operations and would prove more costly 
without any substantial beneficial effect on the employees involved. As an 
example, in many instances crews now make a trip and return home within the 
16-hour limitation, thus permitting mileage and overtime which would not be 
possible with a 14-hour limitation. Bringing the signal maintainers under the 
law would hamper operations, increase costs, and prevent the practice of having 
maintainers hold themselves in readiness for emergencies. 

The railroads are opposed to these bills on the basis that they serve no useful 
purpose and increase restrictions and regulations in a field already overregulated. 


XIII. UNITED STATES GOVERNMENT CUTBACKS 


During the World War II period when a vast amount of traffic was moved by 
the railroads for the United States Government, prime consideration was given 
to expediency. As a consequence thereof, and because of the shortage of man- 
power, particularly experienced rate technicians, there were quite a few errors 
in the application of rates. These errors included both undercharges and over- 
charges, and involved principally the application of land grant deductions then 
available to the Federal Government (later eliminated, effective October 1, 1946). 

After the war, the General Accounting Office of the United States Government 
began auditing accounts of freight movements, and also passenger movements, 
although figures hereinafter refer solely to freight. These audits resulted in an 
enormous number of cutbacks being made against the railroads, involving 
millions of dollars. These cutbacks are still being made for World War II 
traffic as well as traffic which moved subsequent thereto. 

Cutbacks are made pursuant to title 49 United States Code Annotated, section 
66, which provides that the United States Government can deduct the amount 
of an overpayment made to a common carrier for transportation from any 
amount subsequently due such carrier on later traffic. 

There is absolutely no limitation in this statute; the Government can make 
cutbacks at any time the General Accounting Office discovers an overpayment or 
overcharge. On the other hand the railroads have only 6 years from the time 
of the transportation of freight for the Government in which to discover an 
undercharge and institute legal action to recover same. 

When cutbacks are made by the Government, the affected carrier may file 
a supplemental bill with the General Accounting Office contending that the 
claimed overcharge is erroneous. If such bill is filed within 10 years from 
the date of cause of action, it will be considered by the General Accounting 
Office. However, if the carrier so desires, it can go into court within 6 years 
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of the time of the cutbacks and institute a suit on its supplemental bill for the 
recovery thereof. 

As a direct result of cutbacks or deductions, Atlantic Coast Line Railroad Co. 
has been, or is now, involved in 18 suits and supplemental suits against the 
United States Government. 

The cutbacks on which suits have been instituted involve shipments which 
moved during the World War II period or subsequently thereto, and said 
cutbacks total an estimated $2,250,000. To date only an estimated $125,000 of 
this amount has been recovered and approximately $2 million has been dis- 
allowed. There are several controversies pending at the present on which 
suits will probably be instituted. 

Since the authority of the Government to make cutbacks is not subject to a 
statute of limitations it is imperative that the railroads keep detailed records 
of all Government movements for an indefinite period. Because of this, the 
accounting department of the Atlantic Coast Line Railroad Co. keeps records on 
Government shipments much longer than on other shipments. The exact cost of 
maintaining these records cannot, of course, be computed, however, there is 
no doubt that it is quite high. 

An additional burden placed on the railroads is that when a cutback is made 
the railroad is deprived of the use of money rightfully belonging to it for 
several years, even though such amount may eventually be recovered by suit. 

In the last session of Congress, the Senate passed Senate bill No. 377 which 
bill has been referred to the House Committee on Interstate and Foreign Com- 
merce. This bill has the support of the railroads; and while it would not 
completely remedy the situation above set out, it would afford some relief. 

Senate bill No. 377, if passed, would: 

1. Amend title 49, United States Code Annotated, section 16 (3) (e), so as to 
make the cause of action for the collection of overcharges and undercharges on 
Government traffic accrue from the time of payment of the transportation charges 
or from the date of subsequent collection by the United States of a railroad 
overcharge, whichever is later. The cause of action now accrues from the time 
of delivery or tender of delivery of the shipment, or from the date of the cutback. 

2. Amend title 49, United States Code Annotated, section 16 (3), by adding 
another subparagraph. This new subparagraph would limit both the carrier and 
the Government to 2 years in which to file claims with the Interstate Commerce 
Commission or institute suit on an overcharge or undercharge from the time 
the transportation charges are paid or from the time of the cutback. 

3. Amend title 49, United States Code Annotated, section 66, by limiting the 
Government to 3 years from the date of payment of a carrier’s bill within which 
to make cutbacks for an overcharge. The amendment would further limit the 
carriers’ administrative remedy before the General Accounting Office to 3 years 
trom the date of cutbacks instead of 10 years as is now the case. 

This latter provision of the bill is felt to be favorable to the railroads as it 
would permit them to keep their records more or less current and would lead 
to a quicker termination of controversies. 

The 3-year limitation period for cutbacks in Senate bill 377 will not apply 
during wartime and none of the provisions of the bill will be retroactive. Not- 
withstanding this, it is still felt that the passage of the bill will at least alleviate 
some of the inequities now existing, even though it will not eliminate them. 


XIV. CONTRIBUTION OF THE RAILROADS 


The part which the railroads have played in the development of this Nation 
is too well known to repeat here. Volumes have been written on the subject. 
Government and industry spokesmen are in agreement with Chairman Clarke 
of the ICC, that the railroads have played and are playing a major role in 
meeting the great bulk of the Nation’s transportation requirements and that 
they must continue to do so. Our self-interest in preserving our system of free 
enterprise and the interest of the national defense demands that the solvency 
of the railroads be maintained. 

Disregarding past history, I should like to discuss briefly the very material 
contribution which the railroads are making today in the economy of this Nation, 
in addition to the very well-known and obvious fact that they are supplying 
the vital transportation needs of the country. 
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The railroad industry as a whole employs an army of approximately 1 million 
wage earners, with an average annual payroll exceeding $544 billion. In our 
territory, the Southeast, the Atlantic Coast Line ordinarily has over 18,000 
employees, with a payroll of more than $91 million a year. Needless to say, 
those earnings are channeled back into the economy of the communities in which 
the employees live, and a portion of those earnings go to pay Federal, State, 
and local taxes to support our public works and educational systems. 

In addition to payrolls, the amounts expended by the railroads for fuel, new 
yail and track material, including crossties, for the maintenance of cars, loco- 
motives, and signal equipment, and in the purchase of the great variety of 
supplies which the railroads need to maintain the high standard of their service 
runs into billions of dollars. 

As you have heard from other witnesses, the railroads have been handicapped 
by the lack of investment capital to provide new equipment to overcome in- 
creasing car shortages. The great majority of new cars and locomotives which 
have been acquired recently have been under lease-option or equipment-trust 
arrangements. In addition, we have aided the economy by contracting to 
acquire new cars as hereinbefore detailed. But under present economic condi- 
tions we cannot afford to continue to make such acquisitions. Unless the rail- 
roads are freed from the restraints of overregulation, unfair competition, and 
inequitable tax burdens, they will not be in a position to go out into the financial 
market and acquire the capital necessary to purchase the new equipment re- 
quired by the needs of our shippers. I realize this is repetitious and overlaps 
what others have said. But it cannot be emphasized too much. For unless 
the situation is corrected the railroads will not be able to make the contribution 
which they rightfully should make to the healthy economy of the country through 
the maintenance of full employment and the continuation of their high pur- 
chasing power. 

Through their several industrial departments the railroads have been largely 
instrumental in influencing the establishment of new industries in the South 
and in the expansion of existing plant facilities. On the Coast Line alone, 160 
new industries were established on our line during 1956 and 42 plants were en- 
larged, involving the investment of many millions of dollars and the employment 
of thousands of additional wage earners. 

During 1956 the railroads in the aggregate paid to the Federal Government 
taxes amounting to the staggering total of $728,504,655. In addition, large 
amounts of taxes were paid by the railroads to the State and local governments. 

During 1956 the Coast Line’s Federal tax burden was $7,669,084.75. In addi- 
tion, we paid State taxes in the six States through which we operate. 

Major items in our State tax burden are the corporate income tax, ad valorem 
or property taxes on property owned within the State, the sales and use tax 
on property purchased or used within the State, the franchise tax for the priv- 
ilege of doing business in the State, and various smaller taxes for licenses, 
documentary stamps, ete. The following is a breakdown of the major taxes paid 
by Coast Line in 1956 to the States of Virginia, North Carolina, South Carolina, 
Georgia, Florida, and Alabama, showing the totals on each tax for all States: 


RINORUND | WRT clei cib bi geen crise alate daemon ean ccna cciaes hada $209, 541. 39 
OtON OE BOR CBS sienna coh ti qusiasntietlnngureas ween Seedy 547, 346.13 
State taxes (including franchise, license, documentary stamp, 

OO, Gn cee eS oo ckceerslnenabistettccs aie eins sie 644, 210. 89 
County taxes (including ad valorem, drainage, etc.) .-.-__..----- 3, 845, 502.68 
Municipal taxes (including ad valorem, license, etc.) ___-_____--- 674, 999. 56 

OCW site a eek Hi al de cote bekn Net ee 5, 921, 600. 65 


Our total tax burden, Federal and State, was $13,590,685.40. When you con- 
sider that our net income in 1956 was $11,834,510.71, this tax burden becomes 
quite significant. 

Many municipalities and counties throughout the country are able to survive 
only because of the tax revenue received from the railroads. 

Let us take a look at the tax contribution which the railroads have made to 
one State alone—Florida. During 1956 they paid nearly $6% million in ad 
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valorem taxes to the counties and cities in Florida. In addition, Coast Line 
alone paid taxes to the State of Florida for the year 1956 as follows: 


$110, 011. 93 


Auto transportation mileage tax 
Auto license 
Documentary stamps. 


$1, 322. 
County taxes: 
Ad valorem, general purposes $ 52 
Ad valorem, schools 08 
Drainage tax 


1, 855, 111. 


Municipal taxes: 
Ad valorem 
License 885. 95 


284, 382. 


Grand total 2, 280, 827. 91 


The other lines operating in Florida paid taxes proportionately. 

The economy of some of the Florida counties and local school systems are 
almost wholly dependent upon the tax revenues received from the railroads. 
For example, they pay 36 percent of all ad valorem taxes in Baker County; 21 
percent in Citrus County; 24 percent in De Soto County; 24 percent in Flagler 
County ; 27 percent in Gilchrist County ; 23 percent in Glades County ; 43 percent 
in Sumter County and 43 percent in Union County. 

Approximately one-half of the ad valorem assessment was allocated to the 
public-school system, so it is readily apparent that the loss of this source of tax 
revenue would strike a serious blow to the educational system in many of the 
Florida counties. And the same would be true in other States as well. 

In addition to this considerable tax contribution, the railroads in Florida add 
to that State’s economy in many other ways. I hope this continued reference 
to the State of Florida may be excused when it is considered that the major 
portion of Coast Line’s business is done there and we have a peculiar interest 
in its welfare and in its relation to the railroad industry. It is for this reason 
that I wish to emphasize railroad contributions in that area. 

Along lines which total 4,691 route miles within the State, the railroads employ 
some 16,000 persons. These Florida employees were paid an estimated $80 million 
in wages and salaries in 1956, which, of course, was channeled back into the 
State’s economy in terms of purchasing power and tax payments. 

The railroads also spent an estimated $7,500,000 for fuel, materials, and sup- 
plies in Florida in 1956. This figure at first blush seems rather small when 
compared with a total expenditure by all class I railroads in 1956 in all States 
of $1,883,848,000 for such items. But when it is considered as a part of the 
total contribution by the railroads to the State of Florida, it takes on consid- 
erable stature. 

These tangible contributions to the State, including payment of taxes, payroll, 
and money spent in the State’s markets, must be added to the many intangible 
contributions made by the railroads. The railroads provide vital transportation 
service, help to attract new industries, and provide resident employees that 
are a valuable asset to their communities and their State. 

The State of Florida, just as her sister States across the Nation, can ill 
afford to lose the amount of lifeblood that is represented by her railroads. Their 
contributions which are so hastily mentioned above deserve considerable atten- 
tion and an honest and fair appraisal. 

Mr. Chairman, the railroad industry is one of the basic factors in our national 
economy. It is also a major factor in our national defense. This industry has 
come upon hard times. We are facing troublesome days. Within the limits of 
our means we have taken advantage of technological improvements. To the 
extent financially and technically possible we will continue to improve our 
service and to reduce the cost of rendering it. 
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However, we are faced with many problems, some of which have been referred 
to here, over which we have no control. 

You can help us a great deal by taking steps to insure that all forms of trans- 
portation receive equality of treatment by the Government. 

It is fitting to invite your attention to the published policy statement of the 
United States Chamber of Commerce relating to the maintenance of a strong 
transportation system. It is: 

“To provide transportation services and facilities adequate for the general 
economy and security of the Nation at reasonable rates and to assure the con- 
tinuance of a transportation system under private ownership and operation, it 
is necessary that all forms of transportation, and particularly the essential 
common carriers, be afforded, under regulation consistently applied, a healthy 
business atmosphere in which to operate and competitive opportunities which 
will conserve for the public good the advantages of each; that all forms of 
transportation should receive equality of treatment by the Government, Federal, 
State, and local; that they be free from Government competition ; and that each 
be regulated only to the degree clearly required by the public interest.” 

Thank you very much. 

Mr. Rice. I feel it is very proper and very gratifying that you 

entlemen are conducting a hearing into the situation now confront- 
ing the American railroads. I feel it is in the public interest for two 
reasons: 

No. 1., as a brigadier general in the United States Reserve Corps 
and as exchange officer of the Military Railway Service Reserve I am 
very much interested in what the railroads mean to the national de- 
fense effort of this country. I feel that to sit here as we have, for the 
last several days, and hear managements of great rail systems tell you 
that maintenance is being deferred, that they are not building equip- 
ment, and for many other reasons their services have been reduced, is 
a very serious thing, and I think it affects the welfare of this country. 
It affects the welfare of every citizen. And I am sure that something 


will come out of this that will be helpful in our defense effort. 
The records show what pagans: in World War II regarding the 


railroads. You know that they carried 90 percent of our military 
travel and freight, 97 percent of the organized personnel movements. 
And I am sure you also know that, as was so well expressed yester- 
day by the president of the New England Railw ay, if there is another 
one they will be right back with that movement again. 

I am sure you also know that whenever any of the cities or metro- 
politan areas of this country decide to determine what they would do 
in case of a disaster, who they call in to talk about evacuation, they 
call in the railroads. The first thing they want to know is the equip- 
ment available, and how can it be gotten here. I am sure you also 
know that right here in the city of W ashington, at 5 oclock in the 
evening, it is very difficult to cross the river into Virginia. What 
would happen if you didn’t have the railroads to move the people out 
of this city, and many, many others? 

I feel that in our warmaking potential, in our practices of stock- 
piling strategic materials and stockpiling implements of war, we need 
to stockpile a railroad potential that is vigorous and good and capable 
of doing the job that was so necessary in the last war. Where would 
we have been in 1942, gentlemen, if our railroads had deteriorated to 
a point that they had deferred maintenance? They went through the 
war years with very little manpower and very little steel with which 
to rebuild themselves. 

The railroad situation is also in the public interest because of our 
national economy. And I want to stress that again. We need a 
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vigorous national economy, not only to carry on our peacetime en- 
deavors but also to keep active our war potential. And think of the 
million families of railroad people in this country who depend on the 
welfare of the railroads. Think of the communities through which 
they operate. Think of the suppliers. Think of the small merchants, 
the storekeepers. 

It was my privilege recently to address a chamber of commerce 
in one of the towns in which we operate, a town in which we re- 
cently had to lay off people. They weren’t interested in me. They 
weren’t interested too much in Coast Line. But they were inter- 
ested in when we were going to put those people back to work— 
the hardware salesman or dealer, the automobile dealer, the local 
clothing store merchant. They were very much interested because 
that is where they derive their livelihood from. 

And we do a job in the interest of every American citizen when 
it comes to taxes. 

Coast Line is no different from all of these properties that you 
have heard discussed here in the last couple of days. 

I might say, for the benefit of the chairman, that in his good State 
of Florida, where we have our largest percentage of trackage, we 
pay to that State over $2 million in taxes per year. In fact, in two 
of the counties of your State, 43 percent of the ad valorem taxes 
are paid by Coast Line. 

So we are a citizen of every State in the Union. And in many 
States we carry a tremendous portion of the welfare in our treasury, 
of schools and all other types of protection. 

So you see it isn’t just a case of the railroad welfare we are talking 
about; we are talking about the welfare of America, because you 
can’t have, in my opinion, a strong country without a strong mass 
transportation system, which is our railroads. 

What happens when we have to reduce our services? We have 
very recently been right along those roads. When we go in to with- 
draw a train—we go into a community and state to the local inhabi- 
tants that because of decreased earnings it is necessary that we en- 
deavor to withdraw a passenger train—they are distressed. They 
will look at the figures. They will agree that we are not making 
money, we are losing money. They are good businessmen. But 
they hate to see a train withdrawn. They feel that it is an 
indictment. 

As to industrial development, and as to the development of that 
individual community, they feel that to entice industry with less 
passenger service is always difficult. 

Industrial development throughout the South has been a matter 
of considerable interest to all of us in railroad operations. The 
Southeast has grown rapidly in recent years. And these communi- 
ties throughout our States are very much interested in railroad 
service because they know it is one of their best invitations and best 
ways of advertising their community to the potential industrialist 
to move down. 

Let’s pass on to Coast Line, and where we stand in this picture. 
We are not much different, gentlemen, from a lot that you have 
heard said here in the last 2 days. 
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Coast Line, along with other American railroads, has gone through 
a tremendous rebuilding program in the past few years. Millions 
of dollars have been spent in modernization of plant, radio, diesels, 
freight equipment, better track, better drainage, better signals, im- 
proving stations, all types of electronic devices to improve our effi- 
ciency so that we can render a better service to the public and do a 
more efficient job. 

Where did the money come from? A lot of it was borrowed money. 
A lot of it today is still owed. And as a result we are faced with a 
debt—a debt that is partially due to our improvements in our belief in 
the Southeast. 

Our total debt today stands at $181 million. That is up from 1952, 
$169 million. We bought a lot of equipment that we pay for by the 
month, conditional sales agreements. Those equipment payments 
have got to be met. 

We have other equipment that we couldn’t buy, that we leased. It 
was built by an insurance company, and we lease it back, and we have 
to pay for it every day, whether it is used or whether it isn’t. 

That is not a whole lot different from what you have heard. But 
the point that I do want to make is that in 1957 our estimated rate of 
return on our investment is going to be 2.05. And did we not have 
the benefit of the tax as a result of accelerated amortization, our return 
on our investment would be 1.68. 

With that type of a narrow margin is there any wonder that we have 
to watch every month, every day, to see that not a dollar is spent that 
isn’t aboslutely necessary ¢ 

Revenues in 1957 are estimated at the moment to be down $3.3 mil- 
lion. Our labor cost went up in 1957, as you have been told here 
repeatedly. 

Our November 1957 net railway operating income was down 12.5 
percent. Our December 1957 net railway operating income was down 
35 percent. Our December carloadings fell 10 percent. And I had 
the unfortunate news this morning that so far in January we are down 
17 percent. 

What do we do What does railroad management do when faced 
with that type of adilemma? We begin looking for every source that 
- can possibly find to curtail cost. And what have we done on Coast 

zine ¢ 

With this trend that has been followed since the fall, between July 
and December 31, we cut our people 1,700. That is a grevious thin 
to do. It is an extremely difficult and heart-rending thing, a wee 
before Christmas, to lay men off. And it was my unfortunate ex- 

erience to have to go to a town to attend a Christmas party that I had 
en committed to, of employees and their families, after they had been 
laid off. 

So there again it isn’t just the employee involved, it is the whole 
town involved as well. 

What do we look to this year? On Coast Line we aren’t going to 
lay any rail that isn’t absolutely necessary that it be laid, in order 
to make fit rail that we will be available for industrial development. 
We feel that that is necessary in the interest of economy. We are going 
to trim our sails at every possible point on capital expenditures because 
the money isn’t available. And we are going to stop any type of heavy 
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maintenance, insofar as ditches are concerned or work of that kind, that 
isn’t absolutely necessary for continued good operation. 

That brings me to another point that I want to inject, which I am 
proud of. 

Senator Smaruers. Before you leave that point, Mr. Rice, Senator 
Schoeppel would like to ask you a question. 

Senator ScHorrrer. Mr. Rice, 1 note what you have said about 
deferring your maintenance, because of the situation in which you find 
yourself. 

Is your railroad, and do you feel that railroads generally, have their 
maintenance and capital structure in better shape g going into this eco- 
nomic pitchoff than has been your experience in previous ones? In 
other words, are you better able to weather, from a deferred mainte- 
nance standpoint by reason of the constructive work that you have 
put into your system, while the business upturn was excellent ? 

Mr. Rice. Sir, as far as Coast Line is concerned, we are in very good 
shape. And the type of maintenance that I am referri ing to is not the 
type that we would call deferred maintenance. It is a discontinuance 
of drainage programs and things of that type that are very desirable 
but not mandatory. 

Senator Smaruers. Mr. Rice, right on that point, how long do you 
think that Coast Line could continue to suffer this downward trend 
before it would have to do something drastic, such as going into 
receivership ¢ 

Mr. Rice. Senator, I wish I knew. I don’t think that we have done 
everything that we can do to cut costs. We still have some road, and I 
am going down the road of retrenchment slowly. How long we can 
continue with these decreased car loadings I don’t know. 

Senator Smatuers. As a reserve general in the Army, you recognize 
that this action that you are conducting is a retreating action, and 
eventually it gets to a point where either you give up or you die. 
Would that not be the case? 

Mr. Rice. That is absolutely correct. 

Senator Smaruers. If you continue this retrenchment program— 
and obviously you will have to do one or the other—what do you fore- 
see for the future? Whereabouts do you believe that there will be 
relief, or at what point do you think there will be some opportunity 
for you to change your tactics and begin to move forward again ? 

Mr. Rice. My answer there, sir, would be at the point ‘where our 
car loadings stop decreasing and turn back. Once we see a trend that 
is indicative of an improvement in our overall earning capacity, our 
potential, then we will turn back the scale. 

Senator Smaruers. Some people have said that in fact the rail- 
roads, since the early 19 30’s, or since the late 1920’s, have in fact not 
been a growing industrial factor in our economy, and the only thing 
that has actually saved them thus far is the fact that we had World 
War II, and subsequently the Korean war. Is that your judgment in 
the matter? Do you think that if we had not had those two wars that 
possibly the railroad industry would have already hed to face up to 
this, to borrow an expression from the Secretary of State, this agoniz- 
ing "reappraisal ? 

Mr. Rice. I do not agree with that. I think the railroads of Amer- 
ica are just as vital and just as much a part of our everyday welfare 
and economy as any other segment. And I do not believe the Amer- 
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ican people, or people such as you gentlemen in front of me, would see 
the American railroads go down in defeat, realizing what they mean 
to the public welfare. 

Senator Smaruers. Thank you very much. 

Will you go ahead ? 

Mr. Rice. I want to talk about safety just a minute, gentlemen. I 
take this opportunity to brag, because I can brag on our people, 
because this is what your employees do. 

The year of 1957 was the safest year on Coast Line that we have any 
record of, back to 1935. Our lost time per million man-hours was less 
than any year of which we have record. I would like to inject that in 
the record because of what has been said here in previous days 
regarding safety. 

Senator SmatTuers. Right on that point—then the fact that you 
have had to stop certain maintenance operations, that in your judg- 
ment from the statistics has in no way increased the danger to pas- 
sengers or the operation of your railroad ? 

Mr. Rice. Not in the least. We have not in any way stopped any- 
thing that is in any way connected with the safety of our people or the 
passengers. 

Senator Smaruers. If you have to continue this retrenchment pro- 
gram, do you envision any time soon where you might have to edhats 
your employees to the point that it would become dangerous for the 
passengers to ride on your trains ? 

Mr. Rice. I do not. We would not operate them if there was any 
possible danger. 

I would like to inject another point in here, gentlemen. I think the 
people in Government, the people here in Washington, are not fully 
cognizait of what the railroads mean to them. In fact, I don’t think 
we get treated too well up here at times, to be very honest about it. 

We heard a lot said about mail pay. I was in on one of those nego- 
tiations when, in order to retain the mail that we then carried, we had 
to reduce our rates very substantially. We had to reduce them 20 
percent. 

Senator Scuorrret. What was the percentage ? 

Mr. Rice. Twenty percent below the rate that had been established 
by the Commission as the fair rate that railroads would receive for 
mail transportation. 

Now, I might indicate another incident that I think you might be 
interested in. At one of our large terminals, as a result of congestion, 
because of the grounding of several airlines, there was a tremendous 
amount of mail suddenly dumped upon the railroads to transport. 
Frankly, we weren’t able to do it as expeditiously as we should have, 
because that sudden volume, which we hadn’t enjoyed previously, 
was just more than we had the facilities to handle. 

What happened? We were fined. 

Senator ScHorrret. You were what / 

Mr. Rice. Fined—dollars—Coast Line paid nearly $3,000 as a 
result of the fines placed upon us for our inability to handle that 
mail. 

Senator Scnorrrent. Mr. Rice, could you give us the approximate 
dates as to when that situation happened ? 

Mr. Rice. That situation happened in Jacksonville, Fla., im De- 
cember 1956. As a result of it Coast Line paid, in fines, $2,969.70. 
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Senator Scuorrret. And part of that difficulty resulted, as you 
indicated, from the weather conditions in which airlines carrying 
a lot of mail turned to you in an emergency situation, I take it? 

Mr. Rice. That is exactly correct, sir. 

Senator Purrert. Was it held that you had equipment that could 
have been used for the transportation of mail, but that you didn’t 
elect to use it at that time ? 

Mr. Rice. Sir, I never heard that portion of it. 

Senator Purren. I don’t know. [am just asking. 

Mr. Rice. I never heard of it. I have not been informed as to 
that detail. 

Another thing that you might be interested in, concerning mail: 
We have a case on our railroad where there is a Star route that has 
one truck. You heard this talked of yesterday. When the truck 
becomes overloaded, the main is given to the railroads to handle. And 
that just doesn’t happen once in a great while. I understand it 
happens maybe twice a month. We are performing a standby service, 
just exactly as we frequently do with our passenger trains. And I 
might further bring out, to let you understand what I mean with 
regard to standby service, in the last 2 years I have seen this ter- 
minal right here in Washington unable to handle the people out of 
it, the railroad terminal, when the planes were down because there 
wasn’t equipment available. 

Then what would happen in the cast of a national emergency ! 
I leave it to your imagination. 

Senator Scuorrrer. Mr. Chairman, I would like to ask Mr. Rice a 
few more questions with reference to this mail situation, which I 
think we ought to have cleared up. We ought to have clearly on the 
record here many of these matters that have been discussed as a result 
of some of these dislocations. 

Did your road enjoy any of the benefits of the overall increase in 
the mail compensation that was granted in 1951? I understand that 
additional compensation was granted to the extent of about a 90 or 
95 percent increase at that time. Is that right ? 

Mr. Rice. I am unfamiliar with the exact amount of that increase, 
Senator, but I can say that Coast Line total income from the transpor- 
tation of mail, since the period 1950 to 1956, decreased $1 million a year. 
Perhaps we have received an increase per unit, but our gross decreased 
materially. 

Senator ScuorrreL. Then I understand that in 1953 there was an- 
other 10-percent increase, which brought an overall increase of about 
114 percent. I just wonder what this impact would have been on your 
roads and the railroads generally, if you hadn’t had those increases. 
However, it does seem to me that the Post Office Department, or some- 
one in authority, saw the need or necessity for some increase in the 
funds for the handling of the mail that you railroad people are called 
upon to handle. 

Mr. Rice. That is quite right, sir; they did. They realized our 
costs were going up and we went to them for more money and they 
granted more money. 

Senator Scnorpret. Is it true that generally, in your experience, 
the Post Office Department gives your road the first opportunity for 
considering whatever changes the Post Office Department wants to 
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make in the handling of the mail in your area, or the transporting of 
it? Isthat generally true or not? 

Mr. Rice. It is unquestionably generally true insofar as my experi- 
ence is concerned, that when and if the Post Office Department decides 
that they can transport mail cheaper by other means, they do come to 
us to give us the opportunity of competing, adjusting our costs so that 
we will be competitive with the other means. 

Senator Scuorrre.. But generally your difficulty arises from the 
increased cost of operating, coupled with what you iene to sustain by 
way of standby equipment that is used for very short periods of time 
over the year? That has been the thing that has been dragging your 
road down and the others, too, I assume; is that right? I am not 
putting it maybe in your language, but that is the way it looks to me, 
as a layman. 

Mr. Rice. I think you have gathered the story quite well. The loss 
of the mail traffic that we formerly enjoyed, has been a very serious 
thing to these railroads operating on the eastern seaboard, particularly 
that surface or 3-cent mail that is now being flown. That has cost us 
loss in revenue. 

Senator Scuorpren. But it does look, to this one member of the 
Senate committee, that when the weather situation develops as you 
have indicated before, when your companion in transportation, com- 
petitively, couldn’t fly and A vce the mail, that you were called on 
to carry it, and then you were fined because you couldn’t get the job 
done. Frankly, I am going to look into that. 

Mr. Rice. That is correct, sir. 

Senator Smaruers. Mr. Rice, right on that point, does your difficulty 
with respect to the Post Office Department arise from the fact that in 
the law you are required to carry the mail that the Post Office Depart- 
ment asks you to carry ? 

Mr. Rice. That is certainly a portion of it, sir, and that certainly is 
one of the main reasons why we have to perform the way we do, and 
are subject to penalties if we are not able to. 

Senator Smaruers. If it were not for this requirement feature of 
the law they would be unable to place a penalty against you, is that 
not correct ¢ 

Mr. Rice. That is correct, sir. 

Senator Smaruers. If this particular requirement feature were 
taken out of the law, would that then not put you on the same basis 
in dealing with the Post Office Department that the truckers are in 
today ? 

Mr. Rice. In my opinion it would, sir. 

Senator Smaruers. The requirement does not run to truckers? 

Mr. Rice. Not to my knowledge. 

Senator Smatuers. It does, however, run against the aviation 
industry ? 

Mr. Rice. I have been so informed, that it does. 

Senator Smatuers. Is it not a fact that the CAB fixes the rate which 
the Post Office Department will have to pay the aviation industry? 

Mr. Rice. There again I cannot speak from personal knowledge. 
Tam told that is correct. 

Senator Smaruers. That is my information. However, it is the 
requirement feature of the act which puts you somewhat at the mercy 
of the Postmaster General in this matter of carrying the mails. 
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Mr. Rice. That is the controlling feature ; yes, sir. 

Senator Purrety. Mr. Rice, referring to this occasion on which you 
were fined because you didn’t carry the mail in a manner satisfactory, 
or at least not satisfactory to the Post Office Department, can you tell 
us what the percentage of increased load was that you were asked 
to carry over what you normally would carry ¢ 

Mr. Rice. I do not have that information available, Senator, but 
I can certainly have it made available to you in a very short time. 

Senator Purrern. Would your memory serve you ‘to the point that 
you could say it was 100, 50, or 25 percent increase ¢ 

Mr. Rice. I wasn’t with Coast Line at that time, and I have no 
memory of it. 

Senator Purrent. Are any of your associates in a position to tell 
youthat? You have some here with you, do you not ¢ 

Mr. Rice. I have a general counsel, and he is as new in the service 
as Lam, and he wouldn't t know of it. 

Senator Purret.. Would you then seen that we are supplied with 
information of the percentage of increased load that you were asked 
to carry at the time you were penalized for not carrying it ¢ 

Mr. Rice. I would be very pleased to do so. 

(A supplemental letter containing this information is as follows :) 


ATLANTIC COAST LINE RAILROAD Co., 
Wilmington, N. C., January 24, 1958. 
Hon. GEorcE A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, Senate Interstate 
and Foreign Commerce Committee, United States Senate, Washing- 
ton, D. C. 


DeAR SENATOR SMATHERS: During the course of my testimony before your 
subcommittee recently, I referred to a fine levied by the Post Office Department 
for delay in the handling of mail at Jacksonville, Fla., during December 1956. 
The following colloquy occurred (R. 358) between Senator Schoeppel and me: 

“Senator ScHOEPPEL. And part of that difficulty resulted, as you indicated, 
from the weather conditions in which airlines carrying a lot mail were turned 
to you in an emergency situation, I take it? 

Mr. Rice. That is exactly correct, sir.” 

Subsequently, Senator Schoeppel indicated (R. 361) a desire for further in- 
formation with respect to this incident, and Senator Purtell asked for information 
as to the increase in load on this occasion (R. 364). 

After this testimony was given the Postmaster General has said, in a letter 
to you: 

“The fact is that this occurrence had nothing whatever to do with the 
grounding of airlines or the transportation of airmail.” 

When the Post Office Department notified the Coast Line on January 8, 1957, 
that the alleged delay at Jacksonville necessitated a fine, a full explanation was 
given in the reply of the Coast Line to Mr. J. C. Holcombe, regional transporta- 
tion manager, Post Office Department, Atlanta 4, Ga., on February 25, 1957. At 
that time the Post Office Department was advised as follows: 

“Another contributory factor to the complexities of the situation at Jackson- 
ville was the inability of the airlines to provide necessary airlift of regular 
letter mail due to the fact that practically the entire east coast was blanketed 
with fog during a considerable period of December 1956, resulting in the ground- 
ing of planes of several airlines. The inability of the airlines to handle the regu- 
lar letter mail during the Christmas period, as they normally do during the other 
11 months of the year, resulted in a rediversion of this preferential mail to the 
railroads, which was not anticipated at all. Plans were, of course, made by 
Jacksonville Terminal Co., for additional labor during the heavy pre-Christmas 
period based on forecast as to an increase in volume; however, no consideration 
was given at preliminary conferences to the handling of letter mail normally 
airlifted, as none of the tenant carriers at Jacksonville terminal thought this 
letter mail would arrive Jacksonville via rail, but instead, naturally, were of 
the opinion that it would be flown to and handled at the airmail field at Jackson- 
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ville. We, of course, desire to handle this type of mail on a year-round basis, 
and had we received advance information that it was to be transported in RPO 
equipment, it is my opinion necessary action could have been taken by the 
Jacksonville Terminal Co., to have provided necessary additional labor, if such 
were anticipated and needed.” 

It may be interesting to note that in the light of the experience referred to 
above, there was a series of conferences in October 1957, between representatives 
of the railroads (tenant lines of the Jacksonville Terminal Co.) and representa- 
tives of the Post Office Department. At one such conference, the assistant general 
manager of the Jacksonviile Terminal Co. posed the question to the postal 
authorities as to what the Post Office Department intended to do if a similar 
situation arose in December 1957, as did in December 1956, that is, if planes were 
grounded and airlift mail was transported by rail. The postal authorities replied 
that they had made arrangements, should such a situation again occur, to have 
airline mail worked at the point where the particular plane was grounded. 
Fortunately, it was not necessary to put such plan into effect in December 1957. 

As was pointed out in the aforementioned letter, in the early days of December 
and the last days of December 1956, there was a decline in the mail given the rail- 
roads for handling under the same period in December 1955. However, during 
the bad weather period, December 5 to 24, there was such an increase in the 
volume of mail that for the whole month of December there was an increase 
of 11,093 feet, or 7.79 percent, over the same month in 1955. This is approxi- 
mately 185 cars. This increase for the entire month was the result of the increase 
during the bad weather period indicated, and overcame declines in the other 
parts of the month. 

It is interesting to note that the Postmaster General refers entirely to the 
transportation of airmail and its effect. Of course, even more important to the 
railroads is the transportation of regular mail by air, if and when the Postmaster 
General so desires. 

It is interesting to note also that the Postmaster General never replied to the 
facts recited in our letter of January 25, 1957, relating to the dumping of not only 
airmail but regular mail ordinarly airlifted on the railroads at Jacksonville 
on this occasion. 

Furthermore, even now the Postmaster General does not dispute that: 

(a) Congestion in the handling of the mail at Jacksonville occurred in 
December 1956; 

(bv) Airmail was diverted to the railroads during the period December 5 to 
24, 1956; 

(c) Regular mail ordinarily airlifted was rediverted to the railroads during 
this period in December 1956; and 

(d) The Coast Line was fined for delay in handling the mail at Jacksonville 
during this period. 

Sincerely yours, 
W. T. Rice. 


Mr. Rice. I would like to bring up another matter. I think I said 
that some of the people in Washington are not fully cognizant of 
your problem. Just last night 

Senator Lauscue. May I ask a question ? 

Senator Smatuers. Senator Lausche. 

Senator Lauscue. How does your competing carrier, who has of- 
fered to carry mail at a rate substantially below yours to the Post 
Office Department, escape from the operation of the rule that the ICC 
will not approve a rate which is above your cost, on the ground that 
it is their duty to maintain a reasonable balance in general competi- 
tion to avoid cutthroat practices ? 

Did you hear the testimony that was given yesterday ? 

Mr. Rice. Yes, sir. 

Senator Lauscur. That testimony was to the effect that frequently 
a railroad, in order to obtain volume cargoes, makes calculations, 
finds that they can offer a better rate, make money on it, and when 
they ask for approval from the ICC, they are denied it under a find- 
ing which in effect says: “One, we find that at the rate you propose 
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to charge, you will make money; but two, even though that is true, 
we can not approve it because it may lead to cutthroat practices 
and will create an imbalance in the desirable general balance of 
competition.” 

Mr. Rice. Senator, as I understand your question; that is not ap- 
plicable insofar as mail transportation is concerned. 

Senator Lauscusr. That answers the question. Now, why isn’t it 
applicable insofar as mail transportation is concerned ¢ 

Mr. Rice. Because the transportation of mail over the highways 
is performed by other than common carriers who would have to go 
to the Commission to get their rates approved. 

Senator Lauscue. Then as I understand it, because you have a 
competing carrier who is immune from the regulations of the ICC, 
you are confronted with what might amount to cutthroat practices 
as far as the conduct of your business is concerned ? 

Mr. Rice. It could well be considered in that light; yes, sir. 

Senator Lauscue. That means that we get back to this proposi- 
tion: That private carriers, free from regulation either on the part 
of the State or the Federal Government, are placed in a position of 
advantage so great that you can’t cope with it under existing law ? 

Mr. Rice. That is exactly right, sir. 

Last night I saw a letter addressed by our department of agricul- 
ture to the Commission asking that the effective date of these selec- 
tive rate increases, which the railroads so badly need, be postponed 
for 30 days in order that the department could consider whether or 
not these increased rates have any dire effect on the farms. Gentle- 
men, I was raised on a farm. I understand the farm problem. I also 
understand the railroad problem. And I think it is highly improper, 
with the situation with which we are faced, that our help be post- 
poned for 30 days when the letter was written on the 9th of January, 
and the effective date of the rates is February 1, while they look into 
the situation. 

And who do they go to in a time of drought to reduce freight 
rates to help the farmer? You gentlemen know. It is a matter of 
record that brings me to another case. On the eastern seaboard the 
railroads at one time did a tremendous business from what we call the 
breadbasket of the east—Florida to the heavily populated cities of 
the East. 

We haul citrus in great volume, vegetables, in great volume. And 
in the last 10 years, when we formerly hauled 70 percent of the total 
movement, we are now hauling approximately 26 percent. 

In an operating report that I received yesterday, we have on Coast 
Line in Florida over 1,200 refrigerator cars. Do you know how man 
we loaded that day? Fifty. That capacity to haul that foodstuff is 
very vital to the people of this country. But when they are prac- 
tically performing a standby service in spite of the fact that we have 
given a third-morning delivery service from southern Florida to New 
York; in spite of the fact that we have reduced our rates very radi- 
cally this past fall. 

I know they have had a freeze down there, gentlemen. I am not 
unmindful of it. I was there. But at the same time it shows the 
trend. Our proportion of that movement has decreased year after 
year. 
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Senator Smaruers. Would it be of any benefit to the railroads:in 
your judgment, in a redefining of the meaning of the word “agri- 
culture” and the application of the exemption to these agricultural 
commodities, if that freedom which the truckers now enjoy, if that 
same freedom and exemption were applicable to the railroads? 

Mr. Rice. I heard that matter discussed yesterday by Mr. Kiley, of 
the Milwaukee, in which he indicated that if that were to happen in 
times of nonplentiful equipment, you would get into a chaotic situa- 
tion. I am inclined to agree with exactly with he said. My thinking 
is, if I may bring it up, there is a bill before this Congress—I believe 
introduced by you, sir—that would go a long, long way to changing 
this tide and putting a lot of these perishables back on the railroads. 
I sincerely subscribe to it and hope it is the pleasure of this Congress 
to pass it. 

Senator Lauscuer. Is the business which you just described as hav- 
ing been lost, going to public or private motor carriers ¢ 

Mr. Rice. It goes to motor carriers, sir, in our opinion, who -are 
exempt under the agricultural exemption, from the regulations which 
we are not. And to find it, go out on U. S. Route No. 1 anywhere 
between here and Florida, and you will see it in volume. 

Senator Lauscue. It is going to motor carriers who are exempt? 

Mr. Rice. Yes, sir. 

Senator Lauscur. Have you any idea what percentage of it is going 
to public carriers, and what is going to private carriers, or is there 
no part of it going to private carriers / 

Mr. Ricg. Sir, I cannot give you an estimate. It would only be a 
guess. 

Senator Lauscue. What is the guess ? 

Mr. Rice. My guess would be that it is being hauled out of Florida 
by private, by contract, by public carriers, and by trucks owned some- 
times by the producer. 

Senator Lauscur. Now then, the problem confronting you, accord- 
ing to what you have said, is acute because of the exemption which 
the motor carriers enjoy, if they are a public carrier. Is that prob- 
lem aggravated when the carriage is done by a private carrier? 

Mr. Rice. I would say it is definitely aggravated. 

Senator Lauscue. Then there are two degrees of impact upon you: 
the one by the public motor carrier, and the other by the private car- 
rier. And in the second instance the impact is greater than in the 
first ? 

Mr. Rice. No, sir; I am sorry if I gave that inference. In my 
opinion the public carrier is the greater impact of the two. 

Senator Smaruers. Senator Monroney ¢ 

Senator Monroney. Mr. Rice, can you tell me whether in the past 
15 or 20 years the addition of diesels and other improved types of 
equipment have effected economies in long-haul rail freight traffic? 

Mr. Rice. Oh, yes, sir; they have. 

Senator Monroney. Comparatively speaking? 

Mr. Rice. Yes, sir. 

Senator Monroney. Has there been any consideration given—I 
have seen none in the ICC or railroad policy—to try to do anything 
against the 50- and 60-year-old high rate plateaus of freight haul. 
These are aids that were present when the low-powered coal or wood- 
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burning locomotives could not pass on any of these economies to those 
States that are distant? 

I am from Oklahoma, and we have been cursed with a perpetual 
high freight rate plateau that has crippled us industrially and has 
damaged us agriculturally. Yet we have never, to this good day, 
effected any reasonable reduction, comparatively speaking, in our high 
freight rate plateau. 

It would seem to me that the railroads have been partly guilty, at 
least, in oversimplification by asking for percentage rate increases 
which compounds the felony of those slvenddy on a high-rate plateau. 
I wonder if there has been any study made by the American Railroad 
Association to try to eliminate these inherited inequities that have 
existed for so long. 

Mr. Rice. Senator, not being a traffic man, and being from the 
South, I am completely unable to answer your question. 

Senator Monroney. You have corrected, I think to a degree, and 
you have seen the southern railroads come up tremendously in com- 
parative profit returns, when you modified the curse of the high 
freight-rate plateau that was against the South. As the South indus- 
trialized, you gradually brought your rates down, and so now south- 
ern industry is competitive with industry in the official territory. 

Mr. Rice. I think that the industrialization of the South, while in 
some instances may have been tied in with freight rates, I think there 
were a lot of other reasons, too. 

Senator Monroney. I grant you that. But without the adjust- 
ment down of the freight rates, you carry an albatross around your 
neck that is finally going to sink you. And the problem arises that 
the South I think had perhaps more progressive railroads than the 
West has had as regards the future development of the areas. So you 
have been quicker to give commodity rates that have made it possible 
for this resurgence of industrialization in the South. 

What I am wondering is, is the rest of the country ever going to be 
able to get theretoo. If you talk to our railroads, our traffic people, the 
ICC—industry wants to locate in Oklahoma, but the penalty of locat- 
ing there is so great on a high freight-rate plateau that we lose the 
industry. They say, “We will give you the commodity rates if you 
have the industry.” But you don’t get the industry unless you can 
first have the promise of lower rates. 

It is a question of which comes first, the hen or the egg. As a result, 
your industry passes you by with every other qualification for indus- 
trialization because of the prohibitive freight-rate plateau that has 
never been even studied, apparently, as a matter of national interest 
by the railroad association. 

Mr. Rice. Senator, I am mighty sorry I can’t discuss that intelli- 
gently with you. I believe there is a witness following me on the 
stand shortly who is from that section of the country, who can properly 
discuss it with you, and intelligently. 

Senator Monronry. Many times the railroads which serve us have 
asked for lower rates but have been blocked by the ICC or the official 
ratemaking body of the association. 

Mr. Rice. Yes, sir. 

Senator Monroney. I can’t find why a veto right could apply 
against a road operating in that territory that wants a lower rate and 
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feels it will generate more traffic and make profit. Yet somebody up 
at the topside that doesn’t even operate in our beloved State says, 
“No; you can’t give Oklahoma a rate on steel or on electronics or any- 
thing else.” Some of that transportation competition you are talking 
about on agriculture, sir, has been a just means of making a living. 
because if the rails won’t do it, somebody down the street will find 
they can do it. 

Mr. Rice. So far as agriculture is concerned, we can, we will do it, 
and we are doing it. Wejust want more volume. 

Gentlemen, in closing, 1 am delighted that gentlemen of your caliber 
are concerned with our welfare. I think it is indicative of what we 
have in this country. We need a change in atmosphere regarding 
American railroads. And I don’t know of any possible better place 
for it to be launched than from right in this committee. 

We need the American public to look upon us as a good public 
servant trying to do a job under most difficult circumstances. In other 
words, we need friends. And perhaps it is our fault we don’t have 
them. But I sincerely solicit your support and your help to see that 
we can regain again our proper place in the hearts of America, because 
we feel that we are vital to it in time of war and in time of peace, and 
we hope that you will help us sell that thought to our people. 

Thank you so much. 

Senator Smatruers. Thank you very much, Mr. Rice. 

Are there any further questions? If not, thank you, sir. We very 
much apprecaite your statement. 

Mr. Rice. Thank you. 

Senator Smatuers. The next witness we have is Mr. Marsh, presi- 
dent of the Atchison, Topeka & Santa Fe Railway. 

Mr. Marsh, we are delighted to have you. You may proceed. 

Senator Scuorrre,. Mr. Chairman, before Mr. Marsh proceeds, I 
would want to say for the benefit of those who might not know it, that 
Mr. Marsh represents one of the great railroad systems of these United 
States. It started in the State of Kansas and we are pleased to have 
had them start there. 

Senator SmatrHers. Just so they don’t finish there. 

Senator Monroney. May I say that they brought all the early 
settlers on the Stanta Fe that came in, and opened Oklahoma for white 
settlement. Many of them rode the old-fashioned cars in 1889 to come 
in on the run, left the train, and settled in Oklahoma by staking out 
free land. 

Senator Smaruers. Mr. Marsh, will you proceed. 


STATEMENT OF ERNEST MARSH, PRESIDENT, ATCHISON, TOPEKA 
& SANTA FE RAILROAD 


Mr. Marsu. For the record, my name is Ernest Marsh. As you have 
already found out, I am president of the Atchison, Topeka & Santa 
Fe Railway system, with headquarters at Chicago, Il. 

As a railroad president I am relatively a newcomer, although I have 
been with the Santa Fe for 39 years and 10 months. 

My statement has already been filed with the committee. Much of 
what it contains has already been said here. I think I will try to be 
brief and cover a few points of the statement with respect particularly 
to the Santa Fe situation. 
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As to the railroad situation of the country, I think it is fair to say 
that the concern of your committee that the railroads are heading for 
trouble is shared by many, both in and out of the industry. It is my 
belief that Congress should adopt measures that will put a stop to the 
deteriorating trend and get the railroads back on the track toward 
what I would call recovery before it reaches a point of crippling the 
ecoremy of the whole country. 

Senator Scuorrren. Mr. Marsh, right at that point, I wonder if you 
could detail for us very briefly what would be the economic effect 
in the States through which your railroad travels, if your particular 
railroad had to go out of business? 

Mr. Marsu. I think it would ruin those States, really. I think that 
if we had to go out of business and withdraw our tracks from service— 
and I am assuming that Santa Fe is no different from other railroads— 
if we ever reach the point where the Santa Fe goes out of business, I 
think other roads will be out of business, too. It seems to me that the 
question you are asking is what would happen if the West had no 
railroads. I think it would put them back to the days that the Senator 
from Oklahoma was talking about awhile ago, where we would be 
looking for some new way to get people out there. Those that are 
there now would probably all move away to a point where they could 
get transportation. 

I am sure it would harm the economy of the whole country, particu- 
larly the great agricultural area of the West, and particularly destroy 
the investments of everyone who lives out there. 

Senator SmatrHers. How many jobs would be lost, for example, in 
the State of Oklahoma, or in the State of Kansas, if your operation 
somehow was forced to come to an end ? 

Mr. Marsu. Over the whole railroad we employ, right now, some 
54,000 people. I think perhaps that in the State of Kansas there must 
be perhaps a total of about 9,000 of those persons, maybe more. I 
would put it up around 10,000 people. Right in Topeka, Kans., for 
example, we have around 5,000. 

In Oklahoma, I imagine the employment down there is around three 
or four thousand. Those are the employees. It does not include the 
members of their families, of course, nor does it have any reference 
to the many business people in many of those communities where we 
— the principal employer. I think it would harm them considerably, 
also. 

Senator Smarners. What is your financial position? Just give us 
the picture of your financial situation. 

Mr. Marsu. I had a little comment that I was coming to here with 
reference to the financial situation on the Santa Fe, if you would bear 
with me until I get to that point. : 

Senator Smaruers. Go right ahead. 

Mr. Marsu. What I would like to say at the outset is that the Santa 
Fe is no different from the rest of the industry. I think the industry 
can’t go down this path of destruction without affecting the entire 
economy of the country. That is the point that I want to make at the 
outset here, that harm can’t be done to the railroads of this country 
without doing harm to the whole economy. Certainly a continuation 
of the deteriorating situation is going to harm the railroads’ efforts 
to keep costs at the lowest possible figure and harm the railroads’ 
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efforts to increase their efficiency through improvements that are 
designed to give better service. 

Continuation is going to jeopardize the hundreds of thousands of 
jobs in the cailvoed industry. Not only that, but I think it would 
jeopardize the investments of the other hundreds of thousands of 
American citizens, men, women, children, institutional investors who 
had put money into railroad securities with what I think is the rightful 
expectation of receiving a fair return on it. 

I think that, if the present trend is allowed to continue its course, 
it could have a result that Congress might wish to prevent. 

I don’t want to have my remarks interpreted as criticism of the 
Interstate Commerce Commission. I think it is a good Commission. 
I think they are doing a conscientious job. We are convinced that 
they are striving to follow the applicable law and carry out their 
duties within the mandates of legislation and the statutes and court 
decisions. For that matter, I would prefer that what I say not be 
taken as criticism of anyone, in Government or elsewhere. 

I think we have got to start with the present situation as it is 
today. The past is gone. We are looking to the future. And I 
think we need to decide just what is in the long-term public interest 
and move in that direction. 

As to what the present situation is, I might deal with the passenger 
service first. I think it is fair to say that various groups over the 
years have rather consistently recommended that the airlines should 
pay their own way. Still, we find them benefiting from subsidies 
and new Government appropriations that run into the hundreds of 
millions of dollars, aha at the same time, being required to sta 
with a preinflationary rate level. That situation was pretty well 
described by the U. S. News & World Report, in an article on No- 
vember 22, 1957, where they said, and I am quoting: 

For one thing they, the airlines, are up against a long-run policy of holding 
down the cost of air travel. That has been the policy over the years of the 
industry as well as the Government. It is aimed at making air travel popular. 

That is the kind of competition that we are up against in the 
passenger field. The great airlines in our territory concentrate upon 
the centers of population at a relatively few places and devote their 
attention to Shad you might call the cream of the traffic. On the 
other hand, we give service to the intermediate communities, as well 
along our line. 

I might say that, between Chicago and Los Angeles, where the 
Santa Fe operates, we serve 377 stations where we are providing 
passenger service, and the population of those 877 stations is 11,- 
(37,000. The 3 major airlines that operate in the same territory 
serve 16 stations. The aggregate population of those 16 stations is 
9,487,000. Our 3877 stations, just to get comparisons, include 11,- 
737,000, whereas the airlines’ 16 stations include a population of 
9,487,000. That is a demonstration of what I mean when I say 
they are concentrating on the centers of population. 

very taxpayer is footing the bill for that policy, Government 
policy that is designed to make air travel popular by selling the serv- 
ice at preinflationary rates and far below what we think is the true 
cost of performing air service. 
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Under those conditions, is it any wonder that railroad-passenger 
fares are all so depressed, and is it any wonder that a reasonable profit 
cannot be made by anyone in the passenger-carrying business? 

We don’t want to get out of the passenger business. We don’t want 
to get out of the mail business—we want more mail rather than less, 
Rather than having fewer trains, we would much prefer to have more 
people riding our trains, and riding them regularly at the rate levels 
that would support the service. 

We are trying to give the best passenger service we know how. We 
are trying to hold on to the business. Actually, our long-distance 
coach travel has held up fairly well. We put on new trains, new 
equipment, and the volume of theh sleeper travel, however, continues 
to decline. But it seems clear that, in the final analysis, the people 
are going to determine what service they want by the way they pat- 
ronize it, and they are going to determine what they want to pay for it. 

When you get to freight transportation, there the situation still 
remains unfavorable to the position of the railroads. It has been a 
long-continuing deterioration, and it is pointed up, I think, more 
clearly by this recent downturn in the economy of the country. 

For a great many years, these inequalities have existed by what I 
think stems from promotional and regulatory policies of the Gov- 
ernment, They are still with us. It is worsening constantly by 
reason of the great numbers of carriers, the increasing numbers of 
carriers that are exempt from any economic regulation. Individually, 
some of them are not large, but, collectively, they constitute what 
seems to be a serious challenge to the future of all transportation. 
Today, just by leasing a vehicle or making a downpayment on one, 
almost anybody can go into the transportation business under the 
guise of private or agricultural carriers, in competition with the reg- 
ulated railroads. 

Maybe it wold make just as much sense if the commodity clause 
was removed and the railroads allowed to diversify, with a greater de- 
gree of latitude in that direction. Maybe it wold make just as much 
sense if the agricultural exemption were applied to the freight cars. 
Maybe it wold make just as much sense if all restrictions were re- 
moved from making rates on commodities that could be carried 
in a railroad freight car that otherwise wold have to make an empty 
return movement. 

In any event, it seems that simple justice suggests an equality of op- 
portunity. The railroads are suffering from a combination of un- 
equal competitive opportunity with that artificial diversion of traffic, 
and from the inflationary spiral that is pretty much common to all 
industry. 

Getting to the financial situation, I think it might be appropriate 
to give a little background about inflation, and how it is affecting us. 
This unrelenting pressure for higher hourly rates has brought nine 
rounds of wage increases in the railroad industry since World War II. 
In addition to that, there have been cost-of-living adjustments. 
About 80 percent of the railroad employees went on a 40-hour week 
from a 48-hour week without any change in pay. 

I think it is appropriate to say that the increases on the railroads 
have just about followed the national pattern in other basic in- 
dustries. I believe it is fair to say, too, that not only have they fol- 
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lowed it in degree, but they have followed it as a matter of timing, 
I think. In almost all instances, the increases in the railroad in- 
dustry have come after, rather than preceding, the increases in other 
industries. I think this inflationary pressure hits an industry like 
the railroads much harder, where the labor costs take up such a large 
proportion of the revenue, where the rates are not so easily nor so 
readily adjustable, and where the investment ratio per dollar of reve- 
nue is high, and a continuing program of capital expenditures is neces- 
sary from year to year. 

1 think, too, that the pressure is more severe on the railroads than 
its competitors, where we have the track structure to maintain in 
order to perform a business, and the competitor doesn’t have any- 
thing comparable. 

Mr. Loomis showed you that the rate of return in the industry, 
which was already low by any reasonable comparative standards, 
would drop from a 3.95 percent rate in 1956 to about 3.35 in 1957, 
and slike under 3 in 1958. That decline isn’t peculiar to any 
particular railroad or region. It is an industrywide problem. Even 
more drastic will be the ratio of decline on the Santa Fe. 

Our return is going to drop from 4.83 in 1956 to around 3.97 in 
1957, and perhaps to something around 3.4 or less in 1958. As a 
realistic matter T think it must be remembered that that rate of re- 
turn includes something like $10 million in 1956. For example, on 
account of the tax effect of accelerated amortization on the certificates 
that we have on certain facilities, primarily equipment freight cars. 

If that temporary effect were eliminated—and it soon will be elimi- 
nated—the accelerated amortization pretty much runs out in 1959— 
if you eliminate that, the Santa Fe rate of return that I spoke about 


would become 4.08 percent in 1956 and 3.27 percent in 1957 and an 
estimated 2.8 in 1958. 

That is the picture in the railroad operation. The net income in 
the first 6 months of 1957 is off 16 pore from the same period in 


1956. Actually it is off 26 percent from the corresponding period in 
1955. It is in a declining trend, of course. 

I think our net income, net-earnings position, as distinguished 
from the railroad picture that I just gave you, is sometimes obscured 
a bit by the fact that we have a fairly respectable income from our 
nonrailroad operations. We have certain affiliates engaged princi- 
pally in the production of oil and gas, and dividends from those af- 
filiated companies last year came to around 16 percent of our total] 
income. 

Senator Lauscue. Mr. Marsh, I am looking at page 7 of the state- 
ment filed by the Pennsylvania Railroad, showing rate of return on 
net assets of leading corporations. Are you familiar with this chart? 

Mr. Marsn. I have seen it; yes sir. 

Senator Lauscue. I note that it shows that corporations selling 
drugs and medicines lead the list with a net return of 22.4 percent on 
capital assets. The medium would be household appliances, with a 
return of 12.1 percent. The lowest is the fire and casualty insurance, 
with 2.2. The third last lowest is class I railroads, with 5.3. 

Will you relate your figures to this last item of class I railroads, 
with the 5.3 percent return on capital assets? 

Mr. Marsu. I don’t have the comparable figure before me here. 
I can get it and provide it. But I think, you understand, that the 
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figures I am using and the figures generally used in our industry are 
the rate of return on the net investment in transportation property, 
property devoted to transportation, whereas those figures, in order to 
put them on a comparable basis with other industry, where the net 
depreciated investment is not available for the purpose, those are 
on a net assets basis as published by the First National City Bank in 
New York. And I think they show a greater figure. I believe that 
is for 1956. 

Senator Lauscue. That is for 1956. 

Mr. Marsu. And that 5.3 would correspond with the figure that Mr. 
Loomis used in his testimony, I think, at 3.95 percent in 1956 for 
the railroad industry on the so-called net investment basis. 

Senator Lauscue. Apart from the subject concerning which we are 
making inquiry, it is certainly astonishing to note that drugs and 
medicines are making 22 percent on their assets and aircraft and 
parts, 21 percent. 

Mr. Marsu. I wish we had that rate of return that drugs and medi- 
cines make. I don’t know whether I understand this, whether it is 
on the basis of volume or margin. A lot of people are taking pills 
today. 

Sénathe Lauscue. I assume that to reflect the truth, like factors 
were considered in each one of these reports made by the First Na- 
tional City Bank of New York? 

Mr. Marsu. Oh, undoubtedly, that is quite true. As I understand 
it, they are all on a comparable basis there, and that is the so-called 
net asset or net worth basis, as I understand the figures. But they 
are on a comparable basis in that exhibit. 

(Following is the letter subsequently received from Mr. Marsh.) 

Tur ATCHISON, TopeKa & SANTA Fg RAILWAY SYSTEM, 
Chicago, Ill., February 4, 1958. 


Hon. Grorce A. SMATHERS, 
Senate Office Building, Washington, D. C. 

Dear SENATOR SMATHERS: While I was on the stand before your subcommittee 
on January 15 at the hearing on current railroad problems, Senator Lausche 
directed my attention to a statement filed by Mr. James M. Symes, president of 
the Pennsylvania Railroad Co., showing rate of return on net assets of leading 
eorporations, including class I railroads, and then asked if I could furnish a 
figure showing the corresponding rate of return for the Santa Fe Railway. 
I replied that I did not have the comparable figure before me, but could get it and 
provide it. 

The comparable figure for rate of return on net assets of the Santa Fe Railway 
is 5.9 percent. This compares with the rates of return of other corporations 
listed on the statement with corporations selling drugs and medicines leading 
the list with a net return of 22.4 percent, with sellers of household appliances 
occupying the medium bracket with a return of 12.1 percent, and class I rail- 
roads the third from the bottom of the list with 5.3 percent. 

Sincerely yours, 


E. 8. Marsa. 

Senator Monroney. These drug companies have commercials on 
toothpaste that you can use, every 24 hours. Maybe the railroads 
ought to have a new gimmick for television. 

Senator Smaruenrs. It is possible that if the railroad industry gets 
much worse, you might see that that drug industry goes a little higher. 

Mr. Marsu. Their volume could go up; yes, sir. There will be 
more aspirin tablets taken during these sleepless nights that some- 
one was talking about the other day. 
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I think it is a case where we are waging a tough fight against strong 
inflationary pressure, and a shrinking profit margin. To demonstrate 
the long-time cumulative effect of the multitude of problems that in- 
volve unequal opportunities and these constantly rising costs of doing 
business, my statement included a comparison of the Santa Fe figures 
in the tabulation on page 11 of the statement. I think there is a 
separate page before each of you there that has those comparisons 
on it for convenient references. I think they may be a bit revealing in 
some respects. I am not going to talk about all of them. They are 

retty much self-explanatory. I think you can see by item 1 that our 

a measured in revenue ton-miles, practically doubled from 1929 
to 1956. 

Passenger-miles are up from 1929, but down from 1948. But the 
point that I wanted to make in that is that you will see that when 
revenues amounted to $267 million, back in 1929, that the net railway 
spereting income was $68.7 million. Revenues got up to $526 million 
in 1948, but net railway operating income was almost the same. It 
changed practically none. It was $68.6 million. Then in 1956 rev- 
enues were up to $590 million, about two and a quarter times what 
they were in 1929. But the net railway operating income is actuall 
less at 65.3, even considering the fact that, as I said awhile ago, it 
includes about $10 million of a temporary nature. 

What I wanted to show by that is that even though we are doin 
twice the work we did back in 1929, measured in physical volume o 
ton-miles, our take-home pay hasn’t gone up at all. It has gone down. 

That is despite the fact that, as you will observe from the 11th item 
in there, that the gross investment in road and equipment went from 
$1,094 million in 1929 up to $1,786 million in 1956. That is an in- 
crease of 63 percent. 

When you consider that we need to provide modern facilities and 
equipment at 2 to 3 times the prices of the late twenties to handle 
about double the volume of business, you can begin to appreciate that 
a squeeze is taking place.- We just don’t have quite enough money 
to do it with. It becomes pretty clear that the railroads’ need more 
take-home pay—that is, greater earnings—in order to continue the 
replacements and additions that are necessary to the proper handling 
of the business. 


These rate increases that we have had, even if they were timely and 
adequate to absorb all of the higher costs of operation, add nothing at 
all to the net income on which we have the requirements for capital 
improvements over and above depreciation. If they just merely wash 
out the higher operating expenses, they add nothing to the bottom 
line. And these depreciation accruals, based as they are on the origi- 
nal costs of facilities, don’t come anywhere near providing the money 
for replacements alone. 

This year, for the first time since 1946, the Santa Fe has done some 
borrowing to buy freight cars, to the tune of about $21 million. But 
whether we pay cash or whether we borrow, the cost has come from 
earnings ultimately. 

I think one of the interesting features, probably the most interesting 
feature of this comparison that I talked about a moment ago, between 
1956 and 1929 is that we were able to come as close as we did to the net 
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railway operating income of 1929 in view of the terrific increases in 

the cost of wages and prices and taxes. You probably noticed there 
that the average pay per straight-time hour went up from 64 cents in 
1929 to $2.14 in 1956. The total payroll, even though we had fewer 
employees, our total payroll went from $111 million plus in 1929 to 
$283 million plus in 1956. 

How we were able to produce even the result which we showed is 
pretty much of a long story. I don’t think I will go into all of the 

etails of improvements that we made to produce a showing of that 
kind. Briefly, it comes from doin hinge to help ourselves. It is 
reflected in the fact that we had 5,401 ewer employees to handle 
about twice the volume of business. It is reflected in the gross freight 
ton-miles per train-hour. That is a commonly used index of efficiency 
that combines both the train load factor ok the train speed factor. 
That went.up from 29,958 to 73,146. That efficiency index increased 
144 percent. 

Briefly, as I say, these are the results of a pretty much concerted 
program of modernization and improvement of the physical plant 
through the adoption of new technologies and new techniques. I 
think we are using practically every new development that science and 
invention has produced of necessity under this inflationary pressure, 
practically everything we do is dedicated to improving our service 
and holding down the costs of performing the service , the use of 
modern equipment and improved methods. Service is all we have 
to sell. If we were still operating at the efficiency levels of 1929, or 
even the middle forties for that matter, we would have had an overall 
deficit of many millions of dollars in 1956 and 1957. 

But we are not. The continued program of improvement, there- 
fore, is not just a desirable thing, it is an essential element in the rail- 
road survival. But the cost is very great. It takes money to do it, 
believe me. 

Since the end of World War II we have spent over $700 million in 
capital improvements on the Santa Fe alone. Funds for that, as I 
say, come from depreciation accruals that are allowed and charged 
against the earnings during the life of the property. They come from 
earnings retained after paying Federal income taxes. And they come 
from borrowing, which as I said a while ago, the repayment of which 
ultimately has come from earnings. And to the extent that deprecia- 
tion accruals are not sufficient to take care of replacements, that money 
is classed as profits, and partly taxed away. 

My thought is that that is tantamount to a drastic and continuing 
capital levy. It is eating away the business of the country. 

As a specific example, during the 11 years from 1946 to 1956, in- 
clusive, the Santa Fe purchased and constructed about 25,000 freight 
cars—new freight cars; and retired during that period about 20,000. 
We added 5,000 to it. On the average, the new car cost $6,800. That 
is in the 11-year period. You can’t buy one today for $6,800. They 
are anywhere from eight thousand five hundred to ten, eleven, or 
twelve thousand dollars. The cars that were retired, on the averag 
cost $2,000. ‘Those cars were necessary just to stay in business. Stil 
this unrealistic depreciation provided only a third of the cost of a new 
car. To correct that general deficiency the railroad industry is pro- 
posing certain legislation designed to give a more favorable tax treat- 
ment to amounts that are needed for essential capital expenditures. 
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Senator Smaruers. Senator Monroney, do you have a question? 

Senator Monroney. Yes, sir. I wonder if you would amplify this. 
You heard my question of the last witness, Mr. Marsh, relative to the 
economies that have been effected in the long-haul freight, your gross 
freight ton-miles per train-hour, in which you have shown a most 
creditable increase. It would reflect more increase in efficiency and 
freight handling on the long hauls than on the short hauls because you 
are speeding up the trains, and new equipment has made possible the 
doing of more work with fewer men on that portion of your service. 
The short haul, I imagine, is still a very expensive haul, man-hourwise; 
in those elements where your cost of doing business has increased so 
ae illustrated by your average hourly pay and of your total 

ayroll. 
r Mr. Marsu. I don’t have a separation of that figure as between—— 

Senator Monroney. I don’t think it is necessary, is it? Your No. 6 
figure would show staggering improvement in your efficiency. 

Mr. Mars. Yes. Your question is how would that compare, long 
haul with reference to short haul. I think we have made a corre- 
PONG improvement in allofourhauls. Youdon’t get uptoa nee 
this large on the short-haul business. This is the average of all. You 
don’t perform quite that many gross ton-miles per train-hour because 

ou don’t have, usually, the tonnage on the train. But we have diesel- 
ized our short runs as well as our long ones. We have effected econo- 
mies in all classes of service to make this average. 

Senator Monroney. But the Santa Fe, primarily, is a long-haul 
road, is it not? It is not one of these with a highly concentrated pop- 
ulation like New York, New Haven and Hartford. It is a long-haul 
road. And if you have made these spectacular increases in efficiency 
then would not that be indicative, at least, that there have been great 
economies made in the long-haul type of traffic? 

Mr. Marsn. Oh, I think you are right. I think it shows that there 
have been economies made in all types of haul, without any doubt. 
Of course we are getting to be an industrialized railroad, too, in cer- 
tain places. 

Seantor Monroney. Not as much as you could be. 

Mr. Marsu. California, Texas, and Oklahoma City. I was down 
there the month before last, to look at that industrial district of our 
out on Lincoln Boulevard. You have practically every national name 
that you can think of at the location out there. 

Senator Monronrey. Most of those, sir, are distribution centers. 

Mr. Marsn. That is quite true. 

Senator Monroney. Where we get hurt is on manufacturing centers 
that you have done such a spectacular job in helping to locate. But 
when we get right down to the final determination of industry, they 
look at the discriminatory freight rate which has been on us for our 
entire life as a State, and they decide that they are going to locate 
in the official territory. 

Mr. Marsu. Senator, we are never going to get around to the point 
where we discriminate deliberately against any of our communities or 
States. We are serving them. And unless they prosper, we are not 
going to prosper. If at any time we can locate an industry down 
there, and if we can have freedom to make rates that will give us a 
reasonable margin and move the traffic without regard to what effect 









392 PROBLEMS OF THE RAILROADS 





it may have elsewhere, we will sit down and talk to anybody about 
it, sir. 

Senator Monroney. We came into the union with a higher rate be- 
cause we were a long way from the markets. Of course, transporta- 
tion, speed, and economy of transportation, long haul, has tended to 
eliminate the distance factor, or reduce that. And yet to my knowl- 
edge I don’t believe there have been any major revisions in the 50 
years in States like mine and Senator Schoeppel’s, where we are still 
on a high freight rate plateau. 

In spite of the fine work that the Santa Fe has done in trying to hel 
get lower freight rates, I have been advised repeatedly that althoug 
our regional roads wish to reduce the rate, that there is some ex 
officio superbody of the railroads, your ratemaking conferences, I 
believe it is called, who sit at Chicago or New York City, can throw the 
veto on that. It is neither Government nor free enterprise. 

I wish you would tell us what that power is that is exerted over 
populations of the great States out West. In spite of the liberality of 
your fine organization, the Rock Island and the Frisco, that would 
reduce the rates, we get a veto thrown by some extracurricular body 
which says, “No, this would unhinge the status quo of the rate struc- 
ture within the official territory.” 

Mr. Marsu. I never heard of anything of that kind, where there 
was a veto. I am sure if the Rock Island, Santa Fe, or any other 
road could make reductions that would square all the way around 
with the costs of handling the business, be reasonably compensatory 
and square up with the laws and regulations and interpretations of 
them, that if they could move some traffic with it and improve the 
conditions in Oklahoma and the conditions of the Rock Island or the 
Santa Fe, I am sure they are all for it. 

Senator Monroney. I have definitely been told numerous times, 
when we have lost good industries that were seeking southwestern 
locations, that the local railroads were willing to grant commodity 
rates, but that they could not clear through your southwestern or 
official ratemaking conference. The railroads that have no interest 
whatever in operating in Oklahoma, Kansas, Mexico, or Texas, have 
enjoyed a veto power over that because they would say, though it 
doesn’t interfere with their traffic, that it might interfere with the 
dislocation of the status quo of some industrial setups that might exist 
in the official territory. 

Mr. Marsu. No, sir; I don’t know of anyone who is vetoing any 
action, that has any power to veto any action that we might want to 
take in that direction. 

Senator Monroney. What is the function of these ratemaking 
conferences ? 

Mr. Marsn. Well, they do have 

Senator Monronery. What is their power? 

Mr. Marsu. They do have certain functions, to consider rates, and 
to consider requests for reductions and all that. But I don’t know 
what you have in mind specifically. - If there is some specific rate 
that you could give me later on sometime, I would be glad to have it 
investigated. It may be some case where the’ rate that was sought 
was lower than could be supported by the costs of performing the 
service. And of course the railroads still have to make some money 
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in order to stay in business and provide the new equipment that we 
are talking about. 

Senator Monroney. My impression is that if you are considering’ 
the location of a steel mill in Oklahoma, and you ask for a commodity 
rate which is enjoyed by the official territory, and by some in the 
South, that is competitive with other locations of industry, that 
despite the willingness of the regional railroads to give a profitmak- 
ing rate because they would like to generate new traffic, and would 
welcome the tonnage, that there is a power that exists with the other 
ratemaking conferences to say, “I am sorry, Mr. Santa Fe, you just 
can’t do it,” whether it is back here in the official territory or 
otherwise. 

You know and I know that when the trains cross the Mississippi 
River you get on a higher rate plateau. It goes back to the time 
when they had 1 bridge or 2 bridges. I have shipped too much 
freight in my time to not know the difference when you cross the 
Mississippi or the Ohio to the South. It still is a high freight rate 
plateau that we inherited. It bears no relationship to the present-day 
transportation operating costs. 

Mr. Mars. When you find the fellow who wants to launch a steel 
mill down there, let me know. I will put our traffic department on 
it and I think we can fix him up with a rate pretty fast. I am not a 
rate man myself. I wish I could discuss some of those pros and cons 
more intelligently and in more detail with you. But I think that we 
could find that fellow a rate if we could get a steel mill in Oklahoma. 

Senator Monroney. I was impressed by the wisdom and logic of 
Mr. Loomis, the head of the AAR, when he clearly defined in neon 
letters that the 3-percent tax on freight transportation put an ex- 
ceptionally high penalty on those who are already on a high freight 
rate plateau. It magnified the inequities by adding 3 percent in the 
tax, and I agree with that. 

I would like to see the whole 3-percent tax abolished because I think 
it is inflationary and adds a markup all the way through. I am in 
your corner on that. I don’t think it produces revenue enough to 
justify the extra penalty. 

But our staff tells me that we have had a 108-percent increase across 
the board in freight rates, that there was no consideration given by 
the railroads or by the ICC to what this is going to do to magnify 
inequities. For example, if you have a commodity rate in my set 
State of Oklahoma of $2 a hundred, if you get a 108-percent increase 
your new rate becomes $4.16 instead of $2. If you had a raise of $2.16, 
or $2, across the Mississippi River, or north of the Ohio, if you had 
a $1 hundredweight commodity rate—and that is rather comparable, 
believe me, in the original rate—then the new rate, with the 108-percent 
increase that has taken place in steps and stages, your new rates be- 
comes $2.08 and those shippers have paid an increase of $1.08 on their 
rate, 

And so as the 3 percent magnifies the inequities, the 108 percent 
progressively has compounded the inequities. 

I don’t think the Santa Fe has been anxious to penalize the great 
bulk of their shippers that lie west of the Mississippi River. But 
the net effect, in this meat-ax approach, is that the ICC and the rail- 
roads have been using in making the poor poorer, and making those 
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who pay the higher rates pay a compounded higher rate on a per- 
centage increase. 

It seems to me that something must be done to reverse this trend 
because you are forcing out this great territory which you so ably 
serve and which you helped—as I said in the beginning—to create b 
bringing early settlers in. You are keeping us behind the eight-ball 
because apparently you haven’t taken off your coat to pick a perfectly 
moral fight in these ratemaking conferences. 

Mr. Marsu. Well, sir, what you say is true as to the percentage in- 
creases, and I was trying to point out awhile ago that were it not for 
all of the improvements that have been made by all of the money that 
has been spent to hold down the cost of doing the railroad business, 
those rates would be considerably higher. 

Senator Monroney. I am not complaining about or questioning the 
108-percent increase that might be necessary to produce the revenue. 
I am questioning the method by which this was put on. It would be 
like the Federal Government raising the percentage on the $2,500-a- 
year worker and reducing it on the man who had the million dollar 
income, and reducing his rates below that that is paid by the small 
merchant. 

We are paying more freight, so the freight-rate increase becomes 
magnified to us, and less in proportion after the raise to further favor 
the favored territory. 

Mr. Marsn. The differential is greater, is what you are saying. 

Senator Monroney. It is that the $2.16 rate is cumulative on us, and 
the $1.08 raise is not on those who have already, historically, enjoyed 
the cheaper freight rates. 


Mr. Marsu. The percentage increase is the same, but the differential 
is widened. 

Senator Monroney. The percentage on $2 is twice what it is on $1. 
That is what I am pointing out. 

Mr. Marsu. There may be some better way to do it. I don’t know. 
The railroads have struggled with thisthing. They have had the need 


for greater revenue right along. You take the railroad that operates 
only in the West, its costs, the increase it applies per hour on the fellow 
who is running the train, is no less than it is anywhere else. It is a 
national pattern and it is applied universally without regard to shelter 
it is in this part of the country or that, and without regard to whether 
the railroad is in the black or in the red. 

But the additional money to meet those things has to come from 
somewhere. There is no magic way to produce it other than the econ- 
omies we have been able to effect to hold down those costs. We think 
we have done a pretty good job. 

There is no place to find it other than the prices we charge for the 
services we perform. It has to be distributed over those services in 
some way. And as I say, there may be some better way to do it. But 
whatever the effect is, this 3 percent is just that much more. We have 
found that it has been the difference between rail service and a private- 
trucking operation. Many former customers of the railroad have gone 
into private trucking, pad the 3 percent has been a substantial influ- 
ence in bring them around to that. 

Senator Smaruers. Mr. Marsh, we are going to try to hear one more 
witness before we recess for lunch. So if you have any concluding 
remarks, will you please make them ? 
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Senator Lauscue. May I ask a question ? 
Senator Smaruers. Senator Lausche. r 
Senator Lauscue. Does the Santa Fe have any equipment unde 
lease and rental arrangement ? 

Mr. Marsu. No, sir; we do not. 

Senator Lauscue. Are there other railroads that do? 

Mr. Marsu. I think so; yes, sir. 

Senator Lauscue. Are you able to tell, when equipment is held 
under such an arrangement, who pays the ad valorem tax? Is it the 
lessor or the lessee ? 

Mr. Marsu. I wouldn’t be able to answer that question, sir. 

Senator Lauscue. You can’t answer ? 

Mr. Marsu. We have none of that. I think that question might be 
answered by some other witness. 

Senator Lauscue. The purpose of the question 

Mr. Marsu. I assume you have in mind equipment leased under 
Eamee Sarat leasing plans, such as the insurance company plan and 
so on 

Senator Lauscue. Yes. What I have in mind, if the agency recom- 
mended by Mr. Symes is put into existence, and the Government be- 
comes the owner of the equipment, and the railroad merely a | 
that the tax which is normally collected on that item would be lost? 

Mr. MarsH. You may be right. 

Senator Lauscue. That is, the Government would not have to pay 
the tax, the railroad being the lessee would not have to pay the tax. 
To that extent those revenues would be lost. Are you able to express 
an opinion on the statement I have just made? ; 

Mr. Marsu. No,Iamnot. Ihave not—— 

Senator Lauscue. If you are not, that settles it. 

Mr. Marsu. As I say, we did not support that plan. 

peegenet Lauscue. Let me ask you: You are not in favor of that 
an 
: Mr. Marsu. No, sir;I am not. I don’t agree with either the princi- 
ple of it, or the arithmetic. The plan would cost more. The presenta- 
tion in the exhibit points that out very clearly, that it is not.a low-cost 
plan. It is probably a high-cost plan. We are not looking for ways 
to increase costs. We are looking for ways to reduce them. 

Senator Lauscue. Aside from the economic phase of it, are you 
against the proposal because it would be putting Government into this 
business. 

Mr. Marsn. Yes, sir. 

I am against the principle of Government into business. Trans- 
portation is a business in this country, and I don’t think the general 
taxpayer should be required to pay a part of the cost of any trans- 

rtation business. I don’t see how the farmer out in the middle of 

ansas or down in Texas, why he should be required to pay through 
taxes, either directly or indirectly, the cost of people flying between 
Chicago and California 20,000 feet over his head, or the cost of im- 
proving the Mississippi River for a barge to go up there, or the cost 
that would be involved in an appropriation for railroad equipment. 
I don’t think that the general taxpayer should have that load. I think 
taxes are already high enough on the taxpayers. 

Senator Lauscue. Then it is your opinion that the Government 
entering into this business of leasing railroad equipment would be 
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to put it in private business and in violation of the general principles 
underlying our economy from the time our Nation was created? Is 
that in substance correct ? 

Mr, Marsu. I think that is right. I think it has already been done 
in connection with some other forms of transportation. 

Senator Lauscue. Let me pursue this a bit further. The principle 
which you are applying to the Santa Fe you want to apply to others 
in the railroad business, and to the air carriers, the barge lines, and 
the truck carriers; is that correct? 

Mr. Marsu. Yes, sir. You are asking a very profound question. 
I think my answer is that I don’t believe in subsidies for anyone. I 
think that everybody should be on an equal basis for competitive 
opportunity. They should all pay their own way. 

Senator Lauscue. I believe in your testimony you said that the 
airlines are now being subsidized by the hundreds of millions. Will 
you elaborate on that? 

Mr. Marsu. I think, although I don’t have the precise figures be- 
fore me, that it is commonly known that the Government has appro- 
priated earlier this year some $410 million for airways. 

I would like to reconstruct that. I have before me here a state- 
ment which shows the unreimbursed cost to the Federal Government 
for providing of domestic transportation and postal facilities and 
services. In that statement it shows Federal airways in 1956, $108,- 
285,000 ; 1957, an estimated $193 million plus; 1958, an estimated $320 
million. And grants-in-aid for civilian airports, $18 million, $45 
million, and $75 million in 1958. 

Cash subsidies to domestic airlines, $33,870,000 in 1958. And if my 
understanding is correct, something like a half billion dollars has 
already been spent on the airways by the Federal Government. 

Senator Lauscue. Did I understand you to say a half billion 
dollars? 

Mr. Marsu. A half billion dollars, yes, sir, in that area ; $500 million 
to $550 million. I could have those figures developed if you would 
like it? 

Senator Lauscne. This may sound elementary, but I would like to 
hear from you what impact that has on your ability to continue in the 
operation of the passenger business ? 

Mr. Marsu. I directed myself to that briefly a while ago with 
reference to the impact that it has. The airlines have speed; that is 
a considerable advantage over anything that runs on the ground, of 
course. They should be commanding a substantial premium, I think, 
for the thing they have to offer of value. 

Senator Lauscue. With conditions as they are now, having in mind 
the advantages of transportation by airlines through speed, and prob- 
ably comfort, considering the existing laws and regulations, what is 
your opinion of what the ultimate destiny of the passenger-carrying 
business is in the railroads? 

Mr. Marsn. Sir, I think it depends upon governmental action to 
some extent. 

Senator Lauscur. My question is submitted considering regulations 
and laws to continue as they are now. 

Mr. Marsu. Without any change? 

Senator Lauscne. Yes. 
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Mr. Marsu. Without any change, I have an idea that we would get 
around to the point where no one could carry passengers as a private 
proposition because we have costs going up year after year, but rates 
not going up on the airline carrier. And that is the competition we 
are up against. If that continues—and I assume your question meant 
a continuation of the present policies—if that continues, and the peo- 
ple that use the airlines are carried at the rates of 1940-41—and that 
is what we have today, that is the situation we have—I think that the 
airlines will be giving away their services, and somebody has got to 
foot the bill, and I suppose ultimately it will be the Government. 

Senator Lauscue. Is there anything that you can do to improve 
your railroad service and keep for yourself a part of the business that 
is now being taken away by the private automobiles and by the air- 
lines ? 

Mr. Marsu. We have done a great deal in that direction. 

Senator Lauscue. Do you see anything more that you can do? 

Mr. Marsn. No; not in the way of improved service. There might 
be some development in connection with equipment that would give 
a better service, but I don’t think we should try to compete on a speed 
basis. We are now trying to compete on the basis of comfort and con- 
venience and room to move around, and a scenic route, and trying to 
talk to people on the basis of going there, rather than being there. 

Senator Lauscue. The changes which you think should be made 
are set forth in your written testimony and were given in substance by 
your oral presentation ? 

Mr. Marsu. Yes; pretty much in substance, although I didn’t cover 
everything that is in my statement by any means. I think briefly we 
have to get around to where there are user charges proportionate to the 
cost of the facilities and the use made of them, and put everybody on 
his own feet, let him pay his own way, and then we would find out 
where the cost is greater and what it should be in relation to the type 
of service the customer wants, and let the customer decide to put it 
on an equal basis of cost. 

Senator Lauscur. About a week ago there appeared, before the 
Aviation Subcommittee of this main committee, witnesses who testi- 
fied that the airlines will, by 1960, spend $214 million for jet equip- 
ment. They gave testimony about the need of extending landing lanes 
to a length of 10,000 feet. May I have your opinion on what impact 
that will have upon your passenger business? 

Mr. Marsn. I think perhaps it would have some impact upon it. 
As I understand the question, it will speed up the schedules of the 
airlines still further. I think today that the speed of the airlines is 
the attraction. And if they make it even faster there will be even 
more attraction there. I don’t think it will help us any. 

Senator Lauscue. I tried to learn what the cost to the Federal 
Government will be of modernizing the airports so that they will 
be able to accommodate these jet planes, and that information, I am 
informed, is not yet available. 

You made one statement that is susceptible of two interpretations, 
and I would like to clarify it. You dealt with a statement which 
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appeared in the U. S. News & World Report of November 22, 1957, 
where the news report stated : 

For one thing they, the airlines, are up against a long-run policy of holding 
down the cost of air travel. That has been the policy over the years of the 
industry as well as the Government. It is aimed at making air travel popular. 

Is it your purpose to leave the committee with the impression that 
both the Interstate Commerce Commission and the airlines engaged 
in a policy of holding down the rates to draw the passenger service, 
and that therefore, since about 1932, in some airlines there have been 
no increases in rates? 

Mr. Mars. I said earlier I wasn’t going to criticize the Interstate 
Commerce Commission, and I am not going to do it on this. It is 
the Civil Aeronautics Board, as I understand it, that has jurisdiction 
over that. That is the situation that has developed. Andasthe U.S. 
News & World Report put it, it has been the policy, apparently, until 
recent times, of both. 

There is a hearing going on, as I understand it, which will run 
until sometime this summer, on applications of the airlines to increase 
fares. 

Senator Lauscue. I assume you do mean to imply by that that the 
interesting question will arise at one time when the railroad passenger 
services will be eliminated and the airlines will have it by themselves? 

Mr. Marsn. That could happen under certain conditions, a con- 
tinuation of conditions. I think it could happen. It would be one 
of ony cases where then, I suppose, the fares could be adjusted more 
readily. 

Sasnien Lavuscue. I hope that you will be able to do something 


about maintaining the passenger'service. But to be honest with you, 


I think you are “spurlos verschwunden”—lost without trace, I think 
it means. 

Senator Monroney. Mr. Chairman, just to keep the record straight, 
the subsidized domestic airlines in the United States, are limited to 
the feeder airlines. There is no domestic trunkline which these com- 
sesame, witnesses have mentioned that are on subsidy today. Feeder 

ines in my State, and in most States, serve the cities that no longer 
have rail passenger service. And it is a necessary part of our pas- 
senger transportation. 

Passengers come off the buslines, and not off the rail lines, because 
there is virtually no rail service to many of these points. 

Secondly, the cost of Federal airways, of $320 million, is a result of 
a railroad-minded Secretary of Commerce who did not modernize the 
airlines to keep them safe during the early years of this administra- 
tion. So that a $320 million expenditure is necessary to catch up for 
5 years of inaction. Fifty percent of these airway services are used 
by the military, traffic survevs show. And I am sure we don’t want 
the airlines to pay for the military air-traffic controls. 

In the third place, the airlines do not land on these airports for 
free. The rates are rather high, and are charged by the airports 
themselves for the landing rights for the passenger planes. So they 
do vay, and pay a considerable charge, for the use of our airports. 

Senator Smatuers. This is a hearing, as we stated at the outset. 
We will endeavor to determine whether or not the situation with 
respect to the railroads is so serious that this Congress should occupy 
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its time to try to do something about it. We are not running a com- 
itive hearing as between railroads, trucks, and airlines. We have 
ad many hearings with respect to the airline situation. We have not 
had many in recent years with respect to railroads. What we are 
concerned with here is not one as opposed to the other, but what is in 
the interest of the general, overall, national transportation policy. 
Mr. Marsh, if you have concluded your testimony, may we say that 
we are delighted to have had you here. 
Mr. Marsu. I have concluded. 
Thank you very much. 
(The prepared statement of Mr. Marsh follows :) 


STATEMENT OF ERNEST S. MARSH, PRESIDENT, THE ATCHISON, TOPEKA & SANTA FE 
Rattway Co. 


Mr. Chairman, my name is Ernest 8S. Marsh; I am president of the Atchison, 
Topeka & Santa Fe Railroad Co., with headquarters at 80 East Jackson Boule- 
vard, Chicago, Ill. 

The announcement of these hearings and the subsequent invitation to appear 
before your committee came as a most welcome and encouraging indication of 
the awareness of the problems that have confronted the railroads and the need 
for constructive action. 

The concern of your committee that the railroads are heading for serious 
trouble is shared by a great many people, in and out of the industry. The 
deteriorating situation comes primarily from applicable laws making it impos- 
sible for the railroads to compete on equal terms with others in accordance 
with American traditions of fair play in business and competition of all kinds. 

It is my belief that a grave responsibility rests with Congress to adopt now 
such measures as will put an end to this attrition before it reaches the point of 
crippling the eceonomy of the entire country. The railroad industry cannot go 
down the path of destruction without carrying along its patrons—the public—and 
the standards of the American economy which have been built around, and are 
now based upon, a marketing and distribution system almost totally dependent 
upon the reliability and efficiency of transportation. 

I believe there is an obligation to the Amercian people to avoid such a disas- 
trous result through intelligent and foresighted legislative action. 

It is fitting at this time to have a reexamination of Government transporta- 
tion policies, which have always seemed to give the least amount of considera- 
tion to the most essential agency of transportation—the railroads. It has been 
through these regulatory statutes and through promotional statutes providing 
for Government aid of one kind or another to competitive transportation agencies 
that the railroads have seen their situation worsen gradually, with impairment 
of earnings and weakening of their financial position. Continuation of policies 
which put the railroads at a serious competitive disadvantage may well mean 
ruination of the finest system of transportation enjoyed by any country on the 
face of this earth. 

As I have attempted to analyze the reasons that Congress heretofore has 
not come to grips with this problem, there seemed to be a feeling that, after 
all, nothing could happen other than the effect upon the railroad industry itself, 
and Congress did not seem to worry too much about that. The real point, and 
the point which I want to emphasize, is that great harm cannot be done to 
the railroads without doing great harm to the whole economy and the American 
people. It is a truism that America was made by transportation, and America 
can be damaged severely by weakening transportation. Service will deteriorate 
and total transportation cost will increase unless the plant is vigorous and 
healthy. 

Now, addressing myself for the moment to another facet of the problem, i. e., 
the railroads themselves; certainly a continuation of existing policies will harm 
the railroads’ efforts to keep costs at the lowest possible level and increase 
efficiency through technological improvements designed to give better service. 
Their continuation will jeopardize hundreds of thousands of railroad jobs and 
destroy the investments of other hundreds of thousands of American citizens, 
men, women, and children, and institutional investors who have put money in 
railroad securities with the rightful expectation of receiving fair return. 
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The present situation is coldly realistic; the railroads are still suffering 
from a combination of (1) unequal competitive opportunity with artificial 
diversion of traffic, plus (2) the inflationary spiral that is so common to all 
industry. 

The disturbing truth is that the trend continues unabated. If allowed to 
follow its present course, it could have an end result that Congress might wish 
to prevent—the eventual end of the private ownership of the railroads, and 
then of other agencies of transportation. The time has come for a decision on 
the really important question: What do you want and how do you expect to 
get it? 

Usually, the recognition that a specific problem exists is about half of the 
solution for it, but, actually, the difficulties of the railroads have been recog- 
nized and have been a subject of studies and reports by boards, commissions, 
and committees for a quarter of a century. Still, few fundamental remedies 
have been adopted, and most of the basic causes of those difficulties are with 
us today. 

As far back as 1932, a National Transportation Committee was created, in- 
cluding former President Coolidge as Chairman, Bernard Baruch, former New 
York Governor Al Smith, and other prominent Americans. Its report recom- 
mended : 

1. The Nation’s entire transportation system should be subject to regu- 
lation, but only as much as was necessary for the portection of the public. 

2. Regulation should not usurp management’s right to manage. 

8. No form of transport should be either handicapped or favored by 
Government. 

4. Government subsidy of any of the costs of competing transport as a 
defense against monopoly should cease, inasmuch as the threat of monopoly 
in the transportation field no longer existed. 

5. Inland waterways should pay all their own costs, and Government 
should get out of the barge-line business. 

6. Highway transport should bear its fair burden of the cost of highways, 
plus its share of the general taxload. 

7. Airlines should ultimately pay their own way. 

With the single exception that the Federal Government has relinquished its 
ownership of the Federal barge lines, the other recommendations of the 1932 
Committee are still equally appropriate as a current proposition. 

Then, later, President Roosevelt appointed the Joint Committee of 1938, com- 
prising 3 railroad executives and 3 labor leaders. The Committee recommended 
the fair and impartial regulations of all modes of transportation. It recom- 
mended the establishment of tolls for inland waterways, and relief for the rail- 
roads from grade-crossing-elimination costs. Another Committee recommenda- 
tion was that the Interstate Commerce Commission should not consider the effect 
of proposed reduced rail rates on competitive traffic. 

Back in 1947, President Truman told Congress that he believed it unwise to 
place the entire burden of expanding, improving, and maintaining the airways 
upon the general taxpayer. In 1950, he reiterated his demand that the airlines 
become “increasingly self-supporting in the near future.” In 1957, President 
Eisenhower, in his budget message to Congress, said, “The time has come when 
consideration should be given to requiring the users of the airways’ facilities to 
share the cost of providing this service.” Yet little has been done to remedy the 
recognized injustice. 

Then, there was the Senate committee study of the national transportation sys- 
tem, which, after lengthy hearings, resulted in an extensive progress report in 
1951, citing the need for impartial transport regulation, the unfairness to rail- 
roads of lavish subsidies to their competitors, the financial problems faced by the 
railroads and the need to allow railroads to make competitive rates. Then, of 
course, the more recent Cabinet Committee Report, which, among other things, 
recommended greater freedom for the railroads, in competitive ratemaking. 

So, we have a situation today where the railroads’ problems remain about as 
they have been viewed by various distinguished groups during the past quarter 
of a century. 

My remarks should in no way be interpreted as criticism of the Interstate Com- 
merce Commission. It is a good Commission, and, while we do not agree with 
their every decision, we are convinced that they are striving conscientiously to 
follow applicable law and carry out their duties within the mandates of legisla- 
tion and court decisions. Generally speaking, it seems fair to say that the Com- 
mission should not be charged with major responsibility for the railroads’ present 
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plight which results primarily from legislative policy as expressed in statutes and 
laws rather than the interpretation and administration of regulatory statutes by 
the Commission. The Commission has recognized that problems exist but its 
efforts to correct them have been limited. It has consistently stressed the im- 
portance of public common carrier transportation and has attempted both by its 
interpretation of the provisions of the Interstate Commerce Act and by its legisla- 
tive recommendations to Congress to protect the regulated carriers from unfair 
and destructive competition by those subject to little or no economic regulation. 
For that matter, I would prefer that my remarks not be taken as criticism 
of anyone in Government—the past is gone and we are now looking to the future. 
We must start with the present situation as it is today and determine as best 
we can just what is in the long-term public interest. It is in that light that I 
would want my comments received as constructive suggestions to avoid further 
deterioration of the ability of the railroads to perform the type of service 
that is so vital to the commerce of the country and our national security. 


THE PRESENT SITUATION 


Despite well considered recommendations over a quarter of a century that 
the airlines should pay their own way, still we find them benefiting from subsi- 
dies and new governmental appropriations in the hundreds of millions of dollars, 
and, at the same time, being required by Government to stay with a preinfla- 
tionary rate level. Just recently this has been emphasized by some of the 
major airlines: 

In American Airlines, Inc., annual report for 1956, President C. R. Smith 
said: “Airline fares are too low and should be increased. In 1956 average 
airline fares were slightly below their 1942 levels. During the same 15-year 
period railroad fares went up nearly 40 percent, without reflecting the recently 
authorized increases, while motor coach fares rose more than 25 percent. 
The index of retail prices has increased by about 67 percent since 1942.” 

United Air Lines (Wall Street Journal November 18, 1957) President W. A. 
Patterson stated that United’s costs have risen 151 percent since 1940, the last 
time the industry was granted a general rate increase. 

Eastern Air Lines, Inc. (Wall Street Journal November 21, 1957) Chairman 
Rickenbacker said, “Today we are selling a product for a lower price than in 
1938.” At the same time, he observed wages have been increased by 156 percent 
and seat-mile costs have gone up 640 percent. 

This situation was well described by the U. S. News & World Report of 
November 22, 1957, where they said, “For one thing, they (the airlines) are 
up against a long-run policy of holding down the cost of air travel. That has 
been the policy, over the years, of the industry, as well as the Government. It 
is aimed at making air travel popular.” 

That is the kind of destructive competition the railroads are up against in 
the passenger field. The great airlines in our territory concentrate upon the 
centers of population at a relatively few places and devote their attention to 
the traffic potential which constitutes the cream of the crop. On the other 
hand, we give service as well to the intermediate communities along our line. 
Every taxpayer is footing the bill for a Government policy designed to make 
air travel popular by selling the service at preinflationary rates and far below 
its true cost. Is it any wonder that railroad passenger fares are also depressed? 
Is it any wonder that a resasonable profit cannot be made by anyone in the 
passenger carrying business? 

Despite recommendations over a quarter of a century, the situation with respect 
to competition in freight transportation remains highly unfavorable to the 
position of the railroads. Inequalities exist by reason of promotional and 
regulatory policies of Government. Motor carriers and water carriers receive 
substantial indirect subsidies through their use, on a free basis or at below-cost 
charges, of transportation facilities provided and improved at public expense. 
Among the motor carriers and water carriers, regulation applies to only a rela- 
tively small proportion, and the regulated minority is subject to controls falling 
far short of those applicable to the railroads. 

The growing multitude of truckers operating as carriers of agricultural com- 
modities are exempt from all economic regulation under part 2 of the Interstate 
Commerce Act, while the railroads, in hauling the same commodities in competi- 
tion with them, must observe all the rigorous regulatory requirements of part 1 
of the same act. Many truckers, while actually operating as “for hire” carriers, 
escape economic regulation under the provisions of part 2 of the act by dis- 
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guising their operations usually by the subterfuge of the buy-and-sell method, 
when their primary business is the transportation performed rather than the 
production or merchandising of property. 

By reason of the commodity clause and other provisions of the act, the railroads 
do not have the privilege to engage in this type of transportation in their rail 
operations, nor do they have the freedom to exercise managerial judgment in the 
matter of competitive rates. Neither do they have freedom to engage in 
highway and waterway operations on the same unrestricted basis. 

The situation is worsening because of the constantly increasing numbers of 
carriers exempt from economic regulation. Collectively, they constitute a 
serious challenge to the future of all transportation. Today, merely by leasing 
a vehicle or making the downpayment on one, almost anyone can go into the 
transportation business under the guise of private or agricultural carriers 
in competition with the rigidly regulated railroads. Perhaps it would make 
as much sense to remove the commodity clause and allow the railroads the 
same degree of latitude in diversification. Perhaps it would make as mucly 
sense if the agricultural exemption were applied equally to the railroad freight 
car. Perhaps it would make as much sense if all restriction were removed 
from making rates on commodities that could be carried in a railroad freight 
ear which otherwise would be required to make an empty return movement. 
At all events, simple justice suggests equality of opportunity. 


THE FINANCIAL SITUATION 


Until the moderate downturn in general business conditions in 1957, this coun- 
try has experienced unprecedented economic expansion and prosperity since the 
close of World War II. In practically all segments of the economy tremendous 
capital expenditures have gone into the production of constantly increasing 
amounts of goods and services. One of the byproducts of this growth has been the 
inflationary spiral in wages, prices of materials, and taxes with which all indus- 
tries have had to contend, the railroads no less than the others. 

The unrelenting pressure for higher hourly rates has brought nine rounds of 
wage increases to the railroad industry since World War II. In addition to these 
increases, there have been cost-of-living adjustments and the workweek for about 
80 percent of the railroad employees was reduced from 48 to 40 hours with no 
reduction in take-home pay. It is appropriate to say that increases on the rail- 
roads have just about followed the national pattern in other basic industries. 
However, it is fair to say also that this inflationary pressure hits an industry like 
the railroads harder where prices are not so easily nor so readily adjustable and 
where labor costs take up such a large proportion of operating revenues. These 
pressures bear more heavily on the railroads too because of the high ratio of 
investment in physical plant and equipment and the necessity for carrying on a 
substantial capital expenditure program. They are more severe on the railroads 
than on the railroads’ competitors who do not have to bear the added costs for 
maintaining facilities comparable to the track structure of the railroads. 

These increases in costs which have already had serious effect on railroad earn- 
ings are continuing their upward spiral and the prospects are for a further sub- 
stantial reduction in earnings for 1958. 

Mr. Loomis has very ably presented the cumulative and debilitating conse- 
quences of even a moderate downturn in traffic when accompanied by continued 
upward thrusts of costs. He has shown that the rate of return on net investment 
of the railroads—which was already extremely low by any reasonable compara- 
tive standards—will drop from 3.95 percent in 1956 to 3.35 percent in 1957 and 
probably to less than 3 percent in 1958. The decline is not peculiar to any par- 
ticular railroad or region. It is an industrywide problem. Even more drastic 
is the downward revision of the rate of return for the Santa Fe. It will drop 
from 4.83 percent in 1956 to about 3.97 percent in 1957 and perhaps to less than 
3.4 percent in 1958. As a realistic matter it must be remembered that these 
rates of return are greatly inflated by the temporary tax effect from accelerated 
amortization on certified facilities—if this temporary effect were eliminated the 
Santa Fe rates of return would become 4.08 percent in 1956, 3.27 percent in 1957, 
and an estimated 2.8 percent in 1958. 

Actual results for 1957 are available for only 11 months. It is significant that 
the net income for the first 11 months of 1957 declined 16.3 percent from the first 
11 months of 1956 and 26.5 percent from the corresponding period in 1955. It is 
significant also that net working capital of the Santa Fe Railway system, exclusive 
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of materials and supplies, declined from $78.1 million at September 30, 1955, to 
$44.9 million at the end of September 1957. 

To illustrate the long-time cumulative effect of the multiple problems involving 
unequal competitive opportunities and constantly rising costs of doing business, 
a comparison of the following Santa Fe figures is particularly revealing: 


Item 1929 1948 
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0 Revenue ton-miles (billions) 

(2) Revenue passenger-miles (billions) ._............-.-------- 
3) Total operating revenues (millions) 5 

4) Taxes (milli ns). 

5) Net railway operating income (millions) 

6) Gross freizht ton-miles per train hour 

7) Employees 
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11) Gross investment in road and equipment (billions) 
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When revenues amounted to $267 million in 1929, the net railway operating 
income was $68.6 million; by 1948, the revenues had grown to $526 million, but 
net railway operating income remained virtually the same, at $68.7 million. In 
1956, with revenues of $590 million—about two and one-fourth times as large as 
1929—the net railway operating income was actually less, at $65.3 million, even 
after including $10 million of a temporary nature by reason of amortization of 
certain facilities for which necessity certificates were granted. We have had no 
increase in our take-home pay, despite the fact that the physical volume of busi- 
ness just about doubled from 1929 to 1956 when measured in revenue ton-miles 
handled; and despite the further fact that the total money investment in road 
and equipment went from $1,094 million to $1,786 million, an increase of 63 
percent. 

Now, when it is considered that we have to provide modern equipment and 
facilities at 2 or 3 times the costs of the late twenties to handle an increased 
physical volume, the squeeze that is taking place becomes abundantly clear. It 
becomes clear that the railroads need more take-home pay, that is, greater 
earnings, to continue the replacements and additions necessary to proper han- 
dling of the business. 

Rate increases based on merely absorbing higher operating costs, even if they 
are timely and adequate to do that, add nothing at all to the net income and 
the financial ability to make capital improvements. Depreciation accruals, 
based as they are on original costs, do not come anywhere near providing the 
money for replacements alone. This year, for the first time since 1946, the 
Santa Fe has done some borrowing to the extent of approximately $21 million to 
finance the purchase of freight cars. Whether we pay cash or borrow, the extra 
money for replacements and additions has to come ultimately from earnings. 

Probably the most interesting feature of the comparisons between 1929, 1948, 
and 1956 is that, even with the increased volume, we were able to come as close 
as we did to the net railway operating income of 1929 in view of the terrific 
increases in the costs of wages, materials, and taxes. How we were able to 
show even this inadequate result is somewhat of a long story, but, in a few words, 
it stems from doing things to help ourselves. It is reflected in the comparison 
which shows that we had 9,401 fewer employees in 1956 to handle approximately 
twice the physical volume. It is reflected in the comparison of freight gross 
ton-miles per train hour—a commonly accepted index of efficiency combining 
both the train load and train speed—which increased 144 percent over 1929. 
Briefly, these are the results of a concerted program of modernization and im- 
provement of the physical plant with the adoption of new technologies and tech- 
niques. Of necessity, practically everything we do is dedicated to improving our 
service to the public and holding down the costs of performing that service by 
use of modern equipment and improved methods. 

We are using the latest developments in electronic accounting and communi- 
cations, radio, microwave, the light metals and alloys, internal-combustion en- 
gines, mechanized track maintenance equipment, motorized freight-handling 
equipment, automatic signaling systems including the highly ingenious cen- 
tralized traffic-control method of train operation, and, in one form or another, 
practically every scientific or mechanical development of the times. I would not 
say that we are perfect in this, or that we are using as much of the new tech- 
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nologies as we would like to use, but to the extent of our earnings and financial 
ability, we think we have gone as far as anyone could go in keeping abreast of 
the great American capacity for new inventions and new ideas. By research and 
experimentation, we are constantly seeking ways to improve our service and 
reduce our costs. This has been an unending search over a long period of years. 
It continues. 

The railroad today is vastly different from the railroad of 1929 when we had 
no such things as centralized traffic control, diesel locomotives, air-conditioned 
passenger cars, radio communication, mechanized maintenance and freight hand- 
ling equipment and the many other improvements in common use today. If we 
were still operating at the efficiency levels of 1929, or the middle forties for 
that matter, we would have an overall deficit of many millions of dollars. 

This is mentioned to show that, as we march ahead with modernization and 
try to keep step with new equipment and methods, we can never consider the job 
fully completed, because what was modern yesterday may be obsolete tomorrow. 
The past has seen great changes in the railroad but it takes a terrific amount 
of money to keep going ahead with the improvements needed to maintain the 
type of up-to-date service that will attract revenues and translate a part of 
those revenues into earnings. In the period since the end of World War II, the 
Santa Fe has made capital expenditures for additions and betterments in ex- 
cess of $700 million. 

A continued improvement program is not just a desirable thing—it is an es- 
sential element in a railroad’s survival. Funds for improvements come from 
three sources: (1) Depreciation accruals that are allowed as a charge against 
earnings during the life of the various units of property, (2) earnings retained 
after payment of Federal income taxes, and (3) borrowing—the repayment of 
which must ultimately come from earnings. 

Earlier I mentioned that depreciation accruals, based as they are on original 
costs, do not come anywhere near providing the money for replacements alone. 
This is not to say that the service lives converted to depreciation rates fail to 
represent the optimum period of time over which a particular unit of property 
may be made to serve. The depreciation accruals, however, are unrealistic, as 
they completely disregard what should be the first essential of any business con- 
cern, that is, it should recover its full cost of merely perpetuating the business 
before it can be considered to have made a profit or to have a taxable income. 
To the extent that depreciation accruals fail to provide money for replacements 
to stay in business, the profits are overstated and largely taxed away. This is 
tantamount to a drastic and continuing capital levy. 

The concept that the dollar sign is a stable measure of value when evidence to 
the contrary is so apparent on every hand leads the accountants and tax au- 
thorities into the untenable position of holding that the cost of using a facility in 
the year 1957 is a pro rata of the dollars spent 20 or 30 years ago. Actually, 
what we are using is a portion of the real value of the facility that must be 
replaced at the higher costs of today. 

As a specific example, during the 11 years, 1946 to 1956, inclusive, the Santa 
Fe purchased and constructed 24,935 new freight cars. During that same period, 
the Santa Fe scrapped, or otherwise disposed of 20,176 freight cars. Of course, 
there was not an effective replacement in kind throughout, that is to say, there 
was not a unit-for-unit replacement by types of cars retired, and there were 
differennces in size and construction details in the new car purchased since the 
war as compared with the old car which may have been purchased 30 years 
ago. Nevertheless, the comparison of costs is startling. On the average each of 
the 24,935 new cars cost $6,800, while on the average each of the 20,176 cars re- 
tired originally cost $2,000. Unrealistic depreciation provided less than one- 
third of the cost of the new car. After all, these cars were necessary merely 
to stay in business. The volume of our traffic was less in 1956 than it was in 
1945. Yet, depreciation failed to cover two-thirds of the cost of staying in the 
business of hauling freight in freight-train cars on our railroad. 

To correct this general deficiency, the railroad industry will propose legisla- 
tion designed to give more favorable tax treatment to amounts needed for es- 
sential capital expenditures. 


THE AGRICULTURAL EXEMPTION 


Probably the most serious problem confronting the railroads in the years 
since World War II has been the heavy and steadily growing diversion of traffic 
to other forms of transportation. One of the major factors in this decline in 





mm ~*~ ane m.* 


oes — m ath eH oe 


oe a 


PROBLEMS OF THE RAILROADS 405 


traffie has been the exemption of large segments of competing forms of trans- 
portation from:any economic regulation whatsoever. 

Today only about one-third of the freight traffic moving by highway is subject 
to economic regulation. The rest is handled by carriers who are entirely free from 
such regulation, and a major part of that exempt traffic moves under the so-called 
agricultural commodity exemption found in section 203 (b) (6) of the Inter- 
state Commerce Act. Being pretty much a granger railroad operating in the 
great agricultural areas of the West, approximately 20 percent of the tonnage and 
revenue of the Santa Fe comes from commodities subject to that exemption, and 
the Santa Fe, like other railroads, has lost and is continuing to lose a large and 
rapidly increasing volume of that traffic to the exempt truckers. 

The reason for this diversion is obvious. The railroads regulated under the 
Interstate Commerce Act are tied in an economic straitjacket which severely 
limits their ability to compete for traffic on equal terms with the exempt carriers. 
The railroads must publish their rates so that everyone—including their exempt 
competitors—may know exactly what their charges are. They cannot pick and 
choose their traffic but must serve all shippers alike without discrimination. 
They may not discriminate between shippers, localities, or regions in the rates 
they charge. They cannot change their rates except on 30 days’ notice to the 
public, unless special authority is granted by the Interstate Commerce Commis- 
sion for good cause shown. Their rates are subject to suspension upon protest 
by shippers or other carriers and may be suspended for long periods of time. 

The exempt trucker, on the other hand, is subject to no such restrictions and 
has no standards to observe. While the rates charged by the railroads are in- 
flexible and are open to him, his rates are secret and he can change them at will 
in order to get the business. He is under no obligation to provide service and may 
pick and choose whatever traffic he desires to handle. His rates may be as high 
or as low as he wishes, and he is free to discriminate between shippers in the 
rates he charges. He may vary them from mere gasoline money for a return 
trip to high levels in times when there are few operators of his kind available 
in a particular area. Moreover, for all practical purposes, the exempt trucker 
because of absence of any requirement for registration and inadequacy of the 
Commission’s present enforcement staff is virtually free from effective safety 
regulation. 

It is not surprising, therefore, that the traffic handled by the exempt truckers 
has been growing by leaps and bounds. Regulated carriers are bound to be the 
losers in such an unequal competitive struggle. 

As its legislative history shows, the agricultural exemption was originally 
enacted to aid the farmer or producer, and the farm-to-market haul was primarily 
in mind. But, because of the rather loose language in which it was drafted, the 
courts have gradually extended the exemption to include a large part of the 
products of the great food-processing industries. Recently the exemption has been 
extended to include frozen foods, and there are some who seek to extend it to 
canned goods. 

Of course, there are many who are able to benefit from the present situation. 
The charges of the exempt carriers are generally lower than those of the regulated 
carriers, at least during periods when a surplus of transportation equipment is 
available. And there has always been the railroad to fall back on during periods 
of heavy traffic movement, when the exempt trucker often increases his charges 
substantially. But these are only short run advantages. 

If the present trend continues, the railroads are bound to be seriously weak- 
ened. Their service will suffer. They cannot afford to provide and maintain 
the expensive equipment needed to transport the exempt commodities if their 
function is to be relegated to that of providing a mere standby service during 
periods of peak movement. With a constantly shrinking volume of traffic, they 
will have to increase their rates on other traffic or allow their equipment and 
service to deteriorate. And the small shipper who must rely on common-carrier 
transportation for his survival will be the greatest loser. All agricultural ship- 
pers would be dependent upon a type of transportation which has no obligation 
to serve them. 

The fundamental issue can be indicated by a simple question: Does this 
country need a strong and healthy common-carrier system of transportation? I 
think that it does, and I have heard little argument to the contrary. Tradi- 
tionally, our legislatures, both State and Federal, have recognized the need for 
financially responsible common carrier service available to all shippers, both 
large and small, under reasonable rates, openly published and free from discrim- 
ination. It necessarily follows, then, that regulatory policies which threaten the 
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health of such a common-carrier transportation system are contrary to the 
public interest. 

At least some shippers are beginning to realize that continual and increasing 
expansion of exempt transportation is not all to the good. In spite of the fact 
that frozen foods have recently been held to be within the agricultural exemp- 
tion, the leaders of that industry have indicated that they prefer the certainty 
and reliability of common-carrier transportation. They need the stability of 
published rates and known transportation charges for the orderly marketing of 
their products. They realize that if regulated carriers are to make heavy invest- 
ments in modern refrigeration equipment to transport their products, they must 
have some assurance that this equipment will be utilized. The Santa Fe, for 
example, now has 235 mechanical refrigerator cars in service that were built at 
an approximate cost of $6 million and 50 additional cars on order which will 
cost about $144 million. This is but the beginning of a long-range program for 
increasing the mechanical refrigerator car fleet, but such plans cannot be carried 
through if there is no assurance that this expensive equipment will be utilized 
sufficiently in the future to justify the cost. Since the recent extension of the 
exemption to frozen fruits and vegetables we are under the necessity of reap- 
praising the long-range program. 

Many of those in other industries which are affected or are likely to be 
affected by the present trend in the interpretation of the agricultural exemption 
are beginning to think along similar lines to those in the frozen-food industry. 
Certainly the time is ripe for some reasonable compromise of the various con- 
flicting interest to halt the present trend before it is too late. Several sug- 
gestions have been made to accomplish this objective. 

The Interstate Commerce Commission has drafted a bill (H. R. 5823 and 
S. 1689) which would limit the exemption to movement from the point of 
production to a point where the producer or grower loses actual possession 
and complete control of the commodity. In addition, the ICC bill would redefine 
the exemption to exclude certain industrially processed commodities, such as 
frozen foods, recently added by judicial interpretation. 

Another approach which is receiving considerable support from those in the 
food-processing industries is found in a bill (8S. 2553) which would redefine the 
exemption to prevent its further extension and to exclude certain commodities, 
such as frozen foods, dressed poultry, and the like, which have recently been 
exempted by court decision. Under this plan, unregulated carriers presently 
engaged in the transportation of those exempt commodities which would be 
subject to a roll-back—for example, frozen foods—would be accorded grand- 
father rights on the basis of their existing operations. 

If something is not done along these lines, there is another alternative: to free 
the railroads from rate regulation when they are engaged in the transportation 
of the exempt commodities. Surely there is no justification for requiring the 
railroads to provide standby common-carrier service subject to strict rate regula- 
tion on a constantly diminishing percentage of the traffic when their competitors 
are free to handle the exempt commodities at whatever rates they wish to charge 
and to discriminate between shippers with impunity. 

If the exemption were extended to rail transportation, the railroads would then 
be able to do what common, contract, and private motor carriers can do and are 
doing today—that is, to quote low rates on the exempt commodities when that 
traffic can be used to provide a return load for equipment which would otherwise 
move back empty. This would at least give the railroads more nearly equal 
opportunity to compete with highway transportation so far as the exempt com- 
modities are concerned. Obviously it would produce some discrimination but 
we have those today with the blessings of exemption conferred upon motor 
carriers. 

THE RIGHT TO ENGAGE IN OTHER FORMS OF TRANSPORTATION 


The desirability for and right of the railroads to engage in other forms of 
transportation for the purpose of providing their patrons with a more efficient 
and complete transportation service has long been recognized. Federal statutes 
enacted in 1935, 1938, and 1940 expressly make provision for acquisition by the 
railroads of water, motor, and air operations.’ The difficulty experienced by 
the railroads under these statutory provisions lies in the restrictions and limi- 
tations contained therein which are so rigorously interpreted and applied by 


1Sec. 5 (2) (b) of the Interstate Commerce Act, motor: sec. 5 (16) of the Interstate 
Commerce Act, water ; sec. 408 of the Civil Aeronautics Act, air. 
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the regulatory tribunals empowered to administer them as to render operation 
by the railroads of the acquired operations, uneconomical and, in some instances, 
particularly in the case of air operations, to exclude any possibility of railroad 
acquisition. 

For example, both the provisions of section 5 (2) (b) of the Interstate Com- 
merce Act and section 408 of the Civil Aeronautics Act, applicable to railroad 
acquisition of truck and air operations, respectively, provide that the Interstate 
Commerce Commission and the Civil Aeronautics Board shall not approve rail- 
road acquisition unless they find that the transaction will enable the railroad to 
use the service by motor vehicle or aircraft to public advantage in its operations. 
Except in most unusual situations, these provisions have been so narrowly con- 
strued and applied as to prevent railroad acquisition of trucking operations 
which are not auxiliary or supplemental to train service and to practically 
exclude railroad acquisition of air operations. Moreover, the Interstate Com- 
merce Commission and the Civil Aeronautics Board, with judicial: approval, 
have construed the congressional policy implicit in these provisions as applicable 
to railroad institution of new trucking or air operations as well as to railroad 
acquisition of existing trucking and air operations. 

As a consequence, Commission approval of railroad acquisition of trucking 
operations has required the elimination of a part of the trucking operations 
essential to the trucking enterprise but which were not regarded as within the 
legitimate territory of the acquiring railroad and such acquisitions have been 
subjected to various conditions such as prior and subsequent rail haul and the 
imposition of so-called key points which have served to confine the trucking op- 
erations in the hands of the railroad to relatively short hauls notwithstanding 
the uneconomical result of such curtailed operations. And railroad institution 
of new trucking operations has been similarly restricted. 

The railroads, therefore, desire changes in the statutes relating to the ac- 
quisition of motor, water, and air operations and the extension of new motor, 
water, and air operations so that they will be afforded an opportunity to acquire, 
institute, and conduct such operations on an equal basis with nonrailroad 
operators and without the imposition of restrictions and limitations on such 
operations as prevent the rendition of complete, efficient, and economical trans- 
portation service by rail, motor, air, and water. 

I would like to point up some of the experience of the Santa Fe in trying to 
maintain its competitive position by attempting to provide an all around trans- 
portation service to the public. 

In 1935, the management of the Santa Fe became convinced of the many ad- 
vantages inherent in rail-truck coordinated service and embarked on a program 
to establish this type of service throughout its entire territory. Since then, 
by numerous acquisitions and extensions, it has developed a system of highway 
operations amounting to several thousand miles and traversing many States. 
In the development of these operations, it has on several occasions been required 
to accept restrictions and limitations in the case of acquired operating rights 
which have resulted in less economical operations than would otherwise have 
been the case. 

In two cases, Santa Fe Trail Transportation Company-Purchase-Lebeck (39 
M. C. C. 771), and Santa Fe Trail Transportation Company-Purchase-Johnson 
(45 M. C. C. 653), the Santa Fe did not consummate purchase transactions be- 
cause the restrictions would have prevented economical and efficient operation. 

In the Lebeck case, decided October 27, 1944, the Commission denied authority 
for the Santa Fe Trail Transportation Co. to purchase the operating rights 
of the Los Angeles-Albuquerque Express Co. between Los Angeles and Albuquerque 
because Santa Fe Trail indicated by its counsel that the restrictions proposed 
by the examiner would render the operation economically unjustifiable. Counsel 
stated that under the proposed restrictions, the operating rights would be of 
little or no value. Thus, as a result of the proposed imposition of burdensome 
restrictions, Santa Fe was obliged to forego the establishment of rail-coordinated 
service over its entire line between Los Angeles and Albuquerque. 

In its report, the Commission stated : 

“In their exceptions, and on oral argument, Transportation and the railroad 
argue that, because the entire region between Los Angeles and Albuquerque * * * 
is a consuming territory and sparsely populated, imposition of key-point restric- 
tions would make it impossible to achieve savings to the railroad, would prevent 
Transportation from handling the greater portion of the traffic now handled by 
Lebeck * * * and substantially all the less-than-carload freight now transported 





408 PROBLEMS OF THE RAILROADS 


by the railroad, and that the rights would be useless, and the shipping public 
would be denied advantages which would otherwise result.” 

In the Johnson case, decided June 30, 1947, the Commission authorized the 
purchase of the operating rights of the Arbuckle Mountain Express between 
Oklahoma City and Dallas-Fort Worth subject, however, to the establishment 
of key points at Oklahoma City and Dallas-Fort Worth which would have pre- 
vented the handling of rail traffic from points north of Oklahoma City to Fort 
Worth and Dallas. In this instance, also, Santa Fe was obliged to abandon the 
transaction. 

With the aim of providing a well-rounded transportation service in the public 
interest, and one designed to satisfy the transportation needs of Santa Fe patrons, 
a separate company, Santa Fe Skyway, Inc., was incorporated in May 1946. It 
commenced operations July 1, 1946, between New York and California and 
intermediate points as a contract carrier of air freight. In November 1946, 
Santa Fe filed an aplication with the Civil Aeronautics Board seeking authority for 
it, or its wholly owned subsidiary, Santa Fe Skyway, Inc., to operate as a common 
carrier of property and United States mail in the general territory of the com- 
pany. The objective was fourfold: 

First, to meet the public demand for air speed where desired in the transpor- 
tation of freight and mail. 

Second, to follow the practice of using the most efficient transportation equip- 
ment, facilities, and techniques that.are available. 

Third, to contribute to the development of an air transport system properly 
adapted to the present and future needs of the domestic commerce of the United 
States, of the postal service, and of the national defense. 

Fourth, to carry by air that portion of the existing mail and baggage car 
traffic of the Santa Fe Railway for which the Post Office Department and the 
shipping public demand air speed. 

In May 1947 the common-carrier application was amended so as to include 
service to New York. 

June 10, 1947, the Civil Aeronautics Board made effective its economic regula- 
tion No. 292.5, which permitted noncertificated air-cargo carriers to operate 
temporarily without certificates pending final action on their applications for 
permanent common carrier certificates. The exemption was not applicable to 
subsidiaries of surface carriers, and Skyway’s petition seeking to have it broad- 
ened was denied by the Board on December 5, 1947. 

In framing the economic regulation, the Board took notice of the fact that the 
rapid development of the airfreight field had resulted from the effort of non- 
certificated air cargo carriers, such as Skyway, rather than from the activities 
of the certificated airlines. It recognized that without common carrier rights, 
these cargo carriers would not be able to continue the development of the air- 
freight industry during the period before final action on their applications for 
premanent common carrier certificates. It was recognized that without such 
temporary rights many of the cargo carriers would be forced to abandon their 
operations, thereby depriving the public of the benefit of their experience. 

The action of the Board in singling out Skyway and denying it the exemption 
granted the other air-cargo carriers was a clear indication that the Board was 
determined to exclude surface carriers from any effective participation in the 
development of air transport regardless of the benefit that could accrue to the 
public. 

It was impossible for a contract carrier such as Skyway to operate on a profit- 
able basis. As a contract carrier, it could serve only a limited number of 
shippers while its competitors in the air-cargo field were free to solicit traffic 
generally and to develop their operations to the fullest extent. A destructive rate 
war, financed in part, in the case of the certificated airlines, by governmental 
subsidy in the form of mail pay, had reduced air-freight rates to a noncompen- 
satory level. In the light of these conditions, and the obviously unfriendly and 
discouraging attitude of the Civil Aeronautics Board toward Santa Fe and other 
surface carriers, decision was reached in January 1948 to abandon Skyway con- 
tract operations. The application filed with the Board in November 1946 had 
never been assigned for hearing. 

Skyway operated a fleet of 7 air freighters more than 2 million plane-miles 
with a perfect safety record. The planes operated by it were the finest and 
best equipped in service. Its efficient and dependable service received the en- 
thusiastic support of the relatively few customers it was permitted to serve as 
a contract carrier. Further development and expansion of the service was pre- 
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vented by the refusal of the board to grant Skyway the temporary common car- 
rier rights which it granted the other noncertificated cargo carriers. 

It seems obvious that the Board’s discriminatory policy against surface car- 
riers can only be changed by amendment of the Civil Aeronautics Act to make 
it clear that surface carrier applicants before the Board are to receive the same 
consideration as other applicants. 


COMPETITIVE BATEMAKING 


Another major illness from which the railroad industry suffers today is the 
inability to maintain its relative position with respect to competing modes of 
transportation, regulated and unregulated. Since World War II, its share of 
intercity transportation has declined from 68.19 percent to 48.20 percent of the 
total, or approximately 20 points, whereas the share of the motor carriers, its 
principal competitor, has increased from 7.28 pecent to 18.7 percent. 

The consequent loss of revenues by the railroads is greatly accentuated by the 
fact that it is the high-rated traffic which is being diverted from rail to truck. 

The loss of competitive position by the railroads is due to a variety of causes. 
Not the least of these is the artificial restraint imposed by regulatory authority 
upon the competitive rates which may be charged by the railroads. 

When the Interstate Commerce Act was enacted in 1887, the railroads enjoyed a 
virtual monopoly of intercity transportation with the exception of certain areas 
served by water. With the advent of the automobile and airplane, this monopoly 
has almost completely vanished. Few shippers, indeed, are now dependent solely 
upon rail transportation. The development and expansion of motor and airline 
competition and the necessity for regulation of these forms of transportation was 
recognized by Congress with the passage of the Motor Carrier Act of 1935, and 
the Civil Aeronautics Act of 1938. However, the diminished need for railroad 
rate regulation owing to the development and expansion of these other forms of 
transportation, and the resulting loss of competitive position by the railroads, 
has never been fully appreciated and the rate restraints imposed upon the rail- 
roads are now even greater than they were in 1920. 

The incongruity of this situation and the-need for relaxation of rate regulation 
based upon nonexistent monopoly conditions was recognized by the Presidential 
Advisory Committee on Transport Policy and Organization in its report in 1955. 

The Committee stated that there now exists a competitive system of transporta- 
tion that for all practical purposes has eliminated the monoply element in the com- 
mon carrier industry which in the past prompted much of our present transport 
policy, both regulatory and promotional ; that railroads are capable of heavy long- 
haul mass transportation at very low cost while motor carriers can provide 
superior service in relatively small units but at comparatively high-unit cost 
beyond the shorter distances; and that regulatory authority should be exercised 
only to insure that minimum rates of common carriers “cover the direct ascertain- 
able cost of producing the service to which the rates apply.” Of particular in- 
terest is the following quoted statement : 

“If the market is to determine the appropriate use of each form of transportation 
in accord with shippers’ judgments of the utility to them in terms of cost and 
service, rates must be allowed to reflect cost advantages whenever they exist 
and to their full extent. Present regulatory policy defeats this prospect in large 
part since carriers, notwithstanding demonstrated lower costs, are permitted to do 
no more than to meet the competition facing them * * *.” 

The railroad advantage in competitive transportation, as stated by the Presi- 
dential Advisory Committee on Transport Policy and Organization, ordinarily is 
found as a low unit cost level. This fact is established by studies of average 
costs produced by the Cost Section of the Interstate Commerce Commission and 
through evidence offered in numerous proceedings before the Commission. The 
railroads should be permitted to reflect the cost advantage thus possessed by 
them in competitive ratemaking if they are to survive as a vigorous and efficient 
component of the Nation’s transportation system and if the public is to receive 
the benefit of the low-cost transportation to which it is entitled. Added volume 
on the railroads would produce economies in unit cost that would be of substan- 
tial benefit to the shipping public. 

The provisions of the national transportation policy and the rule of rate- 
making set forth in the Interstate Commerce Act applicable to competitive rates 
of the various classes of carriers under regulation have been the subject of 
conflicting interpretations. What is apparently the prevailing interpretation 
is that the railroads have no right to make competitive reductions even where 
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the proposed rates are fully compensatory and fully satisfy the law in all other 
respects if (1) they are deemed to have an unduly adverse effect on the traffic 
of other mcedes of transportation, or (2) if they are not properly related to the 
rates of other modes of transportation, or (3) if they are deemed less than neces- 
sary to meet the competition of any other mode of transportation. 

H. R. 5523 and H. R. 5524, identical bills introduced in the 1st session of the 85th 
Congress, would add a paragraph to section 15a of the Interstate Commerce Act, 
providing that the Commission, in its power to determine and prescribe just and 
reasonable rates, “shall not consider the effect of such rates on the traffic of any 
other mode of transportation ; or the relation of such rates to the rates of any other 
mode of transportation; or whether such rates are lower than necessary to meet 
the competition of any other mode of transportation.” 

The enactment into law of the principle of ratemaking embodied in H. R. 
5523 and H. R. 5524 would enable the railroads to publish competitive rates 
which were fully compensatory without the risk of disapproval by the Commission 
because of the effect of such rates on the volume of transportation handled by their 
competitors. It would permit them to accord the benefit of low-cost rail trans- 
portation to shippers and in turn secure increased volume of transportation 
upon which low-cost, adequate, sound, and efficient rail transportation service 
fundamentally depends. It would not result in indiscriminate rate cutting by the 
railroads whose own self-interest dictates that rates be adjusted so as to produce 
reasonable revenues on traffic moving by railroad. But it would release the 
railroads from rate restraints which prevent them from utilizing their inherent 
advantage of low-cost mass transportation in today’s all-pervasive competitive 
transportation market. 

Upon the termination of World War I, and the cessation of Federal control, 
Congress recognized that a new era had arrived in respect of the transportation 
systems of the country. Prior rate regulation had emphasized the reasonableness 
and equality of rates and the prevention of injustice against persons and localities, 
But Congress appreciated that the fundamental requirement had become the 
establishment and maintenance of transportation systems adequate to the Nation’s 
needs, and in the provisions of the Transportation Act of 1920, it sought “affirma- 
tively to build up a system of railways prepared to handle promptly all the inter- 
state traffic of the country.” 

The railroads do not, of course, claim the right or the ability to handle all the 
interstate traffic of the country. They seek only a fair and equitable opportunity 
to participate with their competitors in the handling of such traffic. But they 
do submit that a veritable transportation revolution has occurred in the last 
decade which has placed them at a serious rate disadvantage vis-a-vis their 
competitors and that Congress should correct the situation in the interest of 
preserving an adequate and efficient national system of rail transportation. 
Congress remedied the adverse situation which confronted the railroads in 1920. 
I respectfully urge that it take appropriate action in the present emergency. 


THE TRANSPORTATION TAX 


A most desirable step in the direction of greater equality in competitive op- 
portunities would be the elimination of wartime excise taxes on transportation, 
both freight and passenger. The tax on passenger fares was first imposed during 
World War II primarily for the purpose of discouraging civilian travel. It is still 
in force and unfortunately operating too well toward its original purpose. The 
tax on freight charges, also a wartime measure, is equally discriminatory against 
the railroads and other for-hire carriers because it applies to common-carrier 
freight haulers, but not to private trucking. It has had a substantial influence 
in the decision of former railroad shippers who have switched to transporting 
commodities in their own trucks, since by escaping the tax, they start with a 
3 percent advantage over rail charges. This tax also discriminates against long- 
haul shippers seeking to compete with short-haul shippers in common markets. 
Repeal of these taxes would remove a serious handicap to the common carriers 
and to the users of common carriers. 

As constructive action to help in arresting the trend of deterioration, we 
hope sincerely that Congress will give early consideration to repeal of trans- 
portation excise taxes, adoption of measures to afford greater equality in competi- 
tion with particular emphasis upon agricultural exemption, private transporta- 
tion, competitive ratemaking, and freedom to engage in other forms of trans- 
portation. 
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We are hopeful that Congress may recognize the inadequacy of current 
depreciation accruals and give more liberal tax treatment to amounts needed 
for essential capital expenditures on the railroads. 

We believe Congress should seriously weigh the present railroad situation 
when considering adverse legisaltion that would create new handicaps and 
add further burdens to the cost of railroad operations. 

If the high standards of the American economy are to be maintained and 
if the Nation is to continue to grow and prosper, then vigorous and progressive 
railroads are necessary as the integral part of a national transportation sys- 
tem. I think everyone agrees that the best way to have good railroads is through 
the American system of private investment and operation in an atmosphere of 
competition on a fair and equal basis. The alternative has been proved by 
other countries to produce inefficient and expensive service with substantial 
burdens upon the taxpaying public. The important issue is—What do you want? 
The decision is one that cannot be postponed. 


Senator Smatuers. Our next witness is Mr. Alpert. 


STATEMENT OF GEORGE ALPERT, PRESIDENT AND CHAIRMAN OF 
THE BOARD, THE NEW HAVEN RAILROAD 


Mr. Aurert. My name is George Alpert. I am chairman of the 
board and president of the New Haven Railroad, with its principal 
office in New Haven, Conn. 

I think I should say to you that of the 24-some railroad executives 
who have preceded me, and some who will follow me, I have the an- 
noying distinction of being the least experienced. I have been in the 
railroad business exactly 2 years, as president of the New Haven Rail- 
road. I have hardly gotten my feet wet. 

This of course has many disadvantages. But perhaps it has this 
one advantage; that in appraising the situation, I am not governed 
by tradition, which is the handmaiden of experience. I look to the 
forest rather than the trees. 

In the announcement of this hearing in November, Chairman Smath- 
ers stated that the available statistics indicate that the American rail- 
roads are heading for serious trouble. 

I think that they already are in serious trouble. The patient is 
sick. His pulse is slow. His frame is emaciated. His complexion 
is pallid. He is at death’s door. 

I regard this hearing as a consultation of the specialists to find 
out what ails him, and if and how he can be saved. 

I feel that the American railroads are in a bad way. Everything 
possible, as far as I can see, to help ourselves, has been done. But the 
handicaps are too great. And among these handicaps are subsidized 
competition, unregulated competition, and outmoded regulations 
which govern our rates and service. 

My confreres who have preceded me have pointed out specifically 
what these ills are. I have read about 800 pages of their statements, 
which were filed with this committee. And T listened all day yester- 
day to the testimony. I agree with a great part of it, with their ap- 
praisals and their conclusions and their remedies. And I don’t think 
anything is to be gained—after all, I haven’t had as much experience, 
really, in the railroad business as some of the members of this sub- 
committee—I don’t think anything is to be gained by my confirming 
and repeating what these gentlemen have so well said. 

You have heard a great deal about the freight business, and a great 


deal about the passenger business. I simply want to add a few words 
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on the latter subject, the passenger business, and particularly with 
relation to the commuter business, which I think is very much distin- 
guished from what is called the long-haul coach or first-class passenger 
business. 

The reason I want to say a few words about that is because I have 
personally been studying this subject for a year and a half now, and 
I think the New Haven Railroad furnishes a splendid case history on 
this subject. 

The passenger business is a losing operation among the American 
railroads today. As evidence of that, according to the figures of the 
ICC, in 1956 the American railroads lost just about $700 million in 
the passenger business, and in 1957 it was more. 

Any railroad that has a substantial amount of passenger business 
has a serious problem. To the New Haven, which happens to have 
the largest percentage of passenger business of any railroad in Amer- 
ica, with the exception of the Long Island, this is a very critical 
problem; 41 percent of every dollar of our gross revenue is made 
up of passenger service. And so in 1956 the New Haven Railroad 
lost the sum of $15 million in passenger service, according to the 
ICC figures. 

How was this paid? From our freight business. So in 1956 
all of our operating freight revenue went to pay fixed charges and 
the passenger deficit. So on a gross business of $162 million we 
had a net of just about zero. 

We had hoped to do as well as that in 1957, to earn zero, because 
of this passenger deficit. But along came what has been referred 
to as a “slight recession.” Carloadings dropped, and the situation 
became even more critical, and the source from which we are to absorb 
our passenger deficits is disappearing. 

We would like to have new equipment on our line for the pas- 
sengers. We would like to have air conditioning in cars, we would 
like to have parking in our stations. We, on the New Haven, take 
pride in our railroad. So do the 14,100 employees that we have. 
We would like to have our commuters cheer us, rather than com- 
plain. But the fact is that one passenger car costs over a hundred 
thousand dollars. And when you are faced with a deficit of $15 
million or more a year in this service, it just isn’t in the cards to 
buy this equipment; you just can’t do it. This passenger loss, in 
my opinion, is jeopardizing the New Haven Railroad. 

A substantial part of this loss comes from our commuter service, 
or what is sometimes called our suburban service. 

We carry on the New Haven 40,000 passengers a day, about 
25,000 on the west end to New York City, and about 15,000 on the 
east end into Boston. I made a very careful analysis of the figures 
on the Boston end with relation to a public hearing before the 
Boston Department of Public Utilities in Massachusetts. The 15,000 
commuters that we carry on the Boston end show us a deficit of 
$4 million a year. In other words, it cost us $270 for every passenger 
that we carry, over and above the fares that that passenger pays. 

Why is this loss so great? Simply because this commuter business 
is a peak-hour business. We have to have on hand large numbers 
of cars and locomotives which are used only 2, 3, or 4 hours a day— 
the peak hours in the morning and the peak hours at night. The rest 
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of the day this equipment remains idle. Our crews work 3 or 4 hours 
a day, the crews that work on this commuter business, and the rest of 
the day they remain idle and they must be paid for a full day’s work. 

You might say, “Why don’t you raise the fares?” We can’t. We 
shouldn’t. Because if were were to raise the fares to take care of 
these deficits, the commuters couldn’t pay the fares. They wouldn’t 
pay the fares. They would go to the highway. 

After all, we have seen instances of this in the Boston subway, 
which is a publically controlled transit system. The fare is 20 cents 
for commuters who come from out of Boston. But at the end of the 
year the 14 cities and towns around Boston will put up this year $13 
million to pay the deficit on top of the 20 cents. And yet they expect 
the railroads to charge a fare which is disproportionate with the fare 
which is being charged on rapid transit. 

It isn’t fair to the commuter who uses that railroad. And I have 
taken that position very definitely before the department of public 
utilities. I don’t think we should think in terms of charging higher 
fares for commuters than the commuters can reasonably pay. 

In order to get the feeling of the public about this—because I 
am very much interested not only in how our commuters feel, but how 
our citizens in New England, in Connecticut, and Massachusetts, and 
Rhode Island, and in New York feel—I have during the last year 
gone to the grassroots. I have had scores of meetings with com- 
muters’ associations in Connecticut and in Massachusetts, with cham- 
bers of commerce, with selectmen’s committees. 

I have asked these people one question: “Do you believe the com- 
muter service by rail is essential?” And in every instance I have 
gotten an answer which was a resounding, “Yes.” They feel that 
the discontinuance of this commuter service would be a catastrophe. 
They feel that the bankruptcy of the road brought on by these deficits 
in commuter service would be as great a catastrophe. They have said 
to me, “If we lose the railroad, particularly the commuting part of 
the railroad in this part of New England, we can’t continue to live 
in the suburbs and we can’t continue to commute to New York, and 
we can’t afford to live in the cities.” This is a very serious problem 
for our commuters on this line. 

This isn’t a problem for the railroad, nor even for the commuter, 
entirely. This is a problem for the entire community. 

1 think the feeling of the people is that mass transportation by 
rail on the New Haven is vital to our economy, not only of the people 
of New York and the people of Boston, but of the people of Fairfield 
County, and Westchester County, and Norfolk County, and Plymouth 
County in Massachusetts. 

As a citizen of New England, and as a citizen of the United States, 
I can’t conscienciously say that I don’t want the commuter service to 
continue. I don’t believe, and I don’t agree, that the commuter is 
expendable. I want the commuter service badly. Unfortunately, Iam 
in the position of not being able to afford the luxury. 

Why is it that this commuter situation is so serious? The reason, 
I bitnk: is because you have a very serious problem in the metropolitan 
areas of this country in the subject of traffic congestion. Traffic is 
strangling and paralyzing our large cities. 
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We have built expressways, superhighways, and thruways costing 
billions of dollars. They are wonderful facilities. But they haven't 
solved the urban traffic problem. They have served more to bring 
more automobiles into the city, to clog the streets more, to require 
more buildings to be torn down for parking, to bring more decen- 
tralization, more stores leaving the main streets of Boston and New 
York and going to the suburbs. And this exodus I believe is bad 
because it is making the city sicker, and I don’t want to see our great 
cities return to the status of villages which they were a hundred years 
ago. I want to see bigger and more prosperous cities in America 
because we are living in an urban civilization. 

As Mayor Dilworth of Philadelphia put it a few months ago, the 
city is a heart which pumps the blood into the suburbs, and if the 
heart is sick, the suburbs will be sick. 

What the planners in traffic have neglected to take into account 
is the simple fact that a two-track railroad can transport five times 
as many people into the city as a four-lane superhighway, and the 
important consideration is that there are no automobiles to park when 
they get there. 

Therefore I feel, and I want to conclude at your usual hour, so I 
will rush along—I feel that public transportation by rail can do much 
to solve this very baflling problem, and can do it cheaper, much 
cheaper than can expressways. 

What do you think would happen if the 60,000 or 70,000 people who 
come into Grand Central to work every morning in New York City 
were driven to the highway because you didn’t have this service? 
Think of the additional highways and the additional parking facili- 
ties that you would require. The figures would be astronomical. 

All I can say to you gentlemen is, speaking very frankly, that as 
essential as I believe it is—and I think I only reflect the feelings of the 

eople on my line, that is, the people, the citizens in Connecticut, and 
in Massachusetts—even though it is essential, I know very well that 
the New Haven Railroad cannot continue very long to absorb these 
deficits from its freight business. 

The railroads cannot afford to subsidize the communities any longer. 
It seems to me that highway transit and rail transit are parts of the 
same problem. They should be integrated. After all, they can be 
integrated. They can be integrated as part of the highway program. 
And I say this because mass transportation by rail frees the highways 
of large numbers of travelers which, if the rail transportation weren’t 
there, would have to travel on highways. It makes it possible to 
keep your highway plans within bounds. Because, as I said, with- 
out the rail transportation, you will spend many, many more billions 
of dollars to solve this problem. 

I think the present highway-aid program, which I have read a 
little about, will fall short of its objectives unless the urban traffic 
situation is solved. And therefore, it seems to me—and I humbly 
suggest it to this committee—that a small part of a highway-aid fund 
be used to preserve mass transportation by rail. 

If only one percent of the thirty-odd-billion-dollars that are to be 
devoted to this purpose in the years to come were to be used to 
strengthen your rail transportation facilities and commuter business, 
I think we would go along way toward solving this particular ill of 
the passenger-carrying railroads. 
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In making this suggestion I realize that the word “subsidy” is an 
inflammatory word. It imports a giveaway. I don’t advocate a give- 
away. And I really don’t advocate a subsidy. I certainly don’t 
advocate a subsidy to the freight, or to the coach business, or to the 
first-class business. But I think the commuter business stands on 
a different basis, and I use the term “commuter business” Serena Te 
because in my opinion the commuter business isn’t a business at all; 
it is a public service. ; 

Since my high-school days I have always been led to believe that 
what makes our free-enterprise system, our capitalistic system, tick 
is the profit motive. And here is a so-called business, the commuter 
business, in which it is impossible to make a profit. You know it 
before you start. The profit element is absent. Therefore it isn’t 
a business at all. : ; 

In my opinion, to help mass transportation in the way in which 
I have suggested to you gentlemen is no more a subsidy to the rail- 
road than building the highways is a subsidy to the trucks or the 
automobiles. If these things are to be labeled subsidies, then I 
favor that kind of subsidy, because I think it is essential to the public 
welfare—not only to the commuters, but to the people all over the 
land in our large metropolitan centers. 

As ugly and distasteful the word “subsidy” may be to many people, 
I want to say as strongly as I can put it to this committee that I 
consider it a welcome alternative to the loss of the service, or to the 
bankruptcy of the railroad. 

Thank you very much for listening to me. 

Senator Scnorrren (presiding). Thank you very much, Mr, Al- 
pert. 

Are there any questions ? 

Senator Purcety. Yes. I want to compliment Mr. Alpert for 
his testimony here and his help in our attempt to solve a very pressing 
problem. I know Mr. Alpert has been giving a great deal of time to 
this question of commuters, and I am particularly interested because 
a good many of them are dependent on commuting in getting from 
Connecticut to New York and in getting from Connecticut to Massa- 
chusetts. 

You made several suggestions, Mr. Alpert, and because of your 
giving a great deal of thought to this I wonder if you would be more 
specific in the areas in which you think we could be of some help. 

Before I ask you to answer that, let me first talk about this high- 
way fund because you suggest that possibly 1 percent of this be used 
for a type of subsidy, or indirect assistance, or direct. assistance to the 
railroads. Of course we are confronted with a terrific problem, the 
method by which it would be equitably distributed. You would be in- 
terested right now in its use, I judge, in solving this commuter prob- 
lem. But there are other efforts confronting the railroads besides 
the commuter problem. 

Let me point out that we understand from testimony here, Mr. 
Alpert—and I think you will agree with me, too—that this is a rather 
immediate problem. 

Mr. Aurert. That is right. 

Senator Porrett. While you refer to the $30 million, actually, of 
course, that is over a period of years. This fund is being accumulated 
at the rate of about $2 billion a year, and it comes, as you know, from 
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users of highways or ultimate users of highways. It comes from the 
gasoline tax and the diesel tax. And that gasoline tax, I might 
add, is collected, as you know, at the refinery. And also a special 
type of tax on motor vehicles. 

So that in fact I think you might consider that the people who will 
using these highways are in fact paying for them in these taxes. 

But you suggest 1 percent, and you mention a figure of $30 million. 
That will be over a period of 10 to 15 years. I was led to believe that 
the urgency of the situation required some immediate things, rather 
than, even assuming that this could be done, that this matter could 
be solved or even partly solved by this approach through a portion 
of this highway fund. 

a you have in mind that this could be spread over a period of 15 
years 

Mr. Aurert. Yes; I had in mind it could be spread over a period 
of 15 years. I don’t think that the amount of money immediately 
to solve the problem is going to be 1 percent of the ultimate amount 
used for highway funds, because I want you gentlemen to know that 
I am making a very defiite effort in the States to have some help 
from the States. 

I have filed a bill with the Legislature of the Commonwealth of 
Massachusetts. You might be interested how strongly we feel about 
this thing. The one thought in my mind is to preserve the commuter 
service, and not have it go down the drain. And in order to do that 
I have said to the Legislature of Massachusetts in the form of a bill, 
we will make available to you our tracks for use of commuter service 
without charge. We will make no charge for it. And we will give 
you the election, or you take the election, as to whether you want to 
run the commuter service yourself, whether you want to set up another 
corporation to run it, or whether you want the railroad to run it. 

All I say to you is if you want the railroad to run it, let’s do it ona 
contract basis as you would with any other public service, and pay us 
our out-of-pocket costs, mind you, just our out-of-pocket costs. ‘hat 
is substantially what the bill in Massachusetts says. 

I think in time we are going to get some help. 

Senator Purre.y. I notice that you referred to public assistance. 
I also know, of course, of your activities in Massachusetts in trying to 
solve this problem. So you really are not addressing yourself in this 
testimony here entirely to assistance from the Federal] Government. 
There are various levels of government that you have sought as- 
sistance from. Your solution may lie in levels of government other 
than the Federal Government on your commuter problem. 

Mr. Apert. In part; yes. For instance, one of the points in my 

rogram is a reduction of our municipal taxes on our stations in 
Massachusetts and New York. 

In Massachusetts the airport, which cost about $70 million, bears no 
taxes, of course, because it is a public enterprise, and is leased to all 
the airlines that come into Boston at a rental, a gross rental of $800,000 
a year, and yet one of the stations of the New Haven Railroad—which 
it occupies in conjunction with the New York Central operation; we 
use 70 percent of it and the Boston & Albany 30 percent of it—that 
station was built in 1898 at a cost of $17 million, and right now is as- 
sessed at $12,200,000, and under our tax rate in Boston of $86 a 
thousand carries a tax of $1,050,000. 
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We pay more taxes on the South Station than all the airlines 
coming into Boston pay for the use of their terminal. So I am mak- 
ing an effort on a local basis to get rid of those taxes. 
ut this is an emergency situation, and I think as an emergency if 
ou could start us off with something out of this highway fund— 
Rene it is really a highway project—I think it would help, and it 
might even save the railroads, 

Senator Purre.y. I am not sure about it saving the railroads in the 
light of the picture that has been painted by railroad heads here, but 
it might go a long way, if it were possible and if it were proper, to- 
ward solving some of the immediate problems. I don’t know. 

I will say that I am as interested as are you—and I know how 
interested you are—in seeing that the commuter service of some type 
is retained so that people can get from the suburban communities into 
the urban communities where they work, where they are occupied. 

I agree it presents a problem that we cannot overlook; that is, 
what would happen if the railroads were not able to deliver these 
people, the congestion that would arise, and the need that you point 
out for parking facilities, and so forth. 

I don’t know what the answer is. I am trying to find it. There- 
fore, I will make this suggestion to you. You said that you had 
purposely not spelled out the details of the subsidy program you 
proposed. It is obvious to you, and it will appear obvious to others, 
that, if this service is to be continued to be rendered by the railroads, 
this commuter service, you will have to be subsidized. Would you 
give us the benefit of whatever thinking you have, the specific plans 
that you may have, so that we can use that in our deliberations? 
Because you and your organizations have studied this much more 
than we have at the present time. I would welcome any help that 
you can give this committee. 

Mr. Atrert. You mean the plans that I have suggested on other 
levels than the Federal ? 

Senator Purreti. The overall plan. We have a problem. 

Mr. Atrert. I will tell you briefly. As far as the local, State level 
is concerned, my program, which I have been advocating for over a 
year now—it appeared in Harper’s magazine in an article some 
months ago—was three-pointed. 

No. 1, I felt that the fares should be increased to such reason- 
able amount that it would not drive the commuters from the trains. 
To raise them an unusual amount defeats the whole purpose. There- 
fore, we ought to raise the fares a reasonable amount. That first 
step is well on the way to consummation. As a matter of fact, the 
commissions in Massachusetts, New York, and in Connecticut have 
analyzed our petitions and given us just about what we suggested they 
should. So that part of the program is fine. 

The second point is that we want tax relief on our stations, to put 
us in a competitive position with the airlines; and, on a local basis, 
with the burdens of competing with the automobile. That, we 
haven’t gotten very far on yet, but we have conferences arranged. I 
_ have met with mayors and selectmen, because that has got to be done 

on a local level. 

The third proposition is a subsidy proposition. I have deliberately 
left that in general terms, because it is not exactly a conventional 
thing. I think, in terms of subsidies to airlines, subsidies to ship 
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lines, subsidies to those people, the situation is different from the 
commuter business. We really have nothing to fashion it on. And, 
therefore, I have gone to the State on the State level to see if we 
couldn’t work out something which would be analogous to the oper- 
ation of the New York subways and the Boston subways, whereby 
the communities or the Commonwealth itself undertake the deficit, so 
that the fares won’t have to be high, because it is a public service. 

How far we are going to get on that, I don’t know. I imagine the 
hearings before the Massachusetts legislature will be coming up before 
very long. Now, as a result of these hearings, I felt, since I was in- 
vited to come here, it was my duty to present it to ‘this committee, 
which, I feel, will be sympathetic to anything that can reasonably 
help the railroads out of their dilemma, and I think this is one of the 
things. The only suggestion I can make to you is that since, as I have 
already said, since the rail transportation in commuter business is 
really part of transit to and from the city, somehow it ought to be 
made a part of this highway-aid program. 

I am not a legislator. I am very ignorant of the proceedings in the 
Congress except such as I ocr up In the newspapers. I know that 
you ‘gentlemen are in a far better position to say whether that can or 

cannot be done. I am offering it as a solution. TI hope, because of the 
emergency of the situation, that you will try to work it out. 

Senator Purrety. Mr. Alpert, if you had all the funds that you 
wanted available to you, do you think that there are areas in this 
service that must be given to commuters in the way of better equip- 
ment, reduced costs by the use of even entirely different equipment? 
Might it help to solve your problem? Do you think, if you had money 
to explore that further, that you might have found a ‘partial answer 
anyway ? 

Mr. Aurert. I think we would find a partial answer if we had the 
money for equipment; certainly. 

Senator Purtett. Then do you suggest, in other words, that the 
way you are serving the commuters today is financially more than 
it would be if you found another way ? 

Mr. Apert. Yes, sir. 

Senator Purrent. This will be a continuing expense, will it not ? 
Mr. Aurerr. I know. If we can have our relief on taxes, and if we 
can have relief, temporarily, to get our commuter business in shape, 
and, of course, if the economy continues as it is. I think you gathered 
from everybody who testified that the railroads are going to be in a 
very bad way, and the New Haven certainly isn’t an exception. Some- 
body here yesterday talked about the totem pole, and he said he was 
about halfway up. I am way down. I am a little bit afraid of this 

totem pole. I am way down on the totem pole. 

At the moment, things don’t look too good so far as the economy is 
concerned. Of course, if the economy picks up, we will try to struggle 
along, losing $15 million a year in the passenger business and making 
it up on the freight business. If you do it on a big scale, everything 
comes out fine. That is the best we can do under the present cir- 
cumstances. 

Senator Purretn. Obviously, if we are to subsidize your railroad, 
and you continued to operate in an inefficient manner—inefficient. to 
what could be done if you had the finances to do it—this would not 
be a wise business operation, would it? We discussed here today the 
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possibilities—I am not saying probabilities—of some Federal fi- 
nancing of equipment. Have you plans that you could put into exe- 
cution, if the money were available to you to execute them, for the 
reduction of cost in commuter transportation ? 

Mr. Apert. I don’t think money available for new equipment 
would solve our problem. It would help, of course. If we had 
better equipment, we would have less maintenance on the equipment. 
Although, occasionally, with new equipment—yesterday there was a 
fire in the Grand Central that made the front pages. More impor- 
tant, apparently, up there than this whole hearing about the railroad 
industry. And it all happened with a brandnew locomotive that 
we just had a month or two. No maintenance on it. But it caught 
fire. These things happen. But, obviously, the better the equip- 
ment, the newer the equipment, the more chance you have of break- 
ng even, at least. 

Senator Purretu. I don’t wish to continue that. Are we just talk- 
ing now about better types of equipment than you formerly had? 
That is not what I am seeking. I am speaking of new ways that 
people could be served, with, perhaps, better and cheaper types of 
rail transportation. 

At one time your predecessor talked about—and this was not in 
relation to commuters—low-built, high-speed trains. 

Mr. Atrert. We have them. They were ordered by my prede- 
cessor. They cost us $514 million. They are still in the experi- 
mental stage, let me put it that way. 

Senator Purrert. Have you any plans or have you given any 
consideration to what you might do in the way of reducing costs if 
the money were available to do it, in the way of equipment on the 
commuter service ? 

Mr. Aurerr. Frankly, Senator, I think money available to buy new 
equipment would help to a certain extent. But my real problem, so 
far as the commuter business—I am not now talking about the 
general problems of these railroads as they have explained it here 
so ably and so well—in the commuter business I take the position 
that this is a public service and you can’t expect the railroad to 
operate on a basis where the railroad picks up the ticket for the 
entire loss when in every other transit system, whether it is Chicago, 
Philadelphia, New York, or Boston, the public pays the cost. That 
is the only question in my mind, if it is not essential, if it isn’t going 
to be ruinous to the metropolitan centers and the commuters, it ought 
to be gotten rid of, and we will be strengthened by that very fact, 
and we will give it up, as demonstrated by my bill before the Massa- 
chusetts legislature. Take it. We will give it to you for nothing; 
but if it is essential 

Senator Purrety. If we were to subsidize businesses operating at 
losses, and make up these losses, there would be no attempt or no 
need for an attempt to find how much more efficiently we could op- 
erate those railroads or those businesses. What I am trying to do 
is tie this picture into a question of whether, with Federal funds 
available for equipment, we might reduce these substantial losses. 
Because a continuing loss is no good for you or for anyone else, in- 
cluding the person subsidizing your business. 

Mr. Avpert. I think that money for additional equipment in com- 
muter service would certainly minimize the loss. It would save us 
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considerable money on maintenance, and it would be more attractive 
to the passengers. It would do one thing, it would certainly save the 
postage on the hundreds of letters that I have to write to our com- 
muters, Senator, to explain why we haven’t got air conditioning in 
the cars. 

Senator Purretz. I am thankful that you were able to come down 
here Mr. Alpert and give us the advantage of this vast knowledge 
that you acquired on our commuter problem. We have to solve it. 
We have to serve these people. I don’t envy you, sir, the position 
you find yourself in, being the head of a railroad that has to give 
this service. 

We want to help if wecan. We will help if we can. 

Mr. Aurert. Thank you very much. 

Senator Scuorrre.. Senator Lausche, do you have any questions of 
Mr. Alpert? 

Senator Lauscuez. Yes. I gather from the answers that you gave 
to the questions of Senator Purtell, that you anticipate that your 
operations in giving commuter service will entail a continuing loss. 

Mr. Aurert. I think I ought to say that they will entail a con- 
tinuing loss if the service continues on the present basis without tax 
relief and at the present fares. 

Senator Lauscuxz. Then there are two means of solving your prob- 
lem. One is to cure the disadvantageous position that you are in 
because subsidies, direct and indirect, have been offered to competin 
carriers, and if that isn’t done, you foresee a continuing loss which 
in your opinion resulting from a community service ought not to be 
borne by the railroad but by some governmental agency. 

Mr. Aivene. Right. 

Senator Lavuscnue. Does your plan have its origin in the Boston 
plan where you describe some 13 communities which contribute to 
making up the deficit ? 

Mr. Aupert. No; because that is really publicly owned. It is a 
public authority. 

Senator Lauscue. But in principle, you have in mind that since 
you are rendering a service that is so essential to these communities, 
your railroad ought not to bear the loss, but that some governmental 
agency should bear it ? 

Mr. Avpert. That is right. 

Senator Lauscue. Am I correct that when you announced this 
plan of going to two legislatures, I believe I read—— 

Mr. Avpsrt. I have only gone to one thus far. 

Senator Lauscue (continuing). That you made the statement the 
water carriers, the truck carriers, the air carriers, are being subsidized ; 
we are compelled to ask for similar help ? 

M. Aupert. I am afraid that that statement that you quote was at a 
speech on another occasion in which I was talking about long-haul 
passenger service and freight service, and the difficulties that we have 
in maintaining a profitable business because of the subsidized compe- 
tition. I have never made the statement about the airlines or the 
services or the pipelines in connection with this commuter problem, 
because I don’t think they have anything to do with it. “ 

Senator Lauscue. That is your conviction, based upon the exper!- 
ences that you had in this public-carrier business ? 
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Mr. Apert. I think in general that is so. I think we have been 
under a tremendous handicap because our competition, as I understand 
the situation, has been subsidized in various respects. I have taken 
the position specifically that in Boston, for example, the air terminal 
is not privately owned by the airlines. The money is advanced by 
the public and the airlines pay the public authority a rental. 

Senator Lauscur. Tell me, how much do you pay in taxes in Bos- 
ton? Put it this way: Do you pay your taxes to the State, and does 
the State distribute it to the local people, or do you pay it in each 
county ? 

Mr. Apert. No; we pay it tothe city. It isa municipal real-estate 
tax. 

Senator Lauscue. To whom do you pay your tax on your railroad 
bed that goes through a governmental community that is not in the 
city ? 

Mr. Auprrt. In Massachusetts we don’t pay a tax on our railroad 
bed. There is a law that was passed I think in 1855 called the 5-rod 
law, and that law provided that any railroad property used for trans- 
portation, within an area of 5 rods—if I remember my arithmetic 
correctly is around 81 feet—is exempt from taxation. But that does 
not apply to the station and doesn’t apply to our terminals. The big 
taxes are on the terminals. 

For instance, on the south shore of Masssachusetts where we have 
the Old Colony Railroad, our total tax is $182,000, because many of the 
stations are old and not very valuable. But in the city of Boston alone 
we pay a tax, I believe, of $214 million. 

Senator Lauscue. What is the total tax paid by all of the airlines, 
that go into Boston, if you know ? 

Mr. Auprrt. I know they pay a rental, a total rental of $800,000. 
What taxes they pay, I don’t know. 

Senator Lauscue. Does this rental of which you speak cover the 
landing charges, or is that for items other than landing charges? 

Mr. Apert. Senator, I am not very familiar with the airline busi- 
ness. I am having trouble enough learning the railroad business. 

Senator Lauscue. What in your opinion, would have been the finan- 
cial position of your railroad, at this time, had not the competing 
‘arriers been subsidized as you have thus far described? Would you 
have been self-sustaining in your opinion or not? That is a rather 
difficult question, I apdectinntl 

Mr. ALPerT. Senator, I would like to think of it a little while. I 
will only say to you that any opinion that I would have on that would 
have to take into consideration so many elements that when you got 
all through I would have an opinion which, as we lawyers, when I used 
to try cases, would say wasn’t very reliable. I would rather you 
wouldn't take it, because if you want to rely on it I wouldn’t want you 
to. 

Senator Lauscue. Your written statement contains your other rec- 
ommendations concerning means of helping the general problem. 

Mr. Atrrert. That is right. 

Senator Lauscue. That is all. 

Senator ScHorrreL. Thank you very much, Mr. Alpert, for your 
most enlightening presentation. I know you have a problem. The 
committee, I assure you, will look at it. 
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(The prepared text of Mr. Alpert’s statement follows :) 


STATEMENT or GEORGE ALPERT, PRESIDENT, THE NEw YorkK, NEw HAVEN & 
HARTFORD RAILROAD Co., ON THE RAILROAD SITUATION 


My name is George Alpert. I am president of the New York, New Haven & 
Hartford Railroad Co. My address is 54 Meadow Street, New Haven, Conn. 

I welcome this opportunity to appear before your committee to state as briefly 
as possible some of the problems confronting the New Haven Railroad. 

Like other railroads, the New Haven is handling a constantly decreasing 
share of the total volume of traffic moving to, from and within its territory. 
We have not sat idly by and permitted this traffic to be lost to other modes of 
transportation, but, on the contrary, have exerted every means within our power 
to prevent it. The New Haven was one of the pioneers in inaugurating so-called 
Plan 1 piggyback service, under which we handle trailers of motor common car- 
riers between points on our own railroad under division arrangements with 
the motor carriers. This service was inaugurated in 1937 and is still in the 
growth stage. Within the relatively recent past, plan 1 service was extended to 
points on other railroads and this traffic is also on the increase. About 2 years 
ago we inaugurated so-called plan 2 piggyback service, under which we handle 
in our own trailers interline truckload shipments at the same rates as those 
currently maintained by motor carriers. 

We are constantly on the alert to detect movements which have been lost to 
other forms of transport, or which we are about to lose, and endeavor to make 
Such rate adjustments as are necessary to regain or retain the traffic. We 
have established multiple-car and trainload rates in order to create rail trans- 
portation of bulk commodities such as trap rock, gravel, sand, etc., which have 
produced important revenue. 

We have utilized our trucking subsidiary, the New England Transportation 
Co., in so-called rail-saving service to eliminate peddler cars and branch line 
freight trains. In our efforts to meet competition of other forms of transporta- 
tion, we are hampered by a number of obstacles which I shall briefly comment 
on: 

3 PERCENT EXCISE TAX ON FREIGHT CHARGES 


Industry generally has protested the continuation of this tax and it is con- 
sidered an unfair burden to New England industry and trade. Because of our 
geographical location and the lack of any important raw materials originating 
within the New England region used in the manufacturing processes, the im- 
position of the 3-percent excise tax on the transportation of property is unduly 
burdensome to the manufacturers in New England. New England industry is 
located a long distance not only from the source of raw materials but also from 
competitive markets for its finished products. Because of this, freight charges 
in both directions are relatively high and, therefore, the amount of the tax on a 
given manufactured article also is relatively higher than that on the same 
commodity produced in other parts of the country. 

This tax situation has lifted its head, so to speak, to the point where some 
New England concerns have found it advantageous to operate leased equipment 
for the handling of business which previously moved in rail service in order 
to avoid the tax. 

To a large extent, New England economy is made up of small industries which 
do not produce a sufficient volume of traffic to justify the operation of their 
own trucks and they are greatly handicapped in meeting the competition of 
larger concerns which escape the 3 percent tax by the use of owned or leased 
equipment. 

PASSENGER TRANSPORTATION EXCISE TAX 


The 10-percent tax on transportation of persons was a wartime measure de- 
signed to discourage civilian travel by rail at a time when all public transporta- 
tion facilities were required to handle essential travel in connection with the 
war effort. Now, however, the rail passenger service problem is exactly the 
opposite. There is a declining use of railroad passenger service. These de- 
creases in travel, coupled with increasing costs, have created a critical situation 
on many of the larger passenger-carrying railroads and particularly on the New 
Haven Railroad because passenger service represents a larger proportion of its 
total business than is the case with any other large railroad in the country except 
the Long Island. In the 12 months ended June 30, 1957, passenger service pro- 
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duced 42.2 percent of total revenues, 52 percent of total operating expenses, and 
74.6 percent of total train-miles operated. In the year 1956, the deficit from 
passenger-service operations absorbed 85.3 percent of the earnings from freight 
service. 

Without doubt the passenger service operated by the New Haven is of sub- 
stantial benefit to the economy of southern New England. In my opinion, the 
greatest single adverse factor affecting the utilization of that service is the excise 
tax on transportation of persons. Stated another way, the tax is doing a fine 
job of accomplishing what it was designed for, namely, discouraging the use of 
railroad passenger service. Since this result is adverse to the welfare of southern 
New England, I believe that elimination of this tax as soon as possible is im- 
perative. 

30-PERCENT RESERVE 


The effect of the 30-percent depreciation reserve in connection with the change 
from “retirement” to “straight line’ method of accounting effective January 1, 
19438, is not of immediate concern to the New Haven Railroad because the impact 
of other adverse factors has resulted in its presently having no taxable income. 
However, I am confident that many of the New Haven’s problems can be solved 
and that its future can be viewed optimistically provided artificial deterrents are 
removed. The 30-percent depreciation reserve requirement is one of the deterring 
factors which, in my opinion, should be eliminated. 


COMPETITIVE BATEMAKING 


Under present procedures railroads are not free to establish competitive rates, 
but must have approval of the Interstate Commerce Commission and various 
State commissions. Frequently competing motor and water carriers protest the 
establishment of reduced rail rates and often tariffs are suspended. After de- 
layed hearings, the Commission frequently refuses to permit the rates to become 
effective on the grounds that they would adversely affect some other form of 
transportation. In essence this means that an umbrella is held over the high-cost 
carriers with the result that the railroads lose business and the public is forced 
to pay higher transportation charges than necessary. 

It is my belief that railroads should have the right to establish whatever rates 
they think necessary to enable them to meet their competition provided they are 
reasonably compensatory. 

EXEMPT COMMODITIES 


The New Haven Railroad has felt the heavy impact of gypsy trucking of 
exempt commodities within and between its territory and the rest of the country. 
For example, the fish traffic, which traditionally moved via rail is now handled 
by gypsy trucks at any rate necessary to obtain the haul because in the majority 
of cases they are on their way home and will handle traffic almost on the basis of 
out-of-pocket costs. In years gone by, movements of fish from Boston to New 
York averaged 28 to 30 cars a day with half as much additional going to points 
beyond our railroad through our western gateways. Now the traffic has disap- 
peared almost completely. 

Cranberries from Cape Cod, which formerly were handled by rail have gone 
to the highway largely because of the exempt factor. The same is true of potato 
shipments from points in Rhode Island and Connecticut approximating 1,000 
cars annually, which the gypsy or exempt trucker will handle at any rate to 
obtain the business. 

Leaf tobacco, grown in central and northern Connecticut, is an exempt com- 
modity, and gypsy truckers are participating in the movement of this traffic which 
previously was held to rail service. Incidentally, our railroad played an impor- 
tant part in assisting the tobacco industry in the development of the area. 

To a large degree gypsy trucks come to New England with loads of exempt 
commodities, such as fruits and vegetables from the South, and their low 
charges for return loads not only deprive the railroads of valuable traffic but 
also disturb the orderly marketing of New England products. 

Enactment of Senate bill 1689 recommended by the Interstate Commerce Com- 
mission, which limits the exemption of motor vehicles transporting agricul- 
tural commodities, fish, and livestock to transportation from point of produc- 
tion to primary market would be of a great deal of assistance to the New Haven 
Railroad. Such a law would undoubtedly enable the New Haven to get back 
on the rails a substantial amount of traffic lost to unregulated carriers. 
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PRIVATE CARRIAGE 





To a large extent the economy of New England is made up of industries 
producing high-grade articles such as machine tools, precision instruments, silver 
articles, electronic equipment, etc. These commodities generally move in less- 
than-carload or less-than-truckload quantities and it is not practicable to handle 
them in private trucks. For this reason, competition with private carriage is rel- 
atively less in New England than in other parts of the country where industries 
handle truckload shipments of finished products in one direction, with return 
loads of basic materials. We have, however, lost some important carload move- 
eee to private carriage because of the imposition of the 3-percent transporta- 
on tax. 

























MAIL SITUATION 





The Post Office Department is empowered by statute to commandeer railroad 
mail service and the Interstate Commerce Commission is authorized to fix the 
amount of compensation which should be paid for such service. Therefore, rail- 
roads cannot compete freely for mail business because, to bargain effectively 
in a free market, one must be free to refuse to handle unprofitable business. 
Ignoring this, however, the Postal Department cites what it terms competitive 
transportation conditions as adequate reason for its refusal to pay railroads more 
than the avoidable cost of carrying mail, i. e., more than what the railroads 
would save if mail service were not performed. On the other hand, without any 
regard for the policy’s effect on the ability of railroads to perform essential 
and desirable public service, the Department has embarked on the task of 
transferring from the railroads to the highways and to air carriers an appre- 
ciable volume of mail, although the Department desires the railroads to handle 
the balance remaining at no increase in unit prices. 

The Department’s persistence in limiting payments to avoidable cost coupled 
with threats of massive traffic diversions, will seriously harm the New Haven 
Railroad’s ability to provide its present passenger service to the public. So long 
as the Post Office Department retains the statutory power to order the rail- 
roads to carry the mail and to select the trains on which it must be moved, it 
will remain, in my opinion, manifestly unjust and grossly in conflict with the 
public interest sought to be protected by the national transportation policy if 
the Department pays for railroad mail service anything less than the total cost 
to the railroads of providing that service, including a fair return on the in- 
vested capital of which the service makes use. This is especially true when- 
ever, as recently, the Department undertakes to divert rail mail volume to other 
modes of transportation and, thus, increases the unit costs of rail mail trans- 
portation service. 
















USER CHARGES 





The New Haven owns or rents from other railroads all of the property used 
in its operations. It pays the entire cost of maintaining and operating this 
property and, in addition, pays ad valorem taxes or the equivalent on such prop- 
erty. Its competitors, both public and private, conduct a substantial portion of 
their operations on property provided by public authority and with public funds. 
The interest on the public debt created by the States and their political subdivi- 
sions to finance these facilities is free from Federal income taxes. Many of the 
operational activities of these public facilities are conducted by public employees. 
All too often, the payments for the use of these facilities and services represent 
only a fraction of the costsincurred. So long as user charges do not reflect the full 
cost of public facilities and services, the railroad is placed at a competitive dis- 
advantage in the price it must charge for its services and is artificially excluded 
from the proportionate participation in the total transportation service to which 
its economic advantages entitle it. This has an adverse effect on the railroad but, 
equally important, on the economic welfare of the entire area served. 

In my opinion, appropriate user charges should be assessed for the use of public 
facilities and services by the competitors of the railroad, or there should be an 
equivalent reduction in public assessments against the railroads in order to 
equalize the competitive situation. 





















RATE OF RETURN AND FINANCIAL MATTERS GENERALLY 


In the 10-year period from 1947 through 1956, the New Haven Railroad made 
capital expenditures for additions and betterments of over $168 million. Not- 
withstanding these large expenditures to provide modern, economical equipment, 
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and high-grade facilities, its return on investment during this 10-year period 
has varied between a high of 2.76 percent in 1950 and a low of 0.59 percent in 
1956, averaging 1.97 percent. In 1957, a small part estimated, the return will be 
only approximately 0.20 percent. 

This is, obviously, a grossly inadequate return, and substantial improvement 
must be made if the company is to continue its substantial contribution to the 
economic growth of the southern New England area which it serves. 


ADVERSE LEGISLATION 


The railroads not only need the affirmative legislation proposed in order to 
strengthen their economic condition, but also need protection against legislation 
which would be very burdensome and costly. I refer to such bills as S. 1386, 
the so-called power-brake bill: S. 1672 and S. 2480, to amend the Hours of Service 
Act, and 8. 1729, the track motorcar bill. 

Pending in the House are H. R. 182, 3484, and 4564, requiring the illumination 
of freight cars. Enactment of these bills would not benefit the railroads, .but 
would burden them with greatly increased expense. Any benefit from such legis- 
lation would be for the highway users at the expense of the railroads. 

For a number of years, bills to increase benefits under the Railroad Retirement 
and Unemployment Insurance Acts have been introduced. Of course, this called 
for a substantial increase in taxes. Bills to further increase such benefits and 
taxes (S. 1313 and H. R. 4353) were introduced in the 85th Congress. Hearings 
have been held by the committees to which the bills were referred, but no action 
has been taken. Favorable consideration of these bills would add a terriffic 
financial burden to the New Haven Railroad and substantially aid its competitors. 
The New Haven and the other railroads pay a railroad-retirement tax of 644 per- 
cent up to $350 monthly earnings, while other carriers and industries pay only 24%4 
percent up to $350 monthly earnings of their employees. In addition, the rail- 
roads pay larger unemployment tax on a higher monthly earnings base than other 
carriers and industries. In 1957, the New Haven Railroad paid approximately 
$5,500,000 in railroad retirement and unemployment-insurance taxes. 

In conclusion, let me say that prompt consideration by the Congress of the 
matters above referred to will greatly assist the New Haven Railroad to render 
adequate service to the public it serves. I am firmly of the opinion that matters 
brought to the attention of this committee by the railroad witnesses appearing 
here should receive prompt consideration in order to improve the railroads and 
put them on a sound basis to adequately meet the needs of commerce in the 
national defense. 





REMARKS BY GEORGE ALPERT, PRESIDENT, NEW HAVEN RAILROAD, BEFORE SENATE 
COMMITTEE INVESTIGATING RAILROAD PROBLEMS 


My purpose in appearing before this committee is to lay before you a simple 
fact and a modest proposal. The simple fact is that many of the suburban or 
commuter passenger services provided by railroads in our largest cities are 
currently operating at ruinous deficits and are perilously near collapse. The 
proposal is that public assistance be extended to them because of their indispen- 
sable role in moving people in heavily congested areas. 

Indeed, I would go further. I think the desperate traffic congestion in our 
great cities makes it imperative that public funds be used not only to preserve 
but to extend rail commuting services. A modest sum spent for this purpose 
can contribute substantially to urban traffic relief. 

Let me begin with a brief summary of the situation facing the railroads that 
furnish suburban passenger service. The New Haven Railroad, of which I am 
president, is in the commuter business at both ends of its line, in New York and 
Boston. 

There may have been a time in the past when commuter service could have 
been operated at a profit. or, at least, when it was not very far in the red. This 
is now completely impossible at fares the public can reasonably be expected to 
pay, because commuter service has become an almost exclusively rush-hour 
business. Much of our equipment can be used only 4 hours a day—2 hours in 
the morning and 2 in the evening—5 days a week, or 20 hours a week in all. 
Unfortunately, we must still pay full prices for our equipment, and we have to 
pay our employees for a full week’s work plus overtime, whether we are able 
to use them a full 8 hours each day or not. We can no more break even under 
such circumstances than can a factory filled with expensive machinery able to 
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operate but 2144 days a week. We can no more break even than other large 
rapid-transit operations, of which commuter service is really one form. 

On the New Haven Railroad, our losses on commuter service now exceed 
$8 million a year. This is far more than can be made up out of the New 
Haven’s freight revenues and still allow for adequate maintenance of the rail- 
road’s other services, let alone the earning of an overall profit. 

The suggestion has been made that the railroads either get out of suburban 
passenger altogether or raise fares sufficiently to put such service in the black. 
Both courses of action would have the same disastrous effect; namely, they 
would drive commuters to other forms of transportation, chiefly the automobile, 
or permit what has been considered an essential public service to atrophy. 

Let us consider the consequences of forcing just 1 group of commuters onto 
the highways—the 68,000 who enter and leave New York each day through just 
1 New York terminal, Grand Central. Two to three new 4-lane highways— 
beyond the new highways already projected or under construction—would be 
needed to carry the over 50,000 who arrive between 8 and 9 in the morning and 
leave between 5 and 6 in the evening. In addition, hundreds of acres of park- 
ing space would have to be found for the 25,000 to 35,000 cars they would use, 

If all rail commuting services into New York were shut down, the requirement 
for additional highways and parking facilities would be astronomical. And the 
same is true of Boston, Philadelphia, Chicago, and other cities with suburban 
rail services. Its effect on the commerce of the cities and the suburbs would 
be disastrous—something like the formation of a clot in the main artery of our 
economic life. 

As the New York Metropolitan Rapid Transit Commission recently observed, 
the maintenance of commuter service is not a railroad problem, or even a 
commuter problem. It is a community problem. It seems to me that the public 
convenience and necessity plainly require the use of public funds to support 
suburban rail service. 

The sums involved would be quite modest in comparison with what we are 
now being forced to spend for new highways. One percent of the tens of billions 
of dollars currently earmarked for highway construction, for example, would not 
only assure the continuance of essential present suburban rail services. It 
might also allow the extension of commuter service to strategically located rail 
lines not now used for passenger commutation, by financing installation of the 
necessary signal equipment, purchase of cars, and so forth. Thus, a judicious 
suburban rail service assistance program could abate the need for much expen- 
sive highway building in metropolitan areas and the severe dislocation of people 
and business firms metropolitan-area highway building always causes. 

In an article in Harper’s magazine last year, I suggested several devices for 
extending public assistance to suburban rail service. One is abatement of taxes 
on facilities used for commuter service. My own railroad is seeking tax abate- 
ment on facilities employed for commuter service at its terminal in Boston and 
at other points on our line. 

Tax relief would help, but costs have actually long since passed the point 
where tax relief alone can meet all or even a major portion of the deficits. For 
instance, a little more than a year ago the city of New York entered into an 
arrangement in effect canceling all property taxes on the Staten Island Rapid 
Transit Co. At the time the arrangement was made, it reduced the SIRT’s 
deficit by half; but the deficit has since begun to rise again. 

It has also been proposed that rail commutation fares be made deductible 
for income tax. I think this proposal might be examined on its merits by the 
appropriate committees of Congress. It offers little of value to the railroads, 
however. The presumption underlying the proposal is that what the railroads 
need is more rush-hour patrons and that they would get them if commutation 
fares were deductible from income tax. But the railroads do not need more 
rush-hour patrons. Their problem is precisely that it costs close to $2 to pro- 
vide $1 worth of rush-hour service. Unless some other form of relief is pro- 
vided, therefore, increasing the number of rush-hour commuters will serve only 
to increase still further the losses on commuter service. Of course, making 
commutation fares tax deductible might allow the railroads to raise fares some- 
what. But I do not think that the problem can be solved by continued fare 
increases. 

Direct financial assistance to the commuter railroads is necessary. This 
might be effected through an operating subsidy of specified amount in return 
to specified services at specified fares low enough to make rail commutation 
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attractive to the public. Similarly, public funds should be used for necessary 
new equipment and facilities, which could then be leased to the railroads on 
terms permitting economical commuter service. 

I am purposely not spelling out the details of the subsidy program I propose. 
First of all, the amount and details of the program would necessarily differ 
from rail line to rail line and city to city. Secondly, a program for assisting 
metropolitan-area rail service—whether financed by diverting 1 percent of high- 
way construction funds, as I have proposed, or by the earmarking of new 
funds—would require new legislation. I am sure that the details of such legis- 
lation are best left to you. 

Here, I would like to make a further point. There is ample precedent for 
extending public assistance to the suburban rail lines. Historically, no form 
of transportation has ever been developed or operated in the United States 
wholly free of public assistance. The railroads alone have come close to this 
ideal. Though it is widely assumed that all or nearly all railroad building in 
the United States was aided by land grants, the fact is that land grants were 
made for only 8 percent of the total track mileage—and the Federal Government 
was more than repaid for the grants by reduced rates on Government freight 
through many decades. 

In the canal-building era, canals were provided by Government, and the de- 
velopment and maintenance of waterways continues to be supported by the Fed- 
eral Government on a robust scale to this day. In addition, as provided by the 
Merchant Marine Act of 1936, ship construction is aided by the Federal Govern- 
ment, and steamship companies serving essential United States foreign trade 
routes receive an operating subsidy. 

The airlines have been the beneficiaries both of substantial operating subsidies 
and of Federal and local government construction of airport and airway facili- 
ties. At present, most of the major airlines are able to operate without the 
direct subsidies authorized by the Civil Aeronautics Act of 1938. But the sub- 
sidies were indispensable for many years and the airlines continue to require 
and to receive a vast indirect subsidy in the form of free use of radio naviga- 
tion aids costing hundreds of millions of dollars to erect and operate, and in 
the form of airport charges far below what the airlines would have to pay if 
they had had to provide the terminal facilities themselves. Likewise, Govern- 
ment funds invested in highways far outweigh the license and motor fuel 
taxes paid by trucking companies and passenger cars using the highways. 

Local rapid transit facilities also are generally subsidized. I have already 
mentioned the Staten Island Rapid Transit Co. Other directly or indirectly 
(usually the former) subsidized rapid transit systems include the New York 
subway, the Long Island Railroad, the Boston subway, the Chicago subway, 
and nearly all rapid transit systems throughout the world. 

It is pathetic that in the past government—State or Federal—has always 
waited until catasrophe strikes to activate itself—and stands inactively by 
when the storm warnings are flying. Look at the Long Island Railroad which 
went through a reorganization before the Railroad Redevelopment Act was 
passed by the State legislature to rehabilitate it. Consider the history of the 
New York City subway system formerly privately owned and operated until 
its pulse was stopped by continued deficits and then had to be revived by local 
and State government action. Just last year the O. & W., which had been in 
reorganization for in excess of 20 years, finally expired—and what last-minute 
scurrying around there was to keep it going—to no avail. 

Under the circumstances, it is hardly surprising that suburban rail service 
should require public assistance. It is also urgen and proper that such assist- 
ance be extended, to avoid the chaos and increased vongestion that would ensue 
from wholesale curtailment of rail commutation service. 


Senator Scnorrret. The committee will now recess until 2:15 this 
afternoon, at which time the first witness will be Mr. J. M. Budd, 
president of the Great Northern Railway. 

(Whereupon, at 12:47 p. m., the subcommittee was recessed, to 
reconvene at 2: 15 p. m., this day.) 
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AFTERNOON SESSION 


Senator Smaruers. The meeting will come to order. 

We will proceed with our afternoon’s witnesses, headed up by Mr. 
J. M. Budd, president, the Great Northern Railway Co. 

Mr. Budd, we will take your prepared text and make it a part 
of the record in full, as we have done for all of the previous witnesses, 


STATEMENT OF JOHN M. BUDD, PRESIDENT, GREAT NORTHERN 
RAILWAY 


(The prepared text of Mr. Budd is as follows :) 


STATEMENT OF JOHN M. Bupp, PRESIDENT, GREAT NORTHERN Ratiway Co., 
Str. Pau, MINN. 


My name is John M. Budd. I am president of the Great Northern Railway 
Co., and have my office and home at St. Paul, Minn. I am grateful to this com- 
mittee for its invitation to appear before it and speak to you about the railroad 
industry and some of its problems which vitally affect the employees, shippers, 
and stockholders of the property I represent. I will try and make my remarks 
brief and to the point. Because some of these questions are so vital, however, 
additional information is being filed for the use of your committee. This mate- 
rial goes into detail on some of the matters that are highlighted. 

I would like to discuss some characteristics and history of the railroad industry 
and the Great Northern Railway leading up to the present situation, then describe 
some of the things we have done to help ourselves and what lies in the future in 
that respect. This will be followed by a few remarks about the Interstate Com- 
merce Commission and its position under the present laws, after which I would 
like to make a few specific recommendations for changes in legislation and against 
changes in other legislation. 

The railroad industry in the United States is unique. Numerous privately 
owned companies operating independently perform a nationwide common-carrier 
service and offer to the public low-cost transportation for almost any commodity 
between almost any two points in the United States, Canada, and Mexico, and in 
any quantity. In addition, we offer a very broad passenger service, including 
the movement of mail and express shipments. The customer needs to deal with 
only one agent to arrange for the most complicated type of shipment or journey, 
even though several individual companies may be involved in the movement. This 
service is provided under terms and conditions and at prices that are on file nub- 
licly and which are available to anyone interested. 

For many years, up until about 1920, the railroads provided practically the 
only means of travel and transport in the United States. In the next decade the 
private automobile became the principal means of travel, and by 1930 was han- 
dling 85 percent of the intercity passenger miles in the country. The private 
automobile remains the principal means of travel and handles between 85 and 
90 percent of intercity passenger miles. 

Within the last 20 years or so other commercial transport agencies have devel- 
oped very rapidly for the movement of selected types of traffic. No other agency 
is competitive with the railroads on the same broad basis of service as that 
provided by our industry. These competing agencies together are now handling 
a large percentage of the total freight transport of the country. Barge lines, 
confined to our natural waterways, have moved in on the volume bulk shipments. 
Trucks have selected only the most favorable types of movement where the 
commodities are of value, the rates are comparatively high and the traffic 
provides a balanced movement so that vehicles are moving under load a very 
large percentage of the time. Pipelines handle only gaseous or liquid fuels, but 
these are competitive with solid fuels that still move in large volume on the 
railroads. In the passenger field, buses originally provided service only between 
local points. In recent years that type of business has about dried up and the 
buses are now concentrating on service directed toward the passengers moving 
between centers of population. Commercial air service does not bother with 
small communities. Most successful airline operations are between large cities, 
and lines that are required to give service between smaller cities must, to a large 
extent, be given special subsidies. 
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The selectivity of our competitors with respect to the traffic they wish to 
handle has had a devastating effect on the common carrier railroads because we 
must continue to serve all communities and handle all commodities. The public 
has been slow in recognizing the damage that is being done by such policies. We 
find this particularly true on State levels where we deal with governmental 
agencies with respect to train abandonments, station abandonments and the like. 
The public has insisted upon a standby service, available for their use at their 
whim, much of which is seldom used. 

One of the important factors of almost all of our competitors, which has made 
our operation particularly difficult, is the fact their fixed facilities are provided 
and maintained mainly at Government expense. The barges, trucks, and airlines 
are not obliged to venture substantial sums of capital in the ways upon which 
they operate. They are required, to a limited extent, to pay for the use they 
make of these public facilities, but their own investments are largely in vehicles 
and consequently are rather modest when compared with the investment of the 
railroads who provide their own fixed property, as well as their own rolling 
stock. If all forms of transport were operated under the same rules, our indus- 
try would have little or no difficulty in maintaining its rightful position in the 
mas stransport demanded by the commerce of the Nation. 

I believe our difficulties stem principally from our competitors being permitted 
to select the traffic they wish to handle and from our competitors having facili- 
ties made available to them at less than full cost. I believe further that the 
people of this country are paying more for their transportation than they realize 
or than they should be, and that select minorities are being benefited much more 
extensively than the general public under present policies. 

Because we own all our own facilities we have a comparatively high invest- 
ment per dollar of revenue. Our money is invested in tracks, bridges, building, 
shop facilities, signaling devices, communication facilities and rolling stock. 
The elements of our property wear out and become obsolete. Because of our 
large investment we are constantly faced with a heavy expense in maintaining 
these facilities and in replacing them with more modern and efficient units. I 
shall have more to say later about this expense and the effects of taxes and 
inflation on it. 

One important point that must be kept in mind is that we have no magic 
source of income. We must depend upon amounts received from our customers 
for the service performed to pay our operating costs, to pay interest on borrowed 
money and to pay a return to the owners of the property who have invested their 
money in the respective railroad companies. Any unusual expense forced upon 
us by legislation must be paid for by our customers or must come out of the 
return that is available for investors. With the selectivity that has been per- 
mitted to our competitors, the customers who have continued to use railway 
service have been forced to pay higher rates in part to make up for the profitable 
traffic which has been weaned away from us. This has brought on protests from 
the shippers of lower rated commodities. 

Furthermore, and of extreme importance, the return to the investor has been 
so limited that we find difficulty in obtaining funds for making replacements and 
improvements which might permit more efficient and more effective operation. 
We have been successful up to now in buying rolling stock on the installment 
plan. We have had to meet the regular installment payments and make im- 
provements to our fixed plant out of earnings retained from the stockholders. 

The present problem is not new, but it is becoming more serious. During 
World War I the Government took over and operated the railroads of this 
country. Men and materials were not available for the maintenance of the 
property. During the twenties the industry borrowed heavily to rehabilitate 
facilities that had been worn out carrying heavy wartime traffic. When the 
great depression of the thirties arrived, many companies had not been able to 
put themselves in condition, even during the prosperous twenties, to remain 
solvent during the period of decreased earnings. Several emergency measures 
were taken by the Government.to assist the industry through these troublesome 
times. A minimum of replacements were made in this period because funds 
were hard to obtain and there were more facilities available than were actually 
being used. In fact, the railroads were criticized in the thirties for having 
overex panded. 

On top of the depression came preparation for the Second World War and 
the war itself. Again manpower and materials were not available for proper 
maintenance programs. It was sometime after the end of the war before the 
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railroads were able to obtain the essentials they needed to replace the excess 
wear resulting from heavy World War II traffic. This was a period of accele- 
rated inflation, and the cost of replacements mounted rapidly. Modest funds 
that were accumulated during World War II were depleted through the extensive 
programs that all railroads undertook in the past 10 years, and the current situ- 
ation is not comforting, particularly since treasuries cannot be refilled by long- 
term borrowing. 

With this background I would like to now discuss some of the things the 
railroads have done to help themselves and might do in the future. 

In spite of its difficulties over the past many years, the railroads have not stood 
still. The most noticeable, and one of the most important changes in recent 
years, has been the replacement of the reciprocating steam with the diesel type 
of locomotive and I would like to discuss that piece of machinery in a moment, 

There have been many other less noticeable improvements which are never- 
theless of importance. The freight car of today, for instance, bears little re- 
semblance to the freight car of yesterday. It has a different role to fill and it is 
a different piece of equipment. Special cars have been developed aimed at lower 
cost of loading and unloading a particular commodity or group of commodities. 
Cement, sugar, flour, and similar types of bulk commodities formerly were pack- 
aged in sacks or barrels and shipped in boxcars. Now a large part of the move- 
ment is in bulk for which a covered hopper car is used. Such a car can be loaded 
at the top and unloaded at the bottom by gravity. The boxcar has undergone 
changes in design, many of which are not noticeable to the layman. Particular 
attention again has been given to ease of loading, bracing, and unloading. Flat 
ears are being built with bulkheads and simpler devices for bracing. Many cars 
are being equipped with devices for the movement of component parts of auto- 
mobiles or other machines to assembly plants. Postwar passenger cars are, of 
course, quite different from the prewar cars. 

Extremely important changes have taken place in the fixed property. The 
most noticeable are the greater number of push-button classification yards, more 
widespread use of push-button signaling devices for controlling train movements, 
and installation of electronic computing devices for keeping accounts. Of im- 
portance also are new facilities for maintaining diesel locomotives and a host 
of more modern, stronger, up-to-date track devices. 

Individual railroads have for many years carried on, by themselves or in co- 
operation with other railroads, experimental programs with respect to the 
design and use of different elements of railroad property. The Association of 
American Railroads has entered into a full-scale research program, part being 
conducted by itself in laboratories and part conducted as field tests on individual 
properties. 

The industry has averaged over a billion dollars in capital investment annually 
since the end of World War II. Each individual company has had its part of 
this total. What lies in the future depends upon finding resources to continue 
the process of modernizing and making the plan more efficient. Undoubtedly, 
there is a wide field in further mechanizing maintenance work. Undoubtedly, 
the diesel locomotive can be operated more cheaply, and research now is under- 
way to find ways and means to accomplish this. There are further improvements 
in yard facilities that will permit greater use of cars and provide better service. 
The over-the-road performance of trains is on the whole quite satisfactory, but 
there are still undesirable delays to individual cars in yards. The elimination 
of such delays depends largely upon better terminal facilities. All of these im- 
provements just mentioned, however, require substantial investments and we 
must find resources to progress these programs. I cannot foresee that any of 
the betterments, or a combination of them, will provide as handsome a return 
for the industry as the diesel locomotive has brought in the past few years. I 
would like to point out how this modern machine has affected the Great Northern. 

The Great Northern began installation of internal-combustion engines with 
electric power at an early date, mostly on small motorcars for branch-line use. 
Our management realized the advantage of this type of power and readily ac- 
cepted the heavier units designed for switching and for road service when 
offered by the electromotive division of General Motors in the middle thirties. 

The savings in diesels comes about: 

(1) Because of greater thermal efficiency. A reciprocating steam locomotive 
is able to use only about 6 percent of the power in the fuel. A diesel locomotive 
uses about 30 to 35 percent and the consumption of fuel is negligible while the unit 
is idling. 
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(2) Because of its greater utilization factor and the need for less locomotives 
than with steam. 

(3) Because of reduced maintenance expenditure per unit mile. Not only are 
running repairs less, but also shop expense. A steam locomotive needed heavy 
shop repairs after 100,000 or 150,000 miles. The diesel is overhauled after about a 
million miles. 

(4) Because of its superior performance, particularly on the road. Its 
starting power is greater and it is able to surmount small hills by overloading 
for short periods. Its operation is generally smoother, and less troublesome 
than steam. 

(5). Because of the elimination of water stations, fuel stations, cinder pits, etc. 

(6) Beeause of very much improved working conditions for our employees. 
The operating cab of a diesel is indeed a pleasant place to work and it has proved 
to be a safe place. 

We assigned our first diesels to locations where they could be used to the 
fullest extent. Since a diesel is a flexible unit of power, it can be used inter- 
changeably in freight and passenger service or in yard service. It is also char- 
acteristic of diesel locomotives that they are available for use to a much greater 
extent than steam engines. It was relatively easy to keep our earliest locomotives 
operating almost 24 hours per day. The first heavy-duty units were soundly 
designed and carefully built so that we had a minimum of “bugs’’ to work out 
of them. Maintenance expense was low during the first few years of the loco- 
motive’s life. 

New units purchased each year, however, gradually had to be placed on assign- 
ments where less and less use could be obtained from them. With seasonal 
fluctuations in traffic, we found full use for the diesel locomotives during part 
of the year and relatively little use for some of them at other times of the 
year. Now, being fully dieselized, we have locomotives in storage over the 
winter months. While we continued to derive benefits from the low maintenance 
cost of new locomotives added to the fleet year by year, we found that, as the 
earlier locomotives became a little older, their maintenance costs went up. It was 
necessary to give general repairs to the units after they were about 8 years old 
and now after another 8 years, we find in the earliest models quite a factor of 
obsolescence as well as fairly high maintenance costs. When our whole fleet 
becomes at least 8 years old, we will be in a period of fairly steady costs on a 
locomotive-mile basis, and unit costs will be higher than those we are now 
enjoying. 

A rather complete study of our experience 2 or 3 years ago is the basis for 
these conclusions. We found that we had benefitted substantially from our 
diesel program. Our savings equalled about one-half of our net income. We 
could not have continued to replace and modernize other parts of our property 
if we had not progressed this diesel program. We found too, however, that sav- 
ings resulting from the diesels have been more than offset by wage increases. 

We have invested $318 million in capital improvements in the period 1946 
to 1957. This represents almost one-half of our 1956 net investment in operat- 
ing property. With this large investment in diesels and other modern facilities, 
we have had a substantial improvement in the efficiency of our labor. We find 
that we were able to produce about 50 percent more traffic units (ton-miles plus 
passenger-miles) per employe working hour in 1956 than in 1946. However, 
because of inflationary forces, wages have skyrocketed and we produce 25 per- 
cent less traffic units per dollar of wages now than we did 10 years ago. This 
might be called running to stand still. 

The heavy investment we have made in the property has come from earnings 
retained from our stockholders. While those investments are returning greater 
efficiency, they are not of any monetary benefit to the stockholders. Unfortu- 
nately, the investor can find more fertile fields in other industries in this ever- 
expanding economy and he has been showing less and less interest in rail 
securities. 

Just a few words about the Interstate Commerce Commission before turning 
to suggested remedies. There is little question in my mind but that some of the 
Interstate Commerce Commission decisions of the past have been harmful to 
the railroads. On some occasions the Commissioners have substituted their 
own judgment for that of management. In some instances rate increases have 
been inadequate and there has been too great a lag in time of effective dates. 
Repeated requests for corrective legislative action has reduced delays to a 
minimum in recent years. The complexion of the present Commission is some- 
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what of an unknown quantity because many of the appointments are of recent 
date. 

It is the responsibility of the Commission to interpret laws as enacted by the 
Congress. These interpretations are subject to review by our courts, however, 
which is as it should be. The courts have on some occasions upheld the Com- 
mission’s decisions, while on others findings have been overturned. The present 
Commission has come to Congress with specific and definite recommendations 
for changes in the law where they feel the present legislation is not clear, or in- 
adequate, or needs changing with the change in times. I believe this program 
has proved helpful to Congress and to the Commission itself. If the Commis- 
sion continues it, it will gradually obtain the clarifications and the authorities 
that are needed. 

One of the areas in which the Commission has been overruled by the courts 
is that with respect to agricultural exemptions, and I would like to make specific 
recommendations about changes in the present law covering this knotty ques- 
tion. In addition, I would like to deal with certain tax proposals relating to 
depreciation which, if enacted, would be of substantial assistance in our efforts 
to provide adequate service. I would like to comment also on the problem of 
existing governmental subsidies for our competitors and some serious problems 
with which we must contend on the State level which may eventually require 
submission to Congress because of the overall adverse effect on interstate com- 
merce. I would like to comment on certain bills now pending in Congress which 
the railroad industry is opposing and which, if enacted, would further add to 
the deteriorating railroad situation. 

The agricultural exemption is of extreme importance to the Great Northern 
and other roads of our territory because one-third of our total carload revenue 
comes from transportation of agricultural commodities. These commodities 
are subject to rigorous regulation when handled by the railroads, but exempt 
from regulation when transported in interstate commerce by motor vehicle. I 
would, of course, like to see the agricultural exemption eliminated entirely 
and I hope this can be accomplished in the not too distant future. I strongly 
favor the enactment of S. 1689 and H. R. 5823, bills recommended by the Inter- 
state Commerce Commission limiting the exemption of motor vehicles transport- 
ing agricultural commodities, fish, and livestock to transportation from point of 
production to a point where such commodities first pass out of actual possession 
and control of the producer. I believe S. 2553, another bill introduced in the 
1st session of the 85th Congress under authorship of Senator Smathers, is a 
step in the right direction. The reasons for my position are as follows: 

(1) Railroads operate most efficiently on volume business. Any substantial 
loss in volume must result in either higher charges for the traffic which remains 
or deteriorating service, or both. Up to the maximum capacity of a railroad, 
any additional business can be handled relatively cheaply and rates may be 
established on part of the traffic somewhat above the out-of-pocket costs but 
below full costs. A policy of rates less than those which are fully compensatory 
for all traffic can only result in disaster, however. For reasons which I will 
mention later, our rates vary with commodities and with distances. Obviously, 
competing trucks will aim at the most desirable of these varying rates and 
some of the most attractive of our agricultural business is being diverted to 
trucks. 

The area we serve is a great productive area and, in large part, sparsely 
settled. Foodstuffs are grown in much greater quantity than can be consumed 
within the area. We have played a very important part in enabling the pro- 
ducers to reach distant markets to dispose of their excess crops in an orderly and 
profitable manner. This has been largely responsible for the development of 
the production. 

In much of our territory, particularly in North Dakota and Montana, a very 
large percentage of our lines derive their revenues almost enirely from the 
hauling of grain. This is especially true of the many branch lines that serve 
the areas, on some of which grain revenues exceed 90 percent of all freight reve- 
nues. On over 1,300 miles of line in North Dakota and Montana, more than 80 
percent of the revenue is derived from grain that originates thereon. Any sub- 
stantial reduction in volume of grain moving out of this territory must eventually 
result in abandonment of some of these lines. 

In the Pacific Northwest are produced fresh and frozen fruits and vegetables 
which must find a market in the eastern part of the United States. The sparsely 
settled intermediate region served by our railroad offers little demand for this 
type of produce. The heavy consuming areas of the East must absorb some of 
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the production. These are much closer to other producing areas, however, and 
we have of necessity quoted depressed market-competitive rates to keep the 
producers in our area in business. Some of the longest hauls in the world are 
involved, often exceeding 2,000 miles. The trucks are not interested in this 
traffic because of the low rate, but they are very active in handling fresh and 
frozen fruits and vegetables from our producing areas to markets closer by on 
which the rates more nearly represent full costs. Obviously, if we are to lose 
a significant portion of this more remunerative haul, we will be unable to con- 
tinue good common-carrier service and equipment for the longer hauls at de- 
pressed rate levels. 

Livestock is produced in quantity in our area. In 1931, the Interstate Com- 
merce Commission found that livestock was a commodity which, from its nature, 
could not be expected to do more than pay its way. In other words, it could 
sustain only a rate level which would produce the cost of service, plus a mini- 
mum of profit. The Commission also graded down the rate for longer hauls 
toward a still further “narrowing of the margin of profit.” We have lost much 
of the short-haul livestock (up to 500 miles), but still handle a considerable 
amount of the longer haul business at depressed rates. 

The railroads have a great stake in the handling of commodities which are 
exempt from regulation when handled by truck. Producers have an even 
— stake in maintaining adequate rail service so as to remain in competitive 
markets. 

(2) The railroads perform a service beyond the simple hauling of goods. They 
form an important link in the orderly marketing of many farm commodities. 
This is particularly true with respect to grain. A farmer can sell his grain at 
a local elevator by deducting from current market price, at the terminal, the 
freight rate from his station to the terminal. A careful system of inspection 
en route establishes a grade for each carload of grain and provides a sample 
at the market place for consideration of and bargaining between the seller and 
buyer. The railroads provide numerous expensive facilities for the operation 
of this system of sampling, inspection, and grading. We offer diversion privi- 
leges which enable the seller to reach several markets and to choose the most 
advantageous one. The Commission has indicated there is a strong public 
interest in maintaining the efficiency of this marketing system. 

Trucks do not provide the same advantages, but rather have a disrupting 
effect on this system in transporting grain without regulation. First of all 
they are discriminatory for they do not provide service at all points where 
grain is available. Trucks which have hauled other commodities into our 
grain-growing territory will offer their services at something less than rail 
rates to haul grain to the market. They take the easy course and offer their 
services at the point where they have unloaded, or enroute from that point 
back to the market. They do not reach out-of-the-way points. Their rates vary, 
depending upon the number of trucks available. Frequently, it is not the farmer 
who benefits from the lower rates because he has already sold his grain and 
the ownership has passed from his hands. For some short hauls, truckers con- 
fine their activitie to grain haul, returning from the terminal with an empty 
vehicle. Many individuals make a fair living out of such an operation. Many 
go broke. 

The rate structure on grain, and the service that the rate covers, were care- 
fully worked out so that to and from western markets they would be relatively 
on the same level, approximating a mileage parity. The process of working 
out the orderly rate structure and service for orderly marketing did not come 
overnight, but gradually developed into the present arrangement. The public 
has been well served by this arrangement, and the upsetting influences of un- 
regulated trucks serving selected communities on an irregular basis at unknown 
rates can hardly be considered helpful or in the public interest. 

Similarly, rail rates and diversion privileges have promoted flexibility of 
disposition and a stable market for other agricultural commodities. Apples 
grown in the State of Washington are one example. Potatoes from the rich 
Red River Valley between the States of Minnesota and North Dakota are 
another. In each instance, the trucks are aiming at the most profitable of the 
hauls and are disrupting orderly marketing of the products. 

(3) The Interstate Commerce Commission, in proposing legislation, expressed 
my third reason for advocating a Change in the law. It Said, and I quote: 

“The broad judicial interpretations which have been given to the agricul- 
tural exemption, and the diversion of traffic from regulated to unregulated 
carriers resulting from such interpretations, serve to thwart the express pur- 
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pose of Congress to maintain a sound system of transportation in the national 
interest, a vital part of which is the transportation needs of the average and 
small shipper.” 

Summing up, I feel there should be a change in the law with respect to the 
exemption of agricultural commodities so as to avoid the unnecessary reduction 
in volume of traffic on the railroads which will endanger the service that can 
be offered to those shippers who still must depend upon that form of cheap 
transportation. It is particularly vital for the protection of shippers in our 
territory who are dependent upon depressed market-competitive rates for the 
disposition of part of their products. Furthermore, a change is needed to pro- 
tect the orderly marketing process for farm products which is being upset and 
endangered by unregulated carriers operating in a discriminatory, uncertain 
manner. Certainly the broad interpretations of the courts call for a revision 
of the law to bring the exemption back into its proper perspective. 

As I have already pointed out, the railroads have faced a serious problem 
because of inflation and high income-tax rate. This problem is serious for 
our industry because of the large investment per dollar of sales. The replace- 
ment of component parts, as they wear out or become obsolete, thrusts a heavier 
burden upon us than on other industries. More of our sales dollar must go 
toward such replacements, and since the inflated value comes largely out of 
income after taxes, the load has been and is extremely heavy. 

Let me illustrate by a simple example. We retire a 30-year-old freight car 
which originally cost $2,500 and replace it with a new car costing $8,500. De- 
preciation has provided only $2,500 (less salvage) toward the $8,500 cost of 
the new car; $6,000 of new capital must be added. This can be done by bor- 
rowing, but borrowed money must be paid back out of income after taxes, so 
that the same principles apply however the cost is met. 

To add $6,000 to capital out of income, we must earn roughly twice that before 
taxes, or $12,000. With an operating ratio of 75 percent, we must have sales 
of $48,000 to produce that much income. We must, on the average, haul 100 
loaded cars for over 900 miles to receive that much revenue—just to add the 
eapital for 1 car. To maintain our present ownership and replace freight cars 
having a 30-year life, we must acquire 1,000 cars per year or more. We have 
need for other replacements as well as freight cars, so you can appreciate that 
our annual additions to capital after taxes are substantial, in fact almost over- 
whelming. 

The rapid amortization of facilities certified as needed in the interest of national 
defense helped us acquire some bare essentials by deferring income-tax payments. 
Ready cash became available for our immediate needs. If income-tax rates 
remain the same, we will have paid the same taxes over the life of such facilities 
as we would have under normal depreciation accruals. 

It is now proposed that somewhat similar relief be granted for the immediate 
future by permitting railroads to establish a construction reserve account. Into 
this account a railroad might deposit any amount of money deemed appropriate 
in its judgment. To the extent of such deposit, the company would procure 
relief from income taxes. Such relief would be effective only to the extent 
that the company, within a period of 5 years, either made capital expenditures 
or used it to pay off indebtedness incurred for the acquisition of such assets 
after the effective date of the act. 

It is our view that this proposal could be accomplished by an amendment 
to the Interstate Commerce Act rather than to the Internal Revenue Code. 

It is also proposed that depreciable railroad property be considered as having 
a life no longer than 20 years. Considering the developments of the past few 
years, it is obvious that it is unrealistic to consider present facilities will be of 
value servicewise in 50 or 100 years. Research is constantly developing new 
metals, new devices, and new methods which tend to create obsolescence far 
ahead of any consideration at the time of installation. Our opportunity for 
keeping modern and competitive is limited by the unrealistic approach of the 
present practice. Few elements of depreciable property any longer retain their 
original form. Technological advances should be encouraged, and limiting the 
depreciable life is one practical sound way of doing so. 

Capital expenditures on railroads have had wide fluctuations. In periods 
of good business, expenditures have been comparatively heavy, but the minute 
that business drops off capital expenditures have been drastically reduced. 
Limiting the life of depreciable property to 20 years for tax purposes would 
provide an opportunity for better planning and would tend to stabilize capital 
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expenditures. This would have a tendency to lend stability to our suppliers 
who are widespread throughout industry. It would certainly be in the public 
interest to move in that direction and would benefit such broad fields as the 
steel industry, lumber industry, and many others. 

Now I would like to say something further with respect to user charges. 
This question deals to a large extent with matters on the State level, but some 
features of it fall within Federal consideration. 

Highway, waterway, and air transport agencies all use publicly owned and 
maintained facilities to a varying degree, and each pays taxes, licenses and 
fees toward the cost of them. It would be natural to assume, then, that the 
percentages of revenue devoted to taxes, other than those on payrolls, for these 
forms of transportation are higher than those paid by railways, but this is true 
only for buses. Taxes other than payroll levies take 8 percent of the railway 
revenue dollar, as compared with less than 6 percent for trucks and water 
carriers. 

In total, railways have to hand over to the tax collector nearly 11 percent 
of what they take in, while other forms of transportation, except buses, pay 
from 6 to 8 percent. If we were as favorably treated taxwise as our com- 
petitors, we would retain an additional $300 million to $500 million and would 
overcome much of our trouble in financing needed improvements to our facili- 
ties and services, in providing additional research, and in putting ourselves in 
a position to more adequately meet the needs of our customers. 

Certainly it is reasonable and fair to expect that user charges should cover 
the cost of use of publicly owned facilities, But, is that enough? Should not 
these agencies share equitably in the cost of citizenship? Railway taxes are 
devoted only to the purposes of citizenship: education, police and fire protec- 
tion, governmental administration, and even building and maintaining roads 
and improving navigation on rivers. 

If railway taxes are too high, our rates also must be set too high and our 
customers are penalized. Investors in rail securities also suffer because they 
are deprived of return on their investments. If taxes on other forms of trans- 
portation are too low, other taxpayers must make up the deficiency. 

In view of the billions of dollars going into roadways, waterways, and air 
facilities and services, this whole question should be examined very closely. It 
is encouraging to note the directive of the Bureau of the Budget with respect 
to user charges. 

One other unusual tax situation today is the excise levy of 10 percent on 
passengers and 3 percent on freight. This was a wartime tax to raise money 
and discourage civilian use of public transportation agencies during the period 
of hostilities. The continuation of this tax is devastating. It encourages pri- 
vate carriage of people and goods, and discriminates against small business, 
which does not have enough volume to justify investment in vehicles. It also 
discriminates against those producers farthest from markets. Shippers, trans- 
port agencies, and regulatory bodies repeatedly have urged repeal of this tax. 

In addition to tax matters, there are regulatory practices which are out of 
date within the jurisdiction of the States that may require relief through Fea- 
eral legislation that I mentioned earlier. These involve standby services, such 
as little-used passenger trains and station agencies where the agent’s time is not 
fully utilized. These are of such little public benefit that they should be elim- 
inated. The expense of continuing such service is, in some instances, extremely 
burdensome. 

There are before Congress certain bills which are being advocated that would 
be harmful to the railroad industry. One of these calls for higher payments 
under the Railroad Retirement Act. Any payments that are forced upon our 
industry in this respect will tend to require higher rates or make our position 
less secure in the minds of investors, or both. We are already in an unfortunate 
competitive situation with respect to payroll taxes. 

Not only are retirement and unemployment tax rates higher than those paid 
by other industries, but railways also must meet taxes on payrolls for the 
employees who maintain our fixed properties. Many competing forms of trans- 
port use facilities provided by the taxpayer and are relieved of such taxes. 
According to the latest available figures, the railway industry pays out almost 
8 percent of its gross operating revenues in payroll taxes compared with 1 per- 
cent paid by highway, air, and water carriers. 

We believe it would be extremely unwise to increase the annuities under the 
Railroad Retirement Act at this time. We also urge favorable consideration 
of the railroads’ proposal to change the Railroad Unemployment Insurance Act 
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by eliminating payments to employees who are on strike, who quit voluntarily, 
who are suspended or discharged for cause, who are eligible for retirement or 
who are not working because of pregnancy. 

In addition, there are some bills proposed for further regulation of the rail- 
roads by giving the Interstate Commerce Commission jurisdiction over standards 
of maintenance and operation of power brakes, changes in the hours of service 
law, and placing operation of motorcars under the jurisdiction of the Interstate 
Commerce Commission. Each of these is a make-work bill not considered neces- 
sary for the safe operation of the railroads. We have given particular attention 
to safety matters and have made great strides in reducing the incidence of 
injuries during the past several years. Our position of leadership is being 
challenged by impressive achievements of other railroads. The widespread inter- 
est that is being shown in this subject, it seems to me, eliminates the necessity 
for the proposed legislation. 

One further bill which I oppose is S. 2220, introduced by Senator Kefauver, to 
amend the Sherman Act. This proposal, if enacted, might prevent the com- 
pletion of mergers between railroads. There are several of these now under 
consideration, among them one involving the Great Northern. 

I believe in the principle of mergers, because they will lead to better and 
cheaper service to the public, strengthen earning capacity, and give a better break 
to investors. These ends can be accomplished by making the best possible use 
of the most favorable portions of the properties being consolidated, reducing 
stocks of materials, reducing accounting, speeding up movements through 
terminals by eliminating terminal delays in interchange movements and in 
originating and terminating traffic. 

This is an area in which the industry is trying to help itself, in which it should 
be encouraged rather than discouraged. 


CONCLUSION 


(1) We have expended since the end of World War If over $318 million in 
capital improvements in order to better serve our patrons. Over one-half of the 
money for these expenditures came from retained earnings. These earnings 
were made possible in large part by savings created by the diesel locomotive, 
These savings have now been largely absorbed by inflation and are not available 
to the extent they have been to meet future inflationary spirals or to acquire 
needed capital improvements. Notwithstanding the efforts that have been made 
and the capital improvements acquired, our rate of return remains woefully 
inadequate to insure a healthy railroad industry. 

(2) We favor the enactment of S. 1689 and H. R. 5823, the bills recommended 
by the Interstate Commerce Commission to limit the exemption from regulation 
which motor vehicles now enjoy when transporting agricultural commodities, 
We believe S. 2553, introduced by Senator Smathers, is a step in the right 
direction. 

(3) We urge the enactment of legislation that will permit railroads to increase 
their depreciation accruals so they can retain funds from earnings to acquire 
needed capital replacements. We specifically recommend legislation that will 
permit the railroads to have a construction reserve, annual additions to which 
will be fully deductible in computing Federal income taxes. We also urge that 
legislation be enacted placing a maximum life of 20 years on railroad depreciable 
property. 

(4) The severe restrictions imposed on railroad management decisions by 
State regulatory bodies is one of our most serious problems and contributes 
substantially to our present low rate of return. If we cannot succeed in working 
these problems out at the State level, we may wish to recommend that Congress 
enact legislation granting the Interstate Commerce Commission review juris 
diction in certain critical areas. 

(5) We urge the imposition of adequate user charges on the facilities fur- 
nished by the United States to our competitors. 

(6) Legislation advocated as necessary under the guise of safety, but which 
are in reality “make work” bills, will, if enacted, add substantial costs to rail- 
road operations which would have to be passed on to our customers in the form 
of higher freight bills. Such bills are: The so-called power brake bill, 8S. 1386; 
the bills to further limit the hours of service of our employees, S. 1672 and §. 
2480; and the track motorcar bill, 8. 1729. We vigorously oppose these bills and 
this type of legislation. In the same category are the perennial bills to increase 
benefits payable under the railroad retirement and unemployment insurance 
laws. Particularly objectionable are provisions now in the Unemployment Insur- 
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ance Act which require the railroads to pay maternity and strike benefits, and 
to pay employees who quit voluntarily, who are suspended or discharged for 
cause or who are eligible for retirement. We urge the repeal of these 
provisions. 

(7) We believe that substantial operating economies with improved service 
can be achieved through consolidation or merger of existing railroad systems, 
and that bills such as S. 2220 and H. R. 2142 might seriously impede such efforts 
and that they should be rejected. 

The opportunity afforded me to present this statement on behalf of the Great 
Northern Railway Co., its shippers, employees, and security holders, is deeply 
appreciated. 


SUPPLEMENTARY MATERIAL IN Support or STATEMENT OF JOHN M. Bupp, 
PRESIDENT OF GREAT NORTHERN RAtLway Co. 


INTRODUCTION 


The Great Northern serves the territory between the Twin Cities of Minneapolis 
and St. Paul, and the twin ports of Duluth and Superior on the east, and the 
Puget Sound country on the west. Its main line from the east to the west 
follows close to the northern boundary of the United States. It has important 
lines reaching southward through Minnesota to Sioux City, Iowa, and through 
Montana to Billings and Butte. It also has lines north into Winnipeg, Manitoba, 
and on the Pacific coast to Vancouver, British Columbia. It operates south 
from Seattle, Wash., to Portland, Oreg., to Bend, Oreg., and to Bieber, Calif., 
where we connect with the Western Pacific Railroad Co. for the handling 
of freight to and from California. A system map is attached hereto as ex- 
hibit 8. 

The Great Northern is known as a Granger road. Its principal commodities 
are loaded in the West and move eastward. These commodities are grain, 
livestock, potatoes, fresh fruits, and other agricultural commodities. We also 
move a large volume of lumber from the West, and very heavy tonnage of iron 
ore from the Mesabi Range in northern Minnesota. The predominance of traffic 
is from west to east. 

The Great Northern operates a little over 8,200 miles of railroad extending 
into 10 States and 2 Canadian provinces. The Great Northern and North- 
ern Pacific own together 96.79 percent of the common stock of the Chicago, 
Burlington & Quincy Railroad Co., and together they own 100 percent of the 
stock and bonds of the Spokane, Portland & Seattle Railway Co. The Great 
Northern has never been in receivership or bankruptcy and has been fortunate 
in having a sound capital structure. 


I. TECHNOLOGY AS A REMEDY FOR THE RAILROAD PROBLEM—-A REVIEW IN THE LIGHT 
OF THE DIESEL STORY AND POSTWAR TECHNIQUES 


A. The role of capital in applying new systems 


In its invitation to the railroad presidents to appear at this hearing the 
committee put us on notice that there would be inquiries as to what railroad 
management can do to work out its own solutions. Where there are answers to 
problems of this class, they are neither simple nor easy. In common with 
most railroad officers I devote to them most of my waking hours and a good 
Many of those when I’m supposed to be sleeping. Solving them has become 
a popular pastime in other circles too. The Chairman of the Interstate Com- 
merce Commission himself has been doing some serious thinking along this 
line for in his December 5 speech he called on the railroads to accomplish 
a “technological breakthrough” as the most promising means of saving the 
industry. 

My engineering background makes the Commissioner’s affirmative approach 
a particularly appealing one, one that we frequently hear suggested in this 
age of new devices. I am sure, too, that in posing their question covering 
this phase of the hearing the members of the committee had something more 
in mind than mere day-to-day management problems. If so, I'll make my po- 
sition clear at the outset by the flatfooted statement that there are no fore- 
seeable major technical miracles in prospect by which our industry will be 
able to lift itself by its own bootstraps as it did during the process of diesel- 
ization. Let me hasten to add that we have not reached and we are not ap- 
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proaching the ultimate in railroad technology. On the contrary, railroad equip- 
ment is infinitely more adaptable to new forms of power and new techniques 
of movement and control than is true of many other transport forms. 

Nevertheless, I now anticipate that there will be no sudden technical advances 
of sufficient importance in themselves to rescue the industry because of one 
blunt and basic truth: The massive physical plant of the railroads cannot be 
technically altered, either with respect to yards, cars, locomotives, trackage, 
communications, signals, or in any other significant regard except by massive 
capital investment. Add to this the further fact that equity capital is unobtain- 
able and that financing from earnings is not now possible for the industry as a 
whole, and you will see that my unhappy conclusion is inescapable. It cannot 
be overemphasized that a major technological breakthrough must await a finan- 
cial breakthrough. The financial breakthrough, in turn, depends on a legislative 
breakthrough. Until the latter occurs railroad management’s function inevi- 
tably must be principally one of making the most of what we have. 

This is not to say that the railroads or Great Northern, for which I can best 
speak, have been backward in taking advantage of new developments which 
were financially within reach. Throughout its history, the policy of the Great 
Northern has been to continually improve its property so as to provide the people 
in its territory with dependable low-cost transportation. The lines as originally 
constructed were built to minimum standards but with an eye to later improve- 
ments, that would give us short distances, low grades, and easy curves when 
enough traffic was generated to justify them. Our company has been conserva- 
tively financed and its history is free of any hint of excess capitalization. Our 
management has in the past stepped out boldly in trying new methods and devices 
and has invested heavily in the adoption of those found to be sound. 

During the boom times of the twenties, return on invested capital was modest. 
We borrowed heavily to rehabilitate the property after the ravages of World 
War I and to strengthen and modernize the plant for more efficient operation. 
When the depression hit, our stockholders had to do without dividends for many 
long years and our program of improvement was interrupted. During the war 
years and for some time thereafter, storage of materials and manpower pre- 
vented our industry from properly maintaining its plant and there was little 
opportunity to build it up. Severe car shortages which resulted were common, 
To add to our burden, in the post-World War II period we were faced with 
skyrocketing costs and aggressive competition. We were not permitted to raise 
rates to the extent necessary to meet rising costs, and the delay in making rate 
increases effective were devastating. We were allowed no tax relief for de- 
ferred maintenance during the war years, and what funds were accumulated 
during the war have been dissipated. Money has been borrowed for 80 percent 
of the cost of acquisition of many nits of rolling stock, but installment payments 
are greater than depreciation accruals on cars and locomotives purchased, which 
has depleted liquid assets. Improvements in fixed property have been covered 
by retaining part of the meager earnings from stockholders. 

Specific improvements of many classes have been carried out. We have made 
important advances in operating techniques and facilities, in equipment, com- 
munications, track and structures, and, in common with other lines, in the use 
of diesel power. I make particular mention of dieselization, for the diesel story 
is highly important to your inquiry for two reasons. First, the diesel-electric 
locomotive, the largest single postwar factor in improving rail service and cutting 
costs, has reflected such important economies and has shown such efficiency as 
to obscure badly certain basic problems in the railroad picture and, for that 
matter, in the entire transportation economy. 

Make no mistake, the problems of which I speak are so serious and so funda- 
mental that our company would not be alive today were it not for the diesel, and 
I say this in the knowledge that Great Northern always has been and still is one 
of the soundest of railroads. The second reason for the importance of the diesel 
story to your work is the fact that knowledge of the development and financing 
of diesel technology will help to show you why other advances in technology 
cannot be the answer to the railroad problem. In order to make these points 
intelligible, I’ll have to go back into the history of dieselization for a few moments 
and, as our line pioneered in this field as far back as 1926, perhaps our experience 
will illustrate them to advantage. 


B. The efficiency of the fully utilized diesel 


For the sake of perspective, I mention that Great Northern is now fully diesel- 
ized and operates 641 diesel units. Starting in 1958 steam power no longer will 
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be used, even during peak traffic periods. It is, of course, common knowledge 
that diesels enable us and all railroads to maintain faster schedules for both 
passengers and freight. For example, since 1946 we have reduced our scheduled 
time for freight trains from Minneapolis to Seattle from 106 hours and 25 minutes 
to 60 hours and 30 minutes. Furthermore, the diesel is inherently more eco- 
nomical than the steam engine in the matter of fuel consumption because its 
thermal efficiency exceeds that of the reciprocating steam engine by more than 
300 percent. In addition fuel consumption varies more nearly in direct proportion 
to the amount of work performed, and during idle periods relatively little fuel is 
used. 

Perhaps one of the greatest advantages of diesel power is its high rate of 
availability. These locomotives can be kept on the job 95 percent of the time 
and sometimes more, whereas the steam engine could be used only about 50 percent 
of the time. It is common practice to use the same locomotive in both freight 
and passenger service, or in both road and yard service, all in a single 24-hour 
period. It is difficult to describe for you in absolute terms the marvelous flexi- 
bility and effectiveness of this machine although there are many measures of 
locomotive efficiency. Perhaps the most meaningful for you is the rough rule of 
thumb that, compared with the steam engine, a diesel can do twice the work at 
half the cost. 

The direct savings from dieselization were accompanied by many collateral cost 
reductions in supporting service for steam engines. Shops, roundhouses, water 
stations, treating plants, coal stations, cinder pits, etc., are very expensive installa- 
tions to operate and maintain. Complete elimination of steam power has allowed 
us to realize many savings of this class. 

All these advantages were accruing progressively during the postwar years at 
a time when traffic levels were high and business in general was enjoying unprece- 
dented prosperity. Circumstances were not equally happy for us in the railroad 
trade, but at least traffic volume was generally good and our net ton-miles in 
freight service rose from approximately 15% billion in 1946 to 20 billion in 1956. 
At the same time man-hours worked were reduced from over 68% million to 54% 
million, a decrease of 20 percent. Thus, our ton-miles per man-hour rose from 230 
to 370 in this period, reflecting an increase in efficiency of 61 percent, despite the 
operation of a good deal of steam mileage during most of the period. This was 
accomplished in the face of the fact that our men now do much less arduous work 
in better surroundings than ever before, and they are much better paid for it. 

One would logically expect that, as the improvement in efficiency of which 
I speak was due almost wholly to management’s acquisition of new tools, that 
improvement would reflect a better rate of return on the investment in the 
property. This did not prove to be true. Exhibit 1 explains in part why this 
is so. It shows the very great wage increases we have been required to pay 
and at the same time compares them with the savings in locomotive expense 
which the diesel has enabled us to make. It will be seen that while we now 
save over $25 million per year by the use of the new power, our labor cost is 
now greater by $50 million per year. Also explanatory of the failure to realize 
a better rate of return is exhibit 2, a description of the productivity of labor. 
It compares so-called traffic units (revenue net ton-miles and revenue passenger- 
miles) per hour of service worked with traffic units per dollar of compensation 
paid. As shown by the graph’s dotted line, in 1946 less than 247 traffic units 
were produced per man, as compared to 387 in 1956. However, because of many 
wage increases there has been a pronounced downward trend in the number of 
traffic units which each labor dollar will buy, dropping from 187 in 1946 to but 
151 in 1956. The effect of these factors, in combination with other cost in- 
creases, was to limit our rate of return on net investment to an average of but 
4.12 percent while at the beginning of the term it was 4.47 percent. The esti- 
mated figure for 1957 is only 3.53 percent. 

As I see it, what I have described amounts to. this: Diesel technology and 
all our related and simultaneous improvements have no more than enabled us 
to keep from sliding backward during 11 years of heavy traffic and unexampled 
general prosperity. Now that traffic has dropped off, we have some pressing 
problems and many lines face serious trouble. As you appreciate, there are a 
great many causes for the situation, but one of the unappreciated causes, and 
one of the principal reasons for future concern, gets us right back into the 
diese) story. 
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C. The impossibility of fully utilizing all diesel units necessary to practical 
railroad operation seriously reduces efficiency when compared with actual 
capacity 

As the railroads began to buy diesels, the obvious procedure was to assign 
them where the greatest potential savings existed. However, as more diesels 
were added to the fleet, reductions in operating expense became progressively 
less impressive. While the first diesels made prodigious earning records on 
assignments of 24 hours a day, now we are at the stage where many of these 
expensive engines work no more than 8 hours daily, and in periods of reduced 
traffic some will simply stand idle. We have had 40 units stored since early 
in December. In the case of switch engines in particular, utilization has been 
less than 16 hours per day, and there may be a further downward trend al- 
though at a declining rate. Exhibit 3 shows the curve of which I speak. The 
situation is similar in the case of road locomotives, for when the first of them 
were acquired they were assigned where we could obtain the greatest number of 
locomotive-miles from them and thus make the greatest saving possible. As 
more units were acquired and placed in our fleet, the miles per unit per year 
decreased from 96,192 in 1946 to 83,628 (estimate) for 1957. Therefore, our 
operating expenses obviously did not decrease at the same rate as for the earlier 
units. 

I do not mean to suggest by what has been said that there has been over- 
buying of diesels on our line or elsewhere. On the contrary, save for a few 
special instances, steam cannot be replaced too soon. My point is twofold: First, 
in acquiring the minimum number of diesels necessary to operate we have also 
acquired a lot of expensive capacity which cannot be used at present traffic 
levels. Second, operating economies estimated on the basis of fully utilized 
diesels cannot be realized when these engines are not fully utilized. 


D. Misconceptions generated by early diesel operating results 


In retrospect what I have described is a simple enough proposition. How- 
ever, in the earlier years of diesel power and even today a good many people, 
most notably certain shippers, almost all of the labor people and some of the 
regulatory authorities, appreciated only the spectacular performance of fully 
utilized diesels. They assumed that performance would be repeated by every 
new locomotive the roads bought, and some still think so. Therefore, the notion 
grew that diesel magic was going to rescue the railroads from the effect of 
accumulating legislative problems. It was responsible in substantial degree for 
demands for wage increases and for opposition to merited freight-rate increases, 
It accounts in part for the failure of industry critics to recognize the full force 
of the impact on the rails resulting from competitive transportation, from 
subsidy policy and from regulatory policy. 


BE. The effect of obsolescence and wear on the cost of power 


What has been described is not the end of the diesel story, nor is the failure to 
recognize the incomplete utility of the diesel fleet the only failure of recognition. 
We have just entered another phase of dieselization. I refer to the fact that 
wear and obsolescence are now important problems and will become still more 
troublesome. 

The cost of ordinary running repairs on diesel locomotives is very low when 
the units are new. Gradually these costs rise until the units undergo heavy 
repairs which amount almost to a rebuilding. After the overhaul, ordinary 
running repairs are again at a low level although not quite so low as when the 
locomotives were new. They tend to rise again until the units undergo their 
second heavy repair job. We have had units a long enough period for them to 
have reached the second overhaul stage and we find that there is quite a factor of 
obsolescence in these locomotives. Unfortunately when rebuilding can be 
financed, it cannot be done as economically as when new locomotives are pur- 
chased and we expect to have to meet this expense from earnings. By careful 
planning and spreading the purchase of diesel units over many years we have 
minimized the accumulation of overhaul expense and have reached the stage 
where we feel that, on the average, the unit cost of repairs will be about constant. 
While this constant cost is very much below the cost of upkeep for steam power, I 
would like to emphasize that it is considerably higher than that experienced 
during the first few years of the life of a diesel. This, then, is another reason 
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why neither we nor the committee can look to the diesel either to finance new 
technology or to earn enough to carry the railroads through this or any 
continuing crisis. 


F. Diesel financing methods compared to financing needs for anticipated capital 
improvements 




















My mention of the equipment trust in financing brings to mind another im- 
portant reason why financial obstacles stand in the way of technical improve- 
ments. As you appreciate, a railroad buys a locomotive or a freight car in the 
same way an individual buys an automobile—on the installment plan. 

The details are more complicated, but it’s the same thing. Whether you 
buy depends upon your need, your ability to make the downpayment and your 
estimate of your ability to pay the installments. It’s even less easy to finance 
improvements in those parts of railroad plant which constitute fixed property 
and it is in this class of improvement that there is the greatest hope for sub- 
stantial railroad operating progress. I have in mind the future installation of 
such things as automatic classification yards and improvements in existing 
yards, centralized train control, modern diesel and car-repair shops, new and 
improved repair-track facilities, new methods of signaling, reduction or elimi- 
nation of track grades and curves, the placement of welded rail, better ballast, 
and so forth. 

These things can’t be mortgaged separately from a railroad’s general indebted- 
ness and they can’t be bought on a conditional sales contract. To be sure, there 
is the possibility that a company might pay for them by adding to its general 
mortgage liability through a new bond issue. In view of the level of today’s 
money market and considering also the necessity for keeping fixed charges low, 
in my opinion there is little likelihood that this method will be widely used 
by the railroad industry as a means of financing capital improvement of fixed 
properties. This observation is wholly consistent with postdepression railroad 
financing history and I see no reason to expect a major change. The necessity 
for keeping fixed costs low was a bitter depression lessen, one well learned 
and not soon forgotten. This, therefore, leaves us in the practical position 
of having to pay cash on the barrelhead from income in order to make most 
improvements to fixed property. It is obvious that the prospect of making 
major new investments in this manner is now a remote one. Of necessity, the 
prospect of major physical improvement in the railroad plant is equally remote 
unless there is an abrupt and important reversal in the earnings trend. 


G. Postwar capital improvements and their relationship to diesel earnings 


You have been told of the vast amounts spent by railroads out of meager 
earnings in order to finance the diesel revolution and accompanying plant 
changes. Our share of this sum for the period 1946-57, inclusive, was $318 
million, 45 percent of net investment in 1956. I mention in passing that the 
figure for new locomotives alone was almost $76 million. Exhibit 4 gives total 
figures by year. 

One of the things I am anxious for you to understand is that despite the 
magnitude of this sum and despite the fact that we’ve done our share of the 
spectacular things such as buying new trains, building electronic yards, installing 
an electronic computer and the like, the great bulk of these expenditures were 
made on the unspectacular, relatively routine things that, considered collectively 
make for an efficient and modern railroad. 

Great Northern people take a great deal of pride in these quiet accomplish- 
ments and they are real accomplishments. They have resulted in greater 
efficiency of operation, better working conditions for our employees, and, above 
all, improved service to the public. One of the dividends which gives me 
greatest personal satisfaction is reflected in Great Northern’s safety record, as 
shown by exhibit 5. Our casualty ratio, which is the number of reportable 
injuries to our employees per million man-hours of employment, has been reduced 
from 8.13 in 1946 to 3.01 in 1956. Indications are that our performance for 
1957 will be even better. 

If you wonder why we can’t continue to make similar improvements in the 
future, my answer, again, is a twofold one. First, what was done was paid 
for out of earnings and, therefore, was accomplished at the expense of the 
stockholders’ dividends. What future earnings will be remains to be seen, but 
you have heard the gloomy prognostications. Second, although these capital 
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investments were made when our rate of return was low, diesel efficiency wag 
then a new enough and a productive enough factor to keep us sufficiently abreast 
of the cost spiral to do these things. Make no mistake about it; the diesels 
bought and paid for our postwar capital improvements. Nothing comparable ig 
in sight and, speaking generally, unless earnings radically improve, you should 
expect that capital improvement will fall behind even the slow pace now to be 
found in many parts of the industry. 

You will recall my having mentioned a moment ago that the many improve. 
ments we have made were accomplished at the expense of the stockholders. On 
the Great Northern, our total assets increased from 1946 to 1956 by over $170 
million. Exhibit 6 and the accompanying table 1 show that $135 million of this 
increase was made by means of the involuntary contribution of the stockholders, 
in that earnings were transferred to surplus and retained-income accounts 
instead of being distributed as dividends to the owners of the property. Kquip- 
ment obligations supplied the balance. 

In spite of this retention of earnings for capital improvements, rates of return 
on the Great Northern and railroads generally have not increased propor- 
tionately. Rather, this stockholder sacrifice has sufficed merely to maintain the 
status quo during the years of heavy traffic. Railroad earnings remain at 
inadequate levels, well below other regulated industries and far below all 
manufacturing industry. See table 2, also appended to exhibit 6. However, 
in periods of falling traffic volume, even the net addition of this $170 million to 
our earning capacity in the form of plant improvement is insufficient to maintain 
Great Northern earnings. For 1957, we estimate our rate of return will fall to 
approximately 3.53 percent. Further reduction in traffic in 1958 inevitably 
would result in an even lower rate. 

Table 3, attached to exhibit 6, shows the dividend record for the above- 
described group of industries as measured by the rate of income received by the 
stockholder on his equity in the company. You will recall that the stockholder’s 
equity is the sum of what he, as one of the original stockholders, paid into the 
company (measured by the net value of the outstanding stock on the company 
books) plus his involuntary contributions to surplus and retained income as the 
result of dividend withholdings. Together they represent the stockholder’s in- 
vestment in the business. Table 3 also shows, using stock equity as a base, that 
the railroad stockholder is realizing about a third as much in dividends as the 
stockholder in other regulated utilities and less than half as much as industrial 
stockholders generally. 

Certain trends during the 11-year period are also demonstrated by the table. 
Dividend policies of the regulated utilities other than railroads have remained 
fairly constant except in the case of natural-gas pipeline companies. Manufae- 
turing, generally, has become slightly less liberal. Railroads, however, have 
shown a constant trend toward a greater stockholder realization on stock 
equities. I believe there are several reasons for this: 

First, in the war years, material and labor shortages prevented the railroads 
from maintaining and replacing their plants to the degree necessary or to im- 
prove their facilities. After the war, stockholders were relatively willing to forgo 
immediate dividends in order that money might be retained in the business and 
the property improved by such spectacular advancements as the diesel locomotive, 
As complete dieselization approaches, we find that the investments necessary 
for the improvements to fixed property to which I have earlier referred do not 
have the popular appeal to the stockholders that the diesel did. Heavier stock- 
holder pressure for dividends results. You will recall, too, that, as a reflection 
of the times in which we live, there have been concerted stockholders’ attempts, 
or “raids,” by which to force dividend increases, and these incidents have 
occurred both within and outside our industry. 

Second, as a corollary to what I have said, management has felt that increased 
dividends will increase the acceptability of railroad stocks on the part of the 
investing public. Great Northern has followed this trend, but its rate of increase 
during the postwar period has been less than that for railroads in general, 
principally because many companies were in receivership during the earlier years 
of the period, thereby distorting the pattern. 

In the face of liberalization of dividend policies and the enhancement of 
stockholder equity by earnings retention, railroad common stocks do not com- 
mand prices comparable to those of other industries. Table 4, attached to 
exhibit 6, a compilation of Moody’s common-stock average yields, shows that in 
1956 industrial and insurance stocks sold at prices which yielded the investor 
less than 4 percent, whereas the yields on bank and utility common stocks were 
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less than 5 percent. Railroad-stock yields are materially higher than those 
described, because railroad common stocks are regarded by the investing public 
as being high-risk issues. I wish to emphasize that this investor caution is a 
sign of illness in the industry, not one of health. 

Reductions in net income estimated for 1957 and 1958 will effectively bar the 
stockholder as a source of additional capital funds in the near future. This 
follows from the fact that, as net income is reduced through increasing costs 
and decreasing traffic, the difference between it and dividend requirements will 
disappear. In the light of investor yield demands, the stockholder can no longer 
contribute from his earnings the bulk of our capital requirements. It is obvious, 
therefore, that, if the industry is to continue capital improvement, major 
increases in net operating revenues are absolutely essential. 


H. The nature of future capital investment 


Any such inquiry as this inevitably leads to the question of what we would 
do if adequate capital were available to us on terms we could afford. This is a 
subject which we have under constant review, for our company uses a system 
of forecasting capital improvements 5 years in advance. Contrary to the 5-year 
system followed by the Soviets, each year our plan is fully examined and 
revised in the light of current requirements. On the basis of this experience, 
I am able to say that, if we had sufficient capital, we would spend the money 
on items of precisely the same classes of improvement as those on which we have 
been spending. To be sure, the emphasis would be different. More would go 
for yard automation, for centralized train control, improved communications, 
and line changes. Outside the operating field, we would, perhaps, speed the 
changes we have been making in electronic computer and in machine-accounting 
work, but, qualitatively, our expenditures would be little different. Among the 
substantial benefits which would be derived by shippers would be much faster 
and better handling in Classification yards, thereby materially reducing overall 
transit time. This is a subject which has received much study in the interests 
of improving our competitive position, and is one which is going to get a lot 
more attention in the future. 

My testimony in this, the first area of the committee’s inquiry, amounts, by 
way of summary, to this: 

1. The diesel-electric locomotive was literally a lifesaver for Great Northern 
and for the industry during the postwar inflationary spiral. However, the 
saving it enabled us to make did not greatly benefit the owners, but, instead, was 
passed on to labor, shippers, and others. 

2. In the foreseeable future, there will be no spectacular all-saving improve- 
ment in railroad techniques or methods comparable to those of the diesel. 

8. My company has worked aggressively to improve operating efficiency by 
every known means, and will continue to do so, within its financial limitations. 

4, The present limitation on further improvement is one of capital; the 
responsibility for it lies in the inadequate earnings of the industry. 

I shall turn next to the reasons why railroad earnings are inadequate. I con- 
ceive them to be principally legislative in origin, and I will, therefore, discuss 
what can be accomplished legislatively to improve the railroad economy within 
the free-enterprise framework. 


Il, THE AGRICULTURAL EXEMPTIONS: PRESENT INEQUALITY IN THE REGULATION OF 
TRANSPORTATION OF AGRICULTURAL PRODUCTS SHOULD BE PROMPTLY REMOVED IN 
THE INTEREST OF BOTH SHIPPERS AND CARRIERS 


The agricultural commodities exemption is found in section 203 (b) (6) of the 
Interstate Commerce Act. That section provides that the principal regulatory 
provisions of part II (the Motor Carrier Act) shall not apply to: “motor 
vehicles used in carrying property consisting of ordinary livestock, fish (includ- 
ing shellfish), or agricultural (including horticultural) commodities (not in- 
cluding manufactured products thereof), if such motor vehicles are not used in 
carrying any other property, or passengers, for compensation.” 

As this committee knows, this exemption, as interpreted by the courts, covers 
commodities that have received varying degrees of commercial processing, and 
covers the transportation of these commodities, whether processed or not, in 
ordinary commercial channels beyond the initial movement from the point 
of production to the point where the producer relinquishes possession and control 
of such commodities. I strongly favor the enactment of S. 1689 and H. R. 
5823, introduced in the 1st session of the 85th Congress, which are bills recom- 
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mended by the Interstate Commerce Commission limiting the exemption of 
motor vehicles transporting agricultural commodities, fish, and livestock to 
transportation from point of production to a point where such commodities 
first pass out of actual possession and control of the producer. I believe that 
S. 2553, another bill introduced in the 1st session of the 85th Congress, of which 
Senator Smathers is the author, is a step in the right direction but does not go 
far enough to relieve the present extremely undesirable situation. In fact, I 
believe we are fast approaching the point where the public interest demands 
outright repeal of this exemption in part II of the Interstate Commerce Act 
or, in the alternative and in the event the exemption is to be retained, its 
extension to rail transportation. 
The reasons for my position are set forth below. 


A. Heavy dependence of the granger railroads and their shippers on railroad 
transportation of farm products and revenues therefrom 


Almost one-third of the total carload revenues of the Great Northern ig 
earned in the transportation of agricultural commodities which are subject 
to rigorous regulation when handled by railroad but are exempt from regula- 
tion if transported in interstate commerce by motor vehicle. Quite substan- 
tial portions of the traffic of other granger lines, and of all the railroads as a 
group, are similarly derived from traffic which is regulated when handled by 
railroad but unregulated when handled by the railroads’ severest competitors, 

The great rail transportation plants of the Nation operate most efficiently 
and economically on volume business, and any substantial loss in volume must 
result in either higher charges for the traffic which remains on the rails or 
deteriorating railroad service, or both. Consequently, the effects of unequal 
regulation in the transportation of agricultural products must be viewed not 
only from the railroad standpoint and from the standpoint of the shippers of 
agricultural commodities but also from the standpoint of other rail shippers 
as well, and in the public interest in adequate, efficient rail service and in a 
financially sound railroad industry. It is for this reason that the degree of our 
dependence on revenues from products of agriculture is particularly signifivant. 

Exhibit 7, attached hereto, shows for the Great Northern, the class I rail- 
roads of the northwestern region, and for the class I railroads of the United 
States, the proportion of their total carload revenues derived from traffic ex- 
empt from regulation if handled by motor vehicle. In 1956, the Great North- 
ern’s proportion was 82.2 percent, or approximately $82 million out of a total 
of about $256 million. The proportion for the northwestern region carriers 
amounted tu 21.2 percent in 1956. The United States proportion amounted to 
12.4 percent in that year. The northwestern region carriers have long had a 
rate of return which is among the lowest of any region in the Nation. Their 
average return on net investment in 1956 was only 2.66 percent. 

Important in considering the heavy dependence of the railroad industry on 
revenues from traffic which is exempt from regulation if handled over the 
highway is the collateral circumstance that many individual lines were con- 
structed for the principal purpose of handling this tonnage, and that the economy 
of the agricultural communities they serve developed because of the availability 
of rail service and is still dependent on adequate rail transportation. 

The Great Northern is a typical granger line, built for the purpose, primarily, 
of handling grain and other products of agriculture to the Twin Cities gateway 
and the Head-of-the-Lakes for further movement to the great consuming centers 
of the East. Our system map, exhibit 8, shows that we serve a vust inter- 
mediate area devoted primarily to agriculture and grazing. West of our 
eastern terminals and east of Spokane, Wash., the largest city reached by the 
railroad is Sioux Falls, 8. Dak., with a population of only 53,000. 

Of the 1,436 miles of our main transcontinental line between Spokane and 
Minneapolis, well over two-thirds is in Montana and North Dakota. We also 
have in these two States substantial additional railroad mileage, a large por- 
tion of which consists of branches designed to serve the great grain-producing 
regions in this area. A total of 3,810 miles, or about 46 percent of our entire 
system, serves these States alone. Yet Montana, the third largest State in the 
Union, has a total population only about that of the city of Milwaukee, and 
its population density is exceeded by every State except Nevada and Wyoming. 
The total population of North Dakota about equals that of Montana. Exhibit 
9, attached hereto, shows the population density of all States served by the 
Great Northern and that of the United States. It clearly indicates that the 
territory we serve, aside from the Pacific coast cities and our eastern terminals 
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at Minneapolis and St. Paul and Duluth and Superior, is comprised largely of 
the sparsely settled agricultural and grazing regions of the Western Plains and 
Rocky Mountain States. 

An indication of the extent to which shippers of agricultural commodities 
still utilize rail facilities in substantial degree, and also of the dependence of 
our railroad on agricultural traffic, particularly the grain traffic, is the propor- 
tion of traffic to or from particular branch lines, or segments of main line, 
which consists of grain we originate. Exhibit 10 (on file with the committee) 
is a map of the Great Northern system east of Cut Bank, Mont., showing, by 
segment of line, the percent that revenues from grain on each segment bear to 
the revenues from all carload traffic originated and terminated. The exhibit 
also indicates grain inspection and sampling points on the Great Northern. 
Exhibit 11 contains the figures underlying the map, exhibit 10. 

Taking that portion of the Great Northern east of Cut Bank, Mont., on 48 
percent of the mileage in this territory, revenues from grain we originate make 
up in excess of 60 percent of the revenues from all carload traffic originated and 
terminated. On 76 percent of the mileage, such grain revenues make up in 
excess of 40 percent of all carload revenues. There are a number of lines in 
North Dakota and Montana with respect to which originated grain revenues 
exceed 90 percent of all freight revenues, both originated and terminated. We 
have over 1,300 miles of line in those two States where revenues from grain 
originated exceed 80 percent of all freight revenues. 

If the map had been prepared to show the proportion of revenues from sta- 
tions on these lines derived from the movement of all classes of commodities 
exempt from regulation if transported by motor vehicle, the showing would have 
been even stronger. All of the figures on the exhibit are for the year 1955 and 
result from a study made for a special purpose for that year. For that reason 
revenues from flaxseed, for example, are not included. In 1955, flaxseed con- 
tributed $2.8 million to our carload revenues. An even greater amount, $4 
million, was contributed by potatoes, which originate in volume in North Da- 
kota and Minnesota, and there was also a substantial livestock movement from 
Montana. 

In 1956, Great Northern’s revenues from grain alone (including flax) were 
about 25 percent of our system total. Some of the other exempt commodities 
which we handle in volume, aside from potatoes and livestock, which I have 
just mentioned, are apples and other fresh fruits, largely from the Wenatchee 
area in the State of Washington, and fresh-frozen fruits and vegetables moving 
from processing plants on the Pacific coast. 

The production of both fresh and frozen fruits and vegetables in the Pacific 
Northwest far exceeds the demand in that area, and between that territory 
and the great consuming markets of the East there is a vast intermediate region 
of sparce population with consequent limited demand for fruits and vegetables. 
There are also fruits and vegetables produced and processed at points in the 
East much closer to the points of major consumption. The fruit and vegetable 
growers and the frozen-food processors in the Pacific Northwest States have 
always had the problem, therefore, of reaching these distant markets with 
adequate transportation service at charges low enough to meet competition of 
nearby production. The transcontinental rail hauls on these commodities are 
among the longest in the world. For these distances, which often exceed 2,000 
miles, the fruit and vegetable traffic is not attractive to motor carriers because 
of the necessity of providing service at the depressed market-competitive rates 
necessary to move the commodities. 

Great Northern has not only provided itself with ample refrigerator equip- 
ment to fulfill its common-carrier obligation to move this traffic to the distant 
markets, but it has also jointed with other rail carriers in providing low, mar- 
ket-competitive rates to enable its producers to compete in such markets. 

To handle perishable shipments on its line, including the important fruit and 
vegetable traffic from the Pacific Northwest, Great Northern Railway, through 
its wholly owned subsidiary Western Fruit Express Co., has access to a pooled 
fleet of 22,540 refrigerator cars operated jointly by Western Fruit Express Co., 
Fruit Growers Express Co., and Burlington Refrigerator Express Co. These 
companies, since the end of World War II, have expended approximately $146 
million to modernize their fleet of cars. This covers more than 16,500 new 
and rebuilt cars. Improvements which have been incorporated in latest type 
refrigerator cars included: Roller bearings, rubber draft gear; air circulating 
fans (on over 10,000 cars) ; better and greater thickness of insulation (more than 


21278—58—pt. 129 





446 PROBLEMS OF THE RAILROADS 


11,500 cars have a minimum of 4 to 414 inches—4,100 cars have 6 inches or more 
of insulation). Included in the above total are 280 cars equipped with pull- 
man compartmentizers and 291 with Evans damage-free devices. Well in ad- 
vance of the apple-shipping season in the Wenatchee district in central Washing- 
ton, which is our major fresh fruit shipping territory, Great Northern stores 
thousands of empty refrigerator cars for the anticipated movement. Most of 
these empties are moved over 1,600 miles from major eastern gateways. 

Rapid growth of the frozen food industry and the necessity for maintaining 
transit temperatures of zero and below have accelerated development by West- 
ern Fruit Express Co., Fruit Growers Express Co., and Burlington Refrigerator 
Express Co., since the end of World War II, of mechanically equipped refrigera- 
tor cars of which these companies now own and operate 1,271, costing approxi- 
mately $26 million. To obtain maximum utilization of this costly equipment all 
of the latest cars are of the all purpose type designed to supply any desired 
temperature from 0° to 70° F. 

This combination of excellent equipment and favorable rates enables the 
traffic to move for these long distances, and the common carrier service of the 
railroads is therefore one to which the economy of the producing industry is tied 
directly. Though the trucking of apples from the Wenatchee, Yakima, and Hood 
River districts in the Pacific Northwest has increased from 3.7 percent of total 
shipments in 1946 to 82.3 percent in 1956, a significant feature of this competi- 
tion is that it is confined practically in its entirety to movements west of the 
Mississippi River. The rails still handle practically all shipments to the con- 
suming territory east of the river, which have always been very substantial. 
Though we have the equipment and rates to handle shipments in volume to all 
territories, and still handle some shipments for destinations west of the river, 
as well as to the east, our unregulated, selective motor carrier competitors have 
picked out the more remunerative hauls for the shorter distances to ply their 
trade, quoting rates on a day-to-day basis as equipment is available. Obviously 
the rails cannot long continue to provide good common carrier service and 
equipment for the western apple industry as a whole, if the shipments they must 
haul are confined largely to destinations east of the Mississippi at depressed rate 
levels and if they cannot compete on an equal basis for the short-haul traffic. 

The general railroad rate level on livestock is based upon that prescribed 
by the Interstate Commerce Commission in its western livestock investigation. 
This investigation, entitled “Livestock—Western District Rates,” was concluded 
by a decision dated June 8, 1931. There the Commission found that livestock 
was a commodity which from its nature could not be expected to do more than 
pay its own way; that is, it could not sustain a rate level which would produce 
more than the cost of service plus a minimum of profit. The Commission stated 
also that it graded down the rates for the longer hauls toward a still further 
“narrowing of the margin of profit” (176 I. C. C. 83). 

This was undoubtedly on the theory that the railroads’ compensation for the 
handling of livestock for shorter hauls would make up for the extremely low 
rate level maintained for the longer distances. However, the freedom from 
regulation in the transportation of livestock when handled by motor carrier 
under the agricultural exemption in part II of the Interstate Commerce Act has 
created a situation with respect to this commodity where the greater propor- 
tion of the rail traffic up to 500 miles has been lost to motor-carrier competition 
and the railroads are carrying the burden of moving the long-haul traffic on 
which the rates return revenues barely above costs. Here again selective motor- 
earrier competition, if the present trend continues, will impair the ability of the 
rails to provide needed, efficient common-carrier service in the movement of 
livestock. 

In the development of the great railroad systems of the Nation the railroads 
made substantial investments in their own rights-of-way and equipment, and 
additional investments are being made constantly and must be made if the indus- 
try is to compete successfully against its vigorous, subsidized competitors. The 
daily expense of maintaining these extensive railroad properties is, of course, 
substantial, and the amount of this expense does not vary directly with the 
volume of traffic which moves, but it is incurred, to a very material degree, 
whether the volume is light or heavy. Therefore, if the railroads, for competitive 
reasons and in order to hold or obtain traffic, move some of their shipments at 
less than full costs but, nevertheless, at charges returning some revenue to 
system overhead above the bare out-of-pocket costs directly incurred in handling 
the particular shipments, they are still better off financially than they would 
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be if they chose to forego the competitive traffic entirely, leaving the remaining 
railroad shipments to bear the entire overhead burden. 

But, of course, they cannot long handle all of their traffic at less than full 
costs without going into bankruptcy, and it is obvious that the more low-rated 
traffic they must handle at rates less than full cost to meet market competition 
or transportation competition the greater contribution the remaining railroad 
traffic must make if the railroads are to remain financially sound. It is, there- 
fore, important not only to look at that portion of the traffic of the railroads 
which is exempt if handled by unregulated competitors, but also to survey the 
remaining railroad traffic and consider whether it is capable of maintaining 
charges sufficient to sustain system overhead in the event the present trend 
of increasing diversion of the agricultural traffic to exempt highway carriage 
continues. 

A great portion of the remainder of Great Northern’s traffic, which is not 
exempt if handled via highway vehicle, consists of lumber and forest products 
(14.8 percent of our carload revenue in 1956), which move largely from the 
Pacific Northwest at very low market-related rates to meet the competition of 
closer sources of supply in Southern States; iron ore (returning 10.6 percent of 
our 1956 carload revenue), which moves at a rate per ton-mile which is one of 
the lowest in the country and which has been held down by the Commission in 
general rate-increase proceedings; and ores and concentrates and other low- 
rated products of mines, which cannot bear a high rate level. Even in the 
“Manufacturers and miscellaneous” group much of our traffic consists of wood- 
pulp, smelter products, and aluminum products, which are semiprocessed in the 
Pacific Northwest and must be further processed in the East. This traffic, too, 
if it is to move at all, must move at depressed rates compelled by competition of 
woodpulp shippers in the South and nonferrous metals processors and aluminum 
plants in the Midwest and East. It is vital, therefore, to these Pacific North- 
west industries that their charges be kept on a low market-competitive basis, 
and it is in the interest of the railroad to retain such industries as shippers so 
long as their freight charges return something to system overhead. This traffic 
cannot contribute substantially to system overhead if additional portions of 
the agricultural traffic are lost. Its shippers, too, therefore, have an interest 
in the continued movement of these commodities by rail. 

In the foregoing discussion I have sought to emphasize—and I cannot em- 
phasize too strongly—two things: (1) The great dependence on the railroad 
common carrier service by the shippers of agricultural products and the heavy 
dependence, in turn, of the railroads on revenues from agricultural commodities ; 
and (2) the fact that the shippers of all classes of commodities have a great stake 
in the continued transportation of farm products by railroad and the revenues the 
rail carriers derive therefrom. In the end, if the agricultural traffie continues 
the trend which has now been started and is ultimately lost to the rail lines 
in substantial degree, either the public which ships the remaining traffic by rail 
must pay the bill in the form of higher rates, or there will be progressively deteri- 
orating rail service and ultimate abandonment, not only of branch lines, but of 
substantial parts of entire railroad systems. These are potent factors in con- 
sidering whether the Nation can afford continued exemption of this traffic from 
regulation if moving via highway while such traffic continues subject to rigorous 
regulation when the railroads seek to hold it to their lines or regain it from their 
subsidized competitors. 


B. Carefully related rail rates, and liberal inspection and diversion privileges 
incident to rail transportation, have fostered the free flow and orderly market- 
ing of agricultural traffic over multiple lines to widespread markets and have 
stabilized prices for both producers and consumers... This distribution systems 
stabilized prices for both producers and consumers... The distribution system 
is in grave danger of being defeated under the present agricultural exemption 

The Interstate Commerce Commission, in its great general investigation into 
the grain rates throughout the western district, said: 

“In some respects, in a traffic sense, wheat is the most liquid commodity known 
in transportation. The classes or grades of wheat have long been standardized 
and, commercially, wheat approximates currency. The rate structure should per- 
mit it to move freely in all directions. Rates on wheat are closely related to 
one another, and even a slight change in one will ordinarily affect the movement 
governed by the others. In fact, generally speaking, all the rates on wheat may 
be likened to a huge blanket covering the entire country, and a pull on any 
part of this blanket to the extent of 1 or 2 cents, sometimes even a fraction of a 
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cent, will be felt in every other part” (Grain and Grain Products (July 1, 
1930), 164 I. C. C. 619, 697). 

In that proceeding the Commission prescribed related interstate rates on grain 
and grain products throughout the western district which have been in effect sub- 
stantially unchanged, except for general rate increases, for over 20 years. With 
respect to this prescribed western grain rate adjustment the Interstate Commerce 
Commission, in 1941, said that it was “for the purpose of bringing about an ad- 
justment under which the rates to and from all western markets would be on 
relatively the same level, or an adjustment under which the rates to and from 
the markets would approximate a mileage parity” (Minneapolis Traffic Associa- 
tion v. Chicago & N. W. Ry. Co., (2451. C. C. 11, 18) ). 

Under carefully related rail rates there has grown up an efficient marketing 
system not only in the distribution of grain but of other agricultural commod- 
ities. The Commission has indicated that there is a strong public interest in 
maintaining the efficiency of this marketing system. I would like to take a few 
minutes to illustrate the way in which these markets have developed and have 
been fostered under rail rates and services. These illustrations will also demon- 
strate why this efficient marketing system cannot long continue under the 
present scheme, where there is rigorous regulation of a large part of the exist- 
ing transportation for hire—the part that is handled by rail—but no regulation 
of an increasingly significant remainder—the movement by truck. 

I will start out with grain. Both the rail services in connection with inspec- 
tion and grading of grain and the rail rates on grain are intimately tied to the 
marketing of this commodity. In a study entitled “Grain and Its Marketing,” 
compiled by the Grain Exchange Institute, Inc., edited by Dean W. Malott, 
1954, it is stated at page 122: 

“The entire system of grain grading has been built up because accurate, 
definite, and reliable grade determination is essential to many phases of market- 
ing. With accurate grading, the farmer obtains a more exact price than when 
price was based on the ‘average for the crop’ in his locality. The producer of 
better than average quality receives the benefits in higher returns. Market 
reports are vague and often misleading unless based on precise grades. Accurate 
grading makes possible modern bulk warehousing and commingling of grain 
with assurance of fairness to the owners of any part of it. Futures contract 
trading would be impossible if grain was not graded for delivery on contracts. 
Transactions for the purchase of grain from distant grain markets would be 
much more hazardous without the use of grades and the supervision of grading 
to maintain uniformity in its practice.” 

In the early days grain was marketed, largely, upon the basis of the place 
where it was produced. To the extent there was inspection at all, it was gen- 
erally at the car door. There were varying standards in different localities. 
Some standards were so loose as to permit the major part of a crop in certain 
areas to fall within the No. 1 grade, while others were so technical as to pre- 
clude almost any of the grain of an average crop falling within the No. 1 desig- 
nation. Moreover, the inspection was not always impartial. While a grain- 
inspection law was enacted in Minnesota in 1885 which required State inspec- 
tion of grain unloaded at public terminal warehouses in Minnesota, this law 
did not require grading and inspection of grain sold for other purposes. People 
in Montana and the Dakotas were dissatisfied with the grading system estab- 
lished in Minnesota and demanded an independent grading system. Dissatis- 
faction among the producers and the trade led to the enactment by Congress 
of the Grain Standards Act, passed in 1916, which provided that no grain 
moving in interstate commerce should be sold by grade unless it should have 
been inspected and graded by an inspector licensed by the Federal Government. 
Under this law the Secretary of Agriculture established uniform standards for 
the inspection and grading of all such grain. 

To a very substantial extent the character of the service performed by the - 
Great Northern and other granger lines in gathering grain from country points 
and bringing it to market has been molded by the necessity, in the interest of 
the producer and the trade, of permitting grain to be inspected on its way to 
market. The Federal inspection, by an impartial authority, not only insures 
fair treatment between the parties, but permits widespread trade in grain 
under uniform standards. Under this inspection both the producer and the 
trade have benefited substantially. The great grain markets at Minneapolis, 
Duluth, Kansas City, Chicago, and other points conduct their operations on the 
basis of the Federal inspection reports and by utilization of the grain samples 
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which are drawn from the car for the benefit of the trade at the same time that 
the car is sampled for Federal inspection. 

The Federal law would be satisfied by inspection at point of origin prior to 
loading of the cars or at point of destination after the grain has been sold. The 
Minnesota law would be satisfied by inspection upon unloading at destination. 
As a practical matter, however, it is much easier for all concerned, exeept the 
rail carriers themselves, if the samples on which inspection is made are drawn 
from the grain while it is loaded in the boxcar and the inspection completed 
before the grain is marketed or unloaded. In the interest of shippers and of 
the grain trade, the carriers therefore established the practice of permitting 
samples to be drawn from cars after they were loaded, and permitting cars to 
be stopped for that purpose while they were en route. Recognition of this long- 
continued practice led the Interstate Commerce Commission to state in its deci- 
sion in the western grain rate investigation that the railroad rates included one 
free stop for inspection in transit and a second free stop for inspection at 
destination. 

Inspection at interior points west of the primary markets has been demanded 
by shippers for commercial reasons. In Great Northern territory under the 
rates prescribed by the Interstate Commerce Commission the Duluth and Minne- 
apolis markets are on a basis of rate equality from the most important grain- 
producing areas in North Dakota and Montana. By ordering the grain stopped 
at an interior point for free inspection and diversion, shippers are able to get a 
grade and also a sample of the grain for these markets, which are handled to 
the terminals via passenger train, and then to sell on the basis of the grade and 
sample in whichever market they can get the best price. In order to accommo- 
date the shippers and facilitate the marketing of grain there have been estab- 
lished a number of interior inspection points on the Great Northern, the two 
most important of which, in the eastbound movement of grain, are Grand Forks 
and Minot, N. Dak. Grain originating in Montana and stopped at Minot may be 
reconsigned to either Duluth or Minneapolis at the same through rate, but also to 
Sioux City. Iowa, which is on a rate parity with Duluth and Minneapolis from 
Montana shipping points. 

Federal inspecitions at Minot and Grand Forks do not comply with the Minne- 
sota statute which requires that grain unloaded at public elevators in Duluth 
or the Twin Cities be inspected upon receipt at these terminals. Therefore, as a 
result the Great Northern has been obliged to set up its operations so as to permit 
a second inspection of a large part of the grain it brings in to these two primary 
markets. 

In summary, the process of grain inspection and sampling on the Great North- 
ern involves three steps. The first step consists of a right to free inspection and 
free diversion at interior terminals such as Minot and Grand Forks west of the 
major primary markets at the Head-of-the-Lakes, Twin Cities, and Sioux City. 
Incident to this step is the forwarding of grain grades and samples to the 
grain exchange at the primary market, which are used as a basis for trading 
on the exchange. The second step consists of the stopping of cars in Minnesota 
for sampling, and in some cases the holding of cars for diversion, at points east 
of the first inspection points but still west of the terminal markets. Such points 
on the Great Northern are St. Cloud, Willmar, and Thief River Falls, all in 
Minnesota. There samples are drawn from the cars and sent to the primary 
markets by passenger train for inspection at those points and for use of the 
trade. The sampling points prevent congestion at the terminal yards at the 
markets caused by great amounts of sampling at those points, and since the sam- 
ples usually arrive at Minneapolis or Duluth somewhat ahead of or at the same 
time as the cars containing the grain, disposition of the cars at the terminals is 
speeded up. In addition, shippers regularly direct grain cars to be held for 
diversion at these sampling points and this gives the shipper a choice of markets. 
This practice of sampling cars at outlying points in Minnesota is also followed 
by the Northern Pacific and Soo Line. 

The third step is the service performed at the terminal markets themselves. 
Some sampling must be performed there and the cars still have to be held there 
for disposition orders. 

Thus the Great Northern and other carriers maintain 3 sets of yards and hold- 
tracks and 8 groups of personnel to perform the railroad part in the sampling and 
imspection process which has been created to keep the grain traffic moving and to 
facilitate the marketing of grain. These services and similar services performed 
by the granger railroads throughout the West have been of tremendous value to 
the grain shipper in lending flexibility to the marketing of this commodity and in 





450 PROBLEMS OF THE RAILROADS 


maintaining stable prices. At every grain-shipping station in the country the 
producer who knows the price being quoted at the nearest primary market can 
ealculate what his grain will bring at the local elevator by the simple process of 
deducting from the quoted price the published rail freight rate to the terminal 
market. This situation is made possible primarily because of uniform inspec- 
tion and grading and carefully related rail rates. That is why the Commission 
could make the comment in the Western Grain Rate case reported at 164 ICC 619 
which I have quoted at the beginning of this discussion, comparing wheat to cur- 
rency and characterizing the grain rate structure as one of extreme sensitivity. 

Similarly related rail rates and diversion privileges provided in rail tariffs have 
promoted fiexibility of dispositon and a stable market for other agricultural 
commodities. For example, apples moving by rail transcontinentally out of the 
Wenatchee and Yakima Valleys in the State of Washington are assessed rates 
which have been reviewed by the Interstate Commerce Commission and which, as 
I have indicated earlier, have been established for the specific purpose of permit- 
ting this commodity to compete in eastern markets with closer sources of supply. 
These apples move over a variety of railroads beyond the originating lines, and 
over routes where there are a number of markets. In order to facilitate mar- 
keting, they may be diverted as many as five times in transit. In the year 1955, 
Great Northern originated approximately 11,500 cars of apples, and our agent 
at Wenatchee handled approximately 4,000 requests for diversion in that year. 
These requests were in addition to those made to the office of our general super- 
intendent of transportation at St. Paul. Great Northern handles requests for 
diversion of apples it originates whether or not at the time diversion is requested 
cars have been interchanged to a foreign line. The service requires the agent to 
receive information by telegraph as cars of apples pass Whitefish, Great Falls, 
Laurel or Havre, Mont.; Minot, N. Dak., and other points, to keep a running rec- 
ord of all cars originated in the territory, to wire Great Northern officials or 
officials of foreign lines when diversion is requested, and upon accomplishment of 
the diversion to notify shippers. 

A number of years ago during a period when the economic condition of the 
apple-growing industry in the State of Washington was extremely bad and 
it appeared that the producers would be forced to discontinue operations, the 
railroads established reduced emergency rates to assist the growers. Unsatis- 
factory conditions continued in the industry and in fact became worse, the 
Washington apple-producing area was classified as a distressed area by the 
President, and the Department of Agriculture found that rehabilitation of this 
section required special governmental financing and still further reductions in 
freight rates. The Department’s representatives expressed the view that the 
extent to which it would go in helping the growers would be determined largely 
by what others did, reduced freight rates being considered one of the important 
determinative factors. The railroads answered this call for help by still further 
materially reducing the emergency rates then in effect, the apple industry was 
assisted and continued in operation, and gradually conditions improved. This 
assistance to the apple industry were facilitated by the fact that the freight 
rates which moved the great bulk of the traffic were published rates, available 
to all shippers alike, easily capable of ascertainment and completely regulated. 

This type of help could not be rendered by the unregulated itinerant truckers 
or those regulated truckers who on occasion handle some shipments of non- 
exempt traffic to a few stations in the apple territory and seek an exempt com- 
modity haul for return movement. These truckers have neither the equipment 
nor organization to provide relief on an areawide basis. Of course, since they 
have no substantial investment in the territory, their situation is completely 
different from that of the common carrier railroads, and there would be no in- 
centive for them to haul apples at depressed rates and forego remunerative hauls 
on other commodities or in other territories. The fact that these truckers, even 
when they haul apples, now concentrate on the more profitable short-haul busi- 
ness, leaving the lower-rated, market-competitive, long-haul traffic to the rails, 
indicates that they feel no real common carrier obligation to their shippers. If 
such truckers are to continue to enjoy a preference in the field of agricultural 
traffic and to take selective portions of this traffic from the rails, of course it is 
doubtful whether in another agricultural emergency the railroads would be able 
to provide the apple shippers with assistance, even though they might wish to 
do so. 

Illustrations with respect to other agricultural commodities could easily be 
supplied. The point is that the railroad rate structure on these commodities 
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throughout the Nation has been carefully established so as to enable the products 
of agriculture, particularly articles of food, to reach widespread markets in 
common carrier service, and that where inspection and diversion privileges are 
necessary to facilitate such marketing, they have been liberally provided by the 
railroads. In the case of apples and other fresh fruits and vegetables grown in 
the Pacific Northwest, for example, no other form of transportation provides 
the required service to the area of greatest market competition, in the great 
consuming centers of the East. The producer and the dealer in agricultural 
commodities have a vital interest in the flexibility of movement and orderly 
disposition which these rail rates permit. 

At the present time, however, the efficient marketing system I have described 
and the orderly disposition of agricultural products thereunder is being seriously 
threatened by unregulated motor transportation, which is rapidly increasing. 
This point can best be illustrated by a reference again to the transportation of 
grain. 

For-hire motor carrier transportation of grain in our territory comes under 
two major categories. In the first category are common or contract carriers of 
nonexempt commodities who operate under regulation from the centers of popu- 
lation at the eastern and western terminals of Great Northern into the interior 
grain-producing areas and find themselves with only a very limited number of 
commodities available for the return of their trucks in the direction of the ship- 
ping points. From the twin cities of Minneapolis and St. Paul, Minn., for ex- 
ample, on their westbound movement of general articles of merchandise, these 
carriers are required to observe published rates. When, however, the trucks of 
these carriers are made empty at interior country points and are available for 
return movement to the terminals, it is the common practice to handle grain back 
to the terminal points under the exempt-commodities clause at rates that are 
quoted orally on a daily basis dependent upon the availability of trucks. Situa- 
tions are current where these motor carriers will quote from 5 cents to 20 cents 
per 100 pounds under the established rail carload rates in order to secure a return 
haul of grain. It is the regular practice of these motor carriers to provide this 
service only from the limited points on their service routes and only to the extent 
that they have equipment to offer. 

The reduced basis of charges is generally quoted to elevator proprietors who 
have already concluded their negotiations with producers of grain on the basis 
of prices determined by the price of grain at the primary market less the rail 
earload freight rate. Therefore, these reduced charges do not usually result in 
higher prices to the actual producer. The reduced basis of rates on grain by 
motor carriers is not widely offered in the entire grain-producing areas but is, as 
stated above, limited to the points at which it is most convenient for these motor 
earriers to pick up traffic, so that there is an actual preference of certain shippers 
over the shippers of grain as a group. 

The Great Northern Railway, because of the limited number of points at which 
this preferential rate treatment is given, cannot compete by publishing the basis 
of charges quoted by its motor-carrier competitors without a complete breakdown 
of its overall rate structure with disastrous effects on its ability to maintain a 
sound common carrier service. 

The Interstate Commerce Commission has condemned as an undesirable and 
unreasonable practice the handling of nonexempt commodities at depressed rates 
merely for the purpose of security a return load. This condemnation is based 
on the sound reason that to sanction this practice would create a chaotic and 
disruptive competitive rate situation among motor carriers as well as between 
motor carriers and railroads (Refrigerator Materials—Memphis, Tenn., to Day- 
ton, Ohio, 4 M. C. C. 187; Groceries From Aberdeen, S. Dak., to Willmar, Minn., 
22 M. C. C. 261, 264; Harris, Commodities in Colo., Ill., and Nebr., 26 M. C. C. 137, 
142). Yet this practice is permitted, by reason of the agricultural exemption, in 
respect to grain. In other words, the agricultural exemption sanctions and 
encourages with respect to exempt-commodity traffic a practice which, when 
applied to nonexempt traffic, the Commission has held to be against the national 
transportation policy. 

The preference of a particular grain-shipping point by common or contract 
motor carriers for the handling of grain back to terminals is not confined to 
Major shipping points. In some instances it extends to branch-line points where 
empty trucks are available because of the handling of agricultural implements 
or tractors into the producing area by truck. As I have indicated earlier, many 
of the branch lines in our territory are justified only because of the amount 
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of grain which continues to move by rail. Many will have to be abandoned 
if additional exempt traffic is diverted to motor carriage. 

The second major category of truck transportation of grain for hire has 
been the handling of grain by truck as a straight business proposition where the 
truck revenue is the total revenue for the round-trip movement. Usually 
there is a 100-percent empty return haul. There are instances, however, where 
feed grain is hauled in one direction and other types of grain in the reverse 
direction. Where the truck rates are ascertainable, this type of competition 
can usually be met by appropriate adjustments in railroad freight rates, though 
such adjustments usually evoke protests from shippers at points where compe- 
tition is not present and where, accordingly, no rail changes are proposed, 
The objections to the agricultural exemption as it applies to this type of trucker 
are two: (1) Since truck charges for these movements are not required to be 
published, neither producers at competitive shipping points nor competitive 
carriers know, in all cases, the actual charges assessed and are therefore at 
a handicap in meeting competition. (2) Irresponsible and inexperienced op- 
erators have an unlimited license to publish confiscatory rates which, for the 
time they remain effective, can cause incalculable harm to producers at other 
points, competing carriers, and indeed to the operators themselves. 

In the forepart of this discussion it was shown that two aspects of public 
transportation service contributed substantially to the great flexibility in the 
sale and distribution of grain, the farflung grain-marketing system and the 
stability of prices of this extremely liquid commodity. The first of these was 
the stopping of cars for sampling, inspection, and diversion, which facilitates 
the extensive trading in this commodity by grades set up under the Grain 
Standards Act. The second was the carefully related, integrated rail-rate 
structure throughout the West. Motor carriers do not hold trucks or trailers 
in terminals or at intermediate points to permit the withdrawal of samples, de 
termination of grade, sale of the commodity on a grain exchange, and disposi- 
tion in accordance with that sale. Their charges are not always ascertainable, 
In practically all instances an interline movement of grain by motor vehicle 
is not feasible and cannot be arranged. Any substantial increase in the un- 
regulated movement of this commodity is bound to have a most serious effect 
on the grain-marketing system and a dislocating effect upon the millers and 
processors whose businesses have been built up upon the carefully related strue- 
ture prescribed by the Interstate Commerce Commission. This is entirely apart 
from the great damage which unregulated competitive transportation inflicts 
upon the common carrier which depends upon transportation of the same com- 
modities for a substantial portion of its revenues. 

Motor-carrier transportation of other exempt commodities, for example fresh 
fruits and vegetables and frozen fruits and vegetables, follows a pattern quite 
similar to the motor carriage of grain. In other words, here again the trucking 
falls within two broad categories: (1) The transportation of fruits and vege 
tables in a back-haul or return-haul movement at extremely low day-to-day 
charges to fill up equipment that would otherwise return empty; and (2) the 
transportation of these commodities as a straight business proposition with 
the truck revenue from the exempt commodities being the total for the round 
trip. 

It has already been pointed out how transcontinental rail rates on apples are 
set up so as to enable the apple industry to compete in the great consuming 
centers of the East against the competition of closer sources of supply. The 
same situation exists with respect to the transcontinental rail-rate levels on other 
fresh fruits, fresh vegetables, and frozen fruits and vegetables originated in the 
Pacific Northwest. The entry of the exempt trucker into the field of transpor- 
tation from this area, quoting rates on a day-to-day basis and diverting from the 
rail carriers substantial tonnages of this commodity, principally for the shorter 
hauls, is bound to have its effect upon the ability of the rail carriers to maintain 
depressed market-competitive rates on the substantial volume of traffic to the 
large consuming centers of the East. These rates are essential to enable the 
producers in far western territory to continue their present operations. 

In addition to the transcontinental movement of these commodities, situations 
have been reported to us where vegetable brokers are quoting very low motor 
rates on fruits and vegetables from the terminals at the Twin Cities to Grand 
Forks, N. Dak., in order to get empty equipment up into the Red River Valley, 
of which Grand Forks is the center, which could be used in transporting potatoes 
back to centers of population throughout the Midwest. These have been in- 
stances reported to us of movements of fruits and vegetables from Florida and 
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Texas to the Midwest—including the Twin Cities—where the trucks balance out 
their movement with a return haul of potatoes. The motor-carrier rates on 
these commodities, of course, are variable in the potato-producing area of the 
Red River Valley, dependent upon the number of trucks available in the com- 
munity on a given day. 

The railroad rates on potatoes from the Red River Valley, as well as rates on 
potatoes from the Princeton-Cambridge group in Minnesota, from other points 
in the Midwest and from competitive territories, have been before the Commis- 
sion for consideration on numerous occasions and have been related so as to 
eliminate so far as possible any claims of preference and prejudice as between 
producers in various regions. The entry of the unregulated trucker into the 
business of carrying potatoes as an exempt commodity has created a situation 
which is not only intolerable from the standpoint of the true common carrier 
which must compete for this traffic, but which is detrimental to the producers 
themselves. The potato-producing area in the Red River Valley extends for 
about 200 miles along the Red River of the North. Exempt motor carriers pre- 
fer to secure potatoes in the limited areas around Fargo-Moorhead and Grand 
Forks-East Grand Forks, leaving smaller communities and the northernmost 
branches without the ability to compete with these preferred areas. 


0. The public interest requires repeal or drastic limitation of the agricultural 
exemption or, if that is not feasible, its extension to rail transportation 


The situation described above seems to me to demand at least a drastic change 
in the agricultural exemption, if not its outright repeal. 

I appreciate, however, that there is strong sentiment in favor of retention of 
some form of agricultural exemption in moving the products of the farm to the 
point where the producer relinquishes possession or control of his shipments. 
Therefore, I favor the Interstate Commerce Commission’s recommendation that 
the exemption be limited to transportation from the point of production to a 
point where such commodities first pass out of the actual possession and control 
of the producer. In advocating this legislation I cannot do better than adopt 
the Commission’s statement of justification of its bill which reads in part as 
follows: 

“Public transportation cannot survive on a shrinking volume of traflic without 
adversely affecting the Nation’s economy through substantial increases in rates 
on the remaining traffic and/or deterioration of service and equipment. More- 
over, such increases in rates could go beyond the capacity of shippers to bear, 
especially the average and small shipper who is dependent upon public trans- 
portation for his survival. 

“The broad judicial interpretations which have been given to the agricultural 
exemption, and the diversion of traffic from regulated to unregulated carriers 
resulting from such interpretations, serve to thwart the express purpose of 
Congress to maintain a sound system of transportation in the national interest, 
a vital part of which is the transportation needs of the average and small 
shipper. 

“In brief, the purpose of the proposed change is to limit the exemption with 
respect to fish, ordinary livestock, live poultry, and agricultural commodities 
to the movement from the point of production to a point where the producer or 
grower loses actual possession and complete control. Loss of control would 
occur when the producer or grower no longer has any responsibility with respect 
to the movement of the commodities. If actual possession and control passes 
at the point of production, the exemption would not apply. It is also the 
purpose of this proposal to counteract the effect of the several court decisions 
which, by adoption of the continuing substantial identity test, have expanded 
the agricultural commodity exemptions far beyond what the Commission be- 
lieves was ever intended by Congress. 

“The Commission is firmly of the view that enactment of the proposed amend 
ment would be consistent with the original purpose of the section 203 (b) (6) 
exemptions, i. e., to assist farmers and other producers of the exempt com- 
modities, and at the same time would serve to preserve and strengthen the 
public transportation system by placing under economic regulation the trans- 
portation of industrially processed products in commercial fleets of trucks.” 
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Nevertheless, should the Congress conclude that it is in the public interest 
to retain the agricultural exemption substantially in its present form, then it 
is my opinion that it must be extended to transportation by rail. I do not favor 
this alternative, but unless the rail industry is to be given a fair opportunity to 
compete effectively for this available traffic, it cannot furnish the adequate, 
efficient transportation service which Congress has indicated is essential to meet 
the needs of the commerce of the United States, the postal service, and of the 
national defense. 


Ill, ADEQUATE DEPRECIATION AS A REMEDY FOR THE RAILROAD PROBLEM—CONSTRUC- 
TION RESERVE, 20+-YEAR LIFE FOR RAILROAD DEPRECIABLE PROPERTY 































A. Construction reserve deduction 


The following indicates the application of the construction reserve deduction 
based on Great Northern's actual annual capital expenditure during a typical 
year. 

Based on capital expenditure of $20 million for depreciable road and equip- 
ment on the Great Northern in a typical year, the application of the construction 
reserve principle would have produced an immediate tax benefit of $9.6 million 
in excess of the tax benefit which would have resulted from the use of accelerated 
depreciation methods applied to a base of $20 million. However, as all depre- 
ciation obtainable from that year’s property would be taken in the first year, 
we would pay an additional amount of $9.6 million in taxes over the life of the 
property, including taxes on the salvage value of the property at the end of its 
life. 

In addition, however, there will be a cumulative beneficial effect from the use 
of the construction reserve principle if deposits in such reserves are continu- 
ously and constantly made in the future, but the immediate tax benefit on each 
year’s acquisitions will diminish as the loss of depreciation charges becomes 
increasingly larger. 

Assuming a recurring annual deposit in the construction reserve of $20 million 
for new depreciable property, the estimated additional cash resulting from the 
use of the construction reserve plan would be as follows for the first 5-year 
period: 

[In millions] 










Depreciation deduction Additional 
Construe- | (declining balance method) | deduction Tax saving 
Year ed (col. (2) at 52 per- 
deduction minus (3) cent 
Road Equipment and (4)) 





(1) (2) (3) (4) (5) (6) 


$0. 


mh 





B. Depreciation deduction based on maximum 20-year life for railroad depreciable 
property 

The following tabulation illustrates the depreciation accruals resulting from 

the use of maximum 20-year life basis as compared to accruals based on com- 

posite lives of depreciable property having lives of over 20 years, as applied to 


actual capital expenditures on the Great Northern in a typical year. Declining 
balance method was used in computing the accruals: 
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Depreciation accruals 


{In thousands] 


Road eam y 


| 
Maximum 
20-year 
life plan 


Maximum "| Composite 
20-year | 49.5-year 
life plan life 


| 
} 
| 


| | 
) | COS Stine 


Capital expenditures for new depreciable sacs | 
erty with lives of over 20 years.--.---- seal ‘ $4, 397 |..-- 


178 
170 | 
164 | 
157 | 
151 | 
145 | 
139 | 
133 | 
128 587 | 531 
122 52 494 
| 1, 487 | 8, 876 6, 960 
11th to 20th.____--- fi ‘ | Of 984 | 3, 094 
2ist to 30th ____-_- 4 acini 652 ad ‘ 
3ist to 40th._- alin : a 431 
4ist to 50th__. : 273 
Allowance for salvage in declining balance | 
formula. - 7 scarce 535 570° 


Total bes oasis teed 397 | 4, 397 


It will be noted that the recovery of capital costs in the first 10 years under 
the 20-year-life plan is $11,740,000 (cols. 2 and 4), while the recovery under the 
composite lives as shown above is $8,447,000 (cols. 3 and 5), or an increased 
recovery of $3,293,000 under the 20-year-life plan. If it is assumed that this 
accelerated recovery will be progressively applied to each succeeding year’s 
acquisitions, the cumulative cash flow from this source would stimulate new 
expenditures for railway facilities. 


IV. CRITICAL LOCAL FACTORS CONTRIBUTING TO THE RAILROAD PROBLEM 


The necessity for evenhanded administration of so large a property of ours 
requires that we look objectively at local governmental problems. These sit- 
uations are a major cause of the railroad problem and, therefore, merit your 
careful consideration. What follows is simply information which will help you 
to appraise the railroad problem as it exists in the North Central and North- 
western States. This material excludes the important problem of the passenger 
deficit in the realization that the Interstate Commerce Commission and the 
National Association of Railroad and Utility Commissioners are investigating 
this matter. Although I have here included data relating to the necessity for 
adequate user charges on transportation facilities supplied at the State level 
I will later discuss Federal aspects of the subject. 


A. State property taxation 


In each of the 10 States and 2 Provinces of Canada in which Great Northern 
operates, it is subjected to taxation on its operating and nonoperating properties 
by each entity of government. The various units of government through which 
our railroad operates depend very heavily on railroad taxpayments. As a matter 
of fact, I suspect that, in some of the thinly populated areas of the West, the 
whiskers on our goat trademark have caused Great Northern to be confused 
with either Santa Claus or Uncle Sam. Of course, I am probably biased on the 
point by our forced beneficence to such places as School District No. 7 of Lincoln 
County, Mont. There we pay 91.38 percent of all school taxes levied in the 
entire district, even though our 265 acres, consisting only of main-line trackage 
and a single siding, constitutes but 0.335 percent of the 79,200 acres in the district. 
This, of course, is an extreme example, and I do not mean to imply that all of 





456 PROBLEMS OF THE RAILROADS 


these western areas are totally dependent on us. Nevertheless, we are the largest 
single source of county revenues in much of our territory. Exhibit 12 reflects 
the facts in much of North Dakota and Montana. 

The distribution of our State taxpayments is informative as regards both gen- 
eral public policies and policies toward competitive forms of transportation. A 
typical distribution of ad valorem payments will find about 60 percent of our 
money supporting local school districts. In the neighborhood of 6 percent is 
usually allocated for relief and welfare, and almost 14 percent goes to pay for 
roads, bridges, and other highway facilities. Save where these latter funds are 
applied to farm-to-market roads, we are thus making a contribution to the physi- 
cal plant which is necessary to the operation of our motor-vehicle competitors, 
The balance of our taxpayments is loccated to the various other local govern- 
mental functions. One item of $41,031 in our 1956 tax bill was particularly 
galling, as its components were specifically earmarked for port facilities and air- 
port maintenance and construction. I should add that two of the States in 
which our line lies make no cost allocation, with all payments going into the 
general tax fund. Therefore, as to them, the above remarks do not apply, but, 
of course, that does not reduce the problem of making the payments. 

In view of our multistate operation, each State individually seeks to tax its 
portion of our system. However, they disagree as to what our system value 
should be, and they disagree as to what portions of the system value should 
be allocated to each State. The difficulty of allocation lies in the fact that the 
so-called terminal States insist on one formula which yields to them the best 
tax returns, whereas the line-haul States are equally insistent on another 
formula which places a bigger share of the tax burden on the class of opera- 
tion carried on in those States. Asa result, 107 percent of our system value was 
claimed for taxation in the year 1957. The necessity of paying on 7 percent 
more property than we actually own makes manifest the fact that something 
is wrong with State tax laws. The fact that consolidated tax rates are in ex- 
cess of 100 mills in many taxing districts of our States makes this an expensive 
wrong—expensive to us and, ultimately, expensive to the shippers and residents 
in these same areas. 

In addition to these valuation difficulties, we must, in most places, contend 
with inequities in assessment methods. All States require us to file annual 
financial reports, and our voluminous annual report to the Interstate Commerce 
Commission is, of course, a public record. They are used by the taxing author- 
ities to assess our property at current actual values. The inequity in this 
situation lies in the fact that, in most of our States, locally owned real estate 
assessed valuations are still set at or near depression levels, with the result 
that we bear double or treble Our proper tax responsibility. Montana is an 
example. There, the State board of equalization acknowledges that the average 
level of assessment of locally owned real estate is 30.55 percent of actual value. 

As if this were not sufficient discrimination, Montana has gone further, and 
has for many years applied a perverted version of the ability-to-pay concept to 
property taxes. An equal mill levy is made against all property, but land is 
classified into categories assessable at varying arbitrary percentages of full and 
true value. The statutory classification for ordinary real estate is 30 percent. 
On application of these 2 factors it will be seen that a Montana ranch worth 
$100,000 will have an assessed valuation of $30,550 but, in view of the land- 
classification law, the rancher or ranch company will pay taxes on but one- 
third of that value; that is to say, the mill levy will apply to only $10,185. 
In the case of a railroad, however, the property classification figure is one-third 
higher than agricultural land, 40 percent. Since actual value is used as the 
assessed valuation, railroad property worth $100,000 would be taxed on a base 
of $40,000, roughly 4 times that of the $10,185 applicable to the equally valuable 
ranch. Taxpayments themselves, of course, reflect the same relationship. 

It may be suggested that Montana is an extreme example of what we are 
faced with in the case of local taxes, and it is perfectly true that the railroads 
pay one-tenth of all taxes levied in that State. Nevertheless, the inequities 
present in Montana tax laws differ only in degree from those found everywhere 
in our territory. 


B. The lack of adequate user charges at the State level, and its effect on com- 
petitive forms of transportation 

This subject is, obviously, one of many ramifications, and I cannot pretend 

to cover them even in the States in which Great Northern operates. However, 

I have for you a good sample of how both general property tax laws and user 
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tax laws operate (or fail to operate) in an important and fairly typical State. 
Last year, in Minnesota, we made a study of publicly filed carrier records in 
an effort to find exactly how much and for what purposes carrier taxes are 
paid. The figures which I submit as exhibit 13 have been brought up to date 
since then and include the 1956 tax year. 

You will note that comparisons are made by class of carrier so as to show 
the relationship which the gross earnings of each class bears to taxpayments 
made by such class. The comparisons also distinguish between user taxes and 
those which go for general government. For want of complete information, 
we were unable to include figures on the inland-water carriers, except that I 
would like to mention one noteworthy fact. For fiscal 1953, the State of Min- 
nesota received a total of $161 in income taxes from the entire industry on 
earnings derived from about 809 million ton-miles of service performed in 
Minnesota or border waters. 

This was not the only startling gross discrepancy in taxation which we dis- 
covered. You will also observe from the exhibit that although the railroads 
pay toward general government in Minnesota the statutory 5 percent of gross 
earnings derived from all traffic moving to, from, or through Minnesota, the pro- 
portion which the motor carriers of freight pay for their gross toward general 
government is less than one-tenth as much, 0.47 percent. The passenger motor 
earriers were comparatively generous, paying 2.39 percent of their gross for the 
same purpose, but the air carriers, contributed only 1.57 percent of their Minne- 
sota gross. The latter’s poor performance, incidentally was in the face of the 
air carriers complaints that as to them, Minnesota is one of the toughest States 
taxwise in the entire country. 

We carried the comparison another step forward so as to show what propor- 
tion of its gross each class of carrier paid toward user charges, including all 
the elements of fuel tax, registration fees, landing fees, and so forth. In order 
to set up a comparable equivalent for the rail carriers, we developed their main- 
tenance of way expense. The railroad expenditure for this purpose was 15.57 
percent of freight gross compared to 3.8 percent paid by the freight motor 
earrier as user charges. In the case of passenger service the railroads’ main- 
tenance of way expense was 23.43 percent of their gross compared with user 
charges of 3.99 percent of the buses’ gross and 1.86 percent of the air carriers 
gross. 

These are not the only comparisons that can be made and I am fully aware 
that they do not tell the whole story. Yet I think they contain a good bit of the 
meat of the problem of today’s competitive transportation problems. On the 
one hand the railroads are beset by restrictive State laws, embodied in this 
instance in tax legislation. On the other, they face unrestricted competition 
which at nominal cost has the full use of publicly financed transportation facili- 
ties. The cost advantages thus conferred on our competitors are compounded 
by the important cost and service characteristics inherent in each mode of trans- 
portation. Of this, I shall have more to say in dealing with federal aspects of 
user charge issues. 


C. Local taves as related to the competitive situation and Federal subsidy policy 


This is another very large problem and again because of time limitations I 
must describe our interest in it in terms of example rather than by comprehensive 
study. Fortunately, I know a good one by which to make clear to you (1) the 
inequities present in connection with the construction and maintenance of air 
terminals and (2) the prevalence of the notion that railroads are something to 
be taken for granted and that they will go on forever in the face of local en- 
couragement and subsidization of competing forces of transportation. I would 
like to present a typical example of a situation we meet many times over, which 
graphically illustrates a major national problem. 

It involves Grand Forks, N. Dak., a city of 30,000 population, which is situated 
at the easterly border of the State at a point about 80 miles south of the Canadian 
border. It is an important junction for us and for the Northern Pacific Railway 
and both lines offer passenger service. Ours consists of one of our two major 
transcontinental trains operating daily in each direction as well as daily stream- 
liner service originating and terminating at Grand Forks, giving Minneapolis- 
St. Paul service. This is in addition to a number of local runs. We maintain a 
modern passenger station and by virtue of our extensive freight and terminal 
service in the area, we are one of the largest employers in the city. 

Grand Forks also has a publicly financed municipal air terminal which 
serves two commercial airlines. Because of its existence we also compete with 
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Northwest Orient Airlines, a large trunk carrier. At stake is Grand Forks 
passenger traffic moving between that city, the Twin Cities and the Pacific North- 
west. Both the air carrier and the railroad company serve most of the major 
intermediate cities to the west. North Central Airlines, the other air carrier is 
one of the large feeder lines. It is competition between Grand Forks the 
Twin Cities and most of the medium-sized cities of Minnesota and North Dakota 

With this background you will appreciate why our curiosity about municipal 
expenditures on the Grand Forks Air Terminal was whetted by our own recent 
and substantial spending on the Grand Forks railroad station. To make a long 
story short,-we managed after some difficulty to find that portion of the city’s 
budget which relates to airport facilities for the period July 1, 1956, to June 30 
1957, and this is what we obtained: 


AMOUNTS REQUESTED ESTIMATED RECEIPTS 


Salaries and wages $26, 793| Cash on hand 
Maintenance and operation... 13,708) Airport net income 
Capital and betterment Tax levy—4 mills on prop- 


227, 253| Receipts from CAA 


228, 050 


You will observe that ordinary maintenance and operation of the airport, in- 
cluding wages and salaries, cost of the city approximately $40,000 in the face 
of receipts of but $27,000, reflecting an operating deficit of $13,000. While the 
statement does not so indicate, the city proposed to and did make an expendi- 
ture of $180,000 to extend the airport runways. One-half of this amount came 
from a contribution by the Civil Aeronautics Administration and that amount 
is shown in the statement. 

At approximately the time the city was doing these things for our competi- 
tors, this is what we were doing: 

1. We allocated to and spent $45,000 in earnings for improvement of our 
passenger station. It was thoroughly modernized so as to provide the public 
with pleasant, efficient, and convenient service at a downtown location. 

2. We met our station payroll out of earnings. It was $74,400 for the year, 
nearly 3 times that of the municipality’s airport. We also maintained the 
buildings and grounds and did that out of earnings, too. 

3. We spent $15,000 to improve, enlarge, light, and surface parking facilities 
at the depot, thereby providing accommodations for all our patrons and em- 
ployees. In fact we constructed considerable excess capacity, which is used by 
the public at large. 

4. We also paid taxes to Grand Forks County in the sum of $181,495.33. Of 
this amount $476.55 went toward the airport which our competitors use. 

More or less incidental but nevertheless material to history is the fact that 
we also continued to run first-class passenger service to and from Grand Forks. 
We operated our freight trains as usual, thereby keeping the industry of Grand 
Forks alive and making it possible for people to eat, heat their homes, carry on 
commercial activities, and live as usual. We kept on doing our terminal and 
shop work, paying wages and salaries to an important part of the city’s popula- 
tion. Finally, we also paid our Federal income tax so that the CAA had our 
contribution to pass on to the city for airport expansion and thereby make things 
easier for our competition. All in all, we felt that Great Northern as a respon- 
sible, if not self-sacrificing, citizen of the community, had pretty well met its 
obligation. 

We were mistaken. It seems that Grand Forks has a parking problem. 
Though we have taken care of more than our share of it through the $15,000 
expenditure which I have described, our special assessment tax bill for off- 
street parking facilities came to $8,537.80. I might add, not all of this bill has 
been paid and will not be short of final judgment. 

One can draw a good many morals from this sad tale which is repeated, 
with variations on the theme, all over the country. However, I’ll resist the 
temptation, as it can stand pretty well on its own feet. I do think, however, 
that I should emphasize a point which it does not make clear; namely that at 
the instance of and in response to the contribution of Federal Government, 
local government is participating heavily in unwise, uneconomic airport ex- 
pansion in small and medium-sized communities simply for the sake of having 
air service available. It is done principally out of the “booster” spirit without 
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regard to and perhaps without knowledge of, the fact that this action may 
and usually does reduce essential, self-supporting passenger train operations 
to the submarginal category, making their eventual discontinuance certain. 

Perhaps local citizens feel they must keep up with the Joneses and must have 
such an improvement for their communities. For this they can hardly be 
blamed. I cannot condone the airline operators who dip into the public purse 
for their own profit. Even with local help, feeder airlines serving smaller com- 
munities are at present so unsound economically that they require a direct 
subsidy from the Federal Government. Air service is best adapted in terms 
of speed, economics, operations and in every other way, to long-haul passenger 
transportation. In the area we serve, the railroads have and always will have 
an important function in long and middle distance operations, while buses and 
the private motor vehicle will be important factors in middle distance and short- 
haul traffic. These are transportation fundamentals around which, in my 
opinion, Federal policy should be built. When and if these principles are ac- 
cepted, local policy of necessity will correspond. 


D. State legislation pertaining to rail service, operations and rates 


The most pressing problem in this classification is, of course, the passenger 
deficit. For the reasons heretofore stated, I will not discuss it here. I think, 
however, that you should be aware that throughout our territory we are beset 
by State legislation which forces us to make heavy expenditures to no reason- 
able end. Sometimes, when the end is reasonable, we alone are forced to bear 
the expense of what is essentially a public purpose. Among the laws of which 
I speak are those relating to: 

(1) Agency service—Minnesota, by statute, prohibits the abandonment of 
agency service when gross revenues at a station (computed on the basis of 
charges on traffic which either originates or terminates at the place in ques- 
tion, including those which are earned by connecting carriers) are greater than 
$8,000 per year. North Dakota does the same but has a lower limitation, $6,000 
per year. Other States take much the same approach via the regulatory route. 
There is, of course, some little administrative leeway, but for most practical 
purposes these figures represent an absolute barrier and they have been sus- 
tained by the courts. 

Monetary inflation alone had made these ridiculous laws entirely out of date. 
With modern communication facilities and motor vehicles now in such com- 
mon use, laws geared to the horse-drawn vehicle and enacted before telephones 
were in everyday use should be repealed. The fact that, having no agency 
service at most places, our motor carrier competitors nevertheless handle pack- 
age freight to nearly everyone’s satisfaction demonstrates the inutility and 
economic waste inherent in these laws. Bear in mind that less carload freight 
is virtually the sole class of traffic toward which an agent at a small branch 
line station performs a useful function. Very large sums could be saved from 
as expense by placing the regulation of this matter on a more rational 
asis. 

(2) Full crew requirements.—Two States in our territory, Washington and 
North Dakota, have so-called full-crew laws which necessitate our using a third 
brakeman on our freight trains. Wisconsin has a similar, though less trouble- 
some, provision principally applicable to passenger trains and yard service. This 
and other like legislation affecting the railroads is always enacted in the sacred 
name of safety but in point of fact it bears no relation to the subject which 
is always uppermost in our minds. Railroads everywhere run safely with crews 
of five and, therefore, I have no hesitation in saying that these are nothing but 
political make-work laws involving no public interest whatever. When one con- 
siders that labor costs consume nearly half of our revenues; it will be seen that 
the resultant 20 percent increase in train crew membership is the grossest kind 
of waste. 

(3) Railroad-highway crossings.—The necessity for the installation of auto- 
matic grade-crossing protection, grade-separation structures and like improve- 
ments to highways at points where they intersect railroads is a commonplace 
problem. As you know, the Federal Government has recognized the practical 
equities in the situation and assumes 90 percent of the cost of making these 
installations on Federal aid roads since they principally benefit the motoring 
public and the motor carriers which compete with us. However, in the States 
in which we operate, the major portion, if not the entire cost of non-Federal 
aid jobs, is normally placed on the rail carrier. This expense has proven to be a 
large item even in the sparsely settled States of the North. In addition the main- 
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tenance of crossing signals and grade separation structures has also become 
an increasingly burdensome obligation and in no State that I know of is that 
expense assumed by the highway agencies. 

(4) Intrastate rates.—Since the war there have been as you know, numerous 
increases in freight rates on various classes of traffic moving in interstate com- 
merce. The State regulatory authorities, for the most part, prevent uniform 
application of these increases to intrastate traffic. To be sure, Congress hag 
provided relief for us by the enactment of section 13 of the Interstate Couimerce 
Act and we make application to the Interstate Commerce Commission for relief. 
However, very heavy losses of revenue result because of the unavoidable delays 
which take place before these cases are decided. 

The point of this recitation lies in the fact that in all areas of State regulation 
of railroads, we are constantly beset by local attitudes, local pressures and 
local ideas which are totally in variance with, if not in ignorance of, the essential- 
ly interstate character and requirements of railroad operations, railroad finance, 
and railroad responsibility. Perhaps some of the railroads, by their performance 
in the “bad old days,’ may have had more than a little to do with the creation 
of these attitudes. However, times really have changed and the transportation 
monopoly days are indeed gone forever. Therefore, what I am suggesting is 
that if the State legislatures are not willing to take an immediate and realistic 
look at their very large responsibility for and interest in the railroad prob- 
lem, and then act accordingly, something will have to be done on a aational 
scale, and promptly. 


Vv. THE PUBLIC NECESSITY FOR PROMPT IMPOSITION OF COMPENSATORY CHARGES FOR 
THE USE OF GOVERNMENTALLY SUPPLIED TRANSPORTATION FACILITIES 


By enactment of the last Highway Revenue Act, I feel that the Congress took 
a long step forward in recognizing the validity of the user charge concept. Its 
action, together with that of the Bureau of the Budget in requiring the agencies 
of the executive branch to study the subject and do what is necessary to effectu- 
ate a truly national user charge policy should go far toward improving the 
position of the railroad industry. Nevertheless, only a beginning has been made, 
and any refusal of either Congress or the agencies to give prompt and full 
effect to this policy will be of critical importance to us, and therefore to the 
public. 

I think I should point out, however, that despite the importance of the rail- 
roads to the Nation, there is an even larger and more important direct public 
interest involved in this subject. In studying the intricacies of this problem, 
that interest is one which may easily be lost to sight. Therefore, I believe the 
following fundamental public principles need constant reiteration : 

1. Fully compensatory user charges would establish a test for the economic 
necessity of Federal expenditures. They offer a means of control over existing 
facilities and will discourage wasteful plans for future projects. 

2. Compensatory user charges would remove an enormous burden from the 
Federal Treasury which is now applied for the special benefit of particular 
groups and areas. 

3. All users of transportation, public or private, would be placed on an equal 
footing in purchasing transportation services. Individual firms, or groups of 
companies, who now enjoy subsidized transportation at the expense of the 
taxpayers and of less fortunately situated competitors would cease to have their 
unfair advantage. 

4. All forms of transportation would compete on equal economic terms. The 
consumer of transportation could then accurately apply the test of the market 
place in the purchase of transportation service best suited to this need. If in 
such a climate the railroads or any other transportation agencies cannot sur- 
vive, they do not deserve to do so. In the long run the public, therefore, would 
be assured of the transportation services best suited to its needs. 

The encouraging progress toward eventual levies of full user charges has 
one distinctly ominous aspect. I refer to the prospect that there will be unend- 
ing governmental studies of the many ramifications of user charge technicalities. 
We have seen this happen many times in the State legislatures. Therefore, 
perhaps I may be pardoned if I suggest that there are times when a demand 
for studies is apt to be but a dilatory tactic by one of our lately matured 
transportation infants who is reluctant to give up an addiction to the govern- 
mental nursing bottle. 
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This is not to suggest that the matter of computing and applying user charges 
is always a simple one, for it is not. Nevertheless, it would serve no purpose for 
me to go into the complexities of the problem here except to say that the prin- 
ciples involved are known beyond question. In case it has not been brought to 
your attention, I mention that the Department of Commerce made a careful 
examination of the problem in 1953, and its findings were published under the 
title “Charges for Private Use of Federally Provided Transportation Services 
and Facilities.” The principles of which I speak are there and elsewhere de- 
scribed in detail. They involve no more difficult concepts than are those dealt 
with by such agencies as the Interstate Commerce Commission. I suggest that 
only a legislative statement of policy, accompanied by appropriate delegation 
of authority, is needed to permit effective administrative handling of the problem, 
leaving Congress free of the demands of special interest groups. 

With the committee’s knowledge of the critical railroad situation, I would 
not elaborate on the immediate necessity of fully compensatory user charge 
legislation were it not for the fact that the existing system of disguised sub- 
sidies sets in motion a little understood downward cyclic effect on railroad 
earnings and railroad operation. To appreciate it, it requires a brief description 
of the cost and service characteristics of competing transport forms. 

Railroads, in actual practice, are the only truly common carriers, despite mis- 
leading legislative nomenclature. As such, they complete almost entirely with 
so-called specialty haulers, who are able to tailor their operations to suit par- 
ticular classes of demand. That the railroads have had a measure of success 
in doing so despite innumerable regulatory handicaps and the subsidy advantages 
afforded their competitors points up the fundamental physical advantage in- 
herent in rail transport, namely, the efficiency of the steel wheel rolling on the 
steel rail. 

No other means, with the same horsepower, can move nearly so much variegated 
tonnage so far so rapidly and with so little manpower. For example, Great 
Northern consumes approximately 1.46 gallons of diesel fuel per thousand gross 
ton-miles operated. Hence we produced 684 ton-miles per gallon of fuel. A 
tractor-semitrailer having a gross weight of 50,000 pounds averages about 6 
miles to a gallon of diesel fuel so that the motor vehicle produces 150 ton-miles 
per gallon. Accordingly, the efficiency of the locomotive is 4.56 times that of the 
truck. Furthermore, a train crew of 5 will routinely handle a 5,000-ton train so 
that each railroader’s 1,000 tons compares with the trucker’s 25 tons. On this 
basis the individual railroadman’s output is 40 times as much as the trucker’s. 

Because of these inherent advantages, it is possible efficiently to haul long 
trains of either passenger or freight cars with relatively little additional ex- 
pense over and above the high initial cost of running the shortest possible train. 
Thus rail transportation costs decrease per unit of service proportionately as 
the volume of service increases and accordingly, optimum service at minimum 
rates can be provided for the public when railroads are called on to operate 
at or near capacity. Conversely, when traffic volumes drop substantially, irrespec- 
tive of cause, transportation costs per car rise rapidly. Furthermore, service 
necessarily deteriorates aS management makes attempts at cost control while 
rates simultaneously tend to increase to compensate for revenue losses. Once 
important diversions of traffic to competing transportation service is begun, a 
vicious circle is set in motion with the result that as rates go up and as service 
becomes less attractive, more and more traffic is diverted to other modes of 
transport. The plight of the branch line is symptomatic of this disease. 

Coupled with these cost-control advantages are certain service advantages 
inherent in each type of operation. That of speed, in the case of an air carrier, 
is obvious. The motor-vehicle operator, by virtue of the separate operation of 
each of his vehicles, is able to provide flexible and frequent specialized serv- 
ice for his customers. He often can haul from the point of origin to ultimate 
destination by means of the same vehicle thereby saving transportation time and 
terminal and handling costs. He has none of the switching expense which looms 
large on all railroad operations. However, because of his inherently less efficient 
vehicle, the motor carrier’s operating costs still remain several times higher 
per ton-mile than are the railroads. This factor causes him to exploit his serv- 
ice advantages in securing high-rated tonnage. In other words, he is a cream- 
skimmer, taking the lucrative traffic and leaving the low-rated bulk commod- 
ities to the rail carrier. This is demonstrated by the fact that in 1954, na- 
tionally, the motor-carrier operator received 5.98 cents per ton-mile for his serv- 
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ices as against 1.42 cents for the rail carriers. It should be understood in this 
connection that motor-carrier rates are in effect tied to rail rates which have 
lawfully and historically been based upon the value of the commodities trans- 
ported, the value of the service to the shipper, and other considerations, rather 
than solely upon the cost of providing the service. 

The situation is quite different for the railroads’ principal competitors. The 
operation of their equipment requires neither privately owned right of way nor 
any extensive investment in fixed properties. If a trucker or airline or barge 
operator’s business increases, he merely acquires more equipment and more em- 
ployees, frequently by the device of trip-leasing vehicles and driver. If his 
traffic falls off, he decreases his transportation capacity and investment by the 
simple expedient of disposing of some of his employees and vehicles. Because 
his equipment is self-propelled, his transportation costs are not subject to fluctua- 
tion in the degree that is true of the rail carrier. It is apparent that the per 
unit cost of running a truck or an airplane will be about the same irrespective 
of whether the operator has one or a hundred like vehicles in service. Inso- 
far as unit costs are concerned, volume is important to these operators only in 
that it may present an opportunity for efficient administration of the business, 
a feature of equal importance to all carriers. 

These service characteristics are of great importance to the shipper in making 
his selection as to the type of carriage which he will buy but they are no less 
so than is the price he will have to pay. Therefore, when one or more of the 
carriers offers a rate which reflects less than the full cost of supplying tha 
service, obviously he has an advantage which makes his service advantage still 
more appealing to the shipper. 

The foregoing, I trust, will help bring into focus the rails conviction that un- 
economic traffic diversion caused by subsidy, direct and indirect, is the funda- 
mental basis for their troubles. I cannot, of course, make any prediction as 
to the precise extent to which the placement of all transportation forms on an 
equal competitive basis would result in increased railroad net earnings. How- 
ever, railroads are, and in nature must be, volume carriers. They function best 
and they function most cheaply when they have volume. Rob them of it and 
you put them out of business, leaving nothing to take their place. Let them 
develop volume by eliminating governmental assumptions of transportation costs 
and they will give you cheaper, better, and faster transportation of every kind. 
The country will be better for it and other transportation forms, for once on a 
sound economic base, will be better for it. 


VI. PROPOSED CONSOLIDATION OF GREAT NORTHERN, NORTHERN PACIFIC, CHICAGO, BUR- 
LINGTON & QUINCY, AND SPOKANE, PORTLAND AND SEATTLE RAILWAY OO, 


In the first part of this statement I showed that by full utilization of diesel 
locomotives, we have been able to make savings sufficient in part to offset in- 
ereased labor and material costs, but further savings from this source are not 
available. We realized that another source of savings must be found in order 
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to withstand further increases in labor and material costs and still furnish our 
patrons with the kind of service they demand and return something from earn- 
ings to the people who have invested their money in our securities. There 
being no hope of any single new technological development, such as the diesel 
locomotive which would produce these needed savings, Mr. Macfarlane, president 
of the Northern Pacific, and I, began in 1955 to discuss savings that might accrue 
from a consolidation of the Northern Pacific, Great Northern, Chicago, Bur- 
lington & Quncy, and the Spokane, Portland & Seattle Railway Cos. We were 
convinced that such a consolidation had possibilities of very substantial operat- 
ing economies and would result in better service to our patrons. Wm. Wyer & 
Co., of East Orange, N. J., a firm with much experience in matters of this kind, 
was employed to investigate the economies that might reasonably be expected 
from such a consolidation. Its detailed on-the-ground study commenced in 
August 1956 and has just been completed. Its voluminous report is now under 
stud and review. Other phases of this proposed consolidation that must be 
also considered are still under study. 

In the months ahead this project will occupy much of the time and effort of 
the directors and management of the companies involved. I am sure it will con- 
sume a substantial part of my own time. 

We are approaching this consolidation project with the view that it is entire- 
ly feasible under section 5 of the Interstate Commerce Act. If we find, after 
all studies are completed, that the proposed consolidation is in the best inter- 
est of our customers, employes, and owners and if a consolidation plan accept- 
able to our stockholders can be agreed on, an application will be filed with the 
Interstate Commerce Commission seeking approval of the proposal. In such 
event and at the hearings to be held by the Interstate Commerce Commission we 
would expect to introduce evidence to meet the prescribed statutory standards 
and show that such a consolidation is consistent with the public interest. While 
we are confident that if our case is presented it will be strong, we might be 
handicapped in the prompt realization of our goal by the enactment of certain 
bills now pending in the Congress. I speak of S. 2220 introduced by Senator 
Kefauver, and H. R. 2142 introduced by Congressman Celler. 

As this committee knows, the Interstate Commerce Commission, under sec- 
tion 5 of the Interstate Commerce Act, has full power to determine whether a 
railroad consolidation is consistent with the public interest and has the power 
to relieve the parties to any consolidation transaction from the antitrust laws. 
The power of the Interstate Commerce Commission under section 5 has been 
considered on several occasions by the courts, and the rules under which rail- 
road consolidations are now proposed are pretty well settled. Bills such as 
S. 2220 and H. R. 2142 would create uncertainty where now there is relative 
certainty. They might prompt or necessitate lengthy and expensive litigation 
which would unduly delay the objective we seek; namely, greater economies 
with better service to our patrons. 

Any corporate merger is complicated, but proposals to merge or consolidate 
railroad corporations frequently have particular complications and difficulties 
because of their line mortgages and because of the intense interest always 
shown in such proposals by the elected officials of each State through which 
a railroad operates. It would be helpful if the railroad industry could receive 
an expression from the Congress indicating a sympathetic attitude towards ef- 
forts to achieve economies through consolidation under existing law. 
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EXHIBIT 4 


Great Northern capital expenditures, 1946-57 (from ICC form A) 


Roadway Equipment Total 
accounts accounts 


$4, 481, 134 $7, 387, 799 $11, 868, 933 
6, 475, 666 14, 484, 251 20, 959, 917 
9, 062, 175 12, 354, 269 21, 416, 444 

10, 003, 673 19, 623, 438 29, 627, 111 
7, 860, 684 26, 981, 893 34, 842, 577 

Sonmsiae Saecenee ee 10, 656, 472 19, 225, 957 29, 882, 429 

SE cera icier i vimanngn lige ctadinenetaeensiaia oe aaig iis 10, 305, 061 25, 410, 006 35, 715, 067 

ae slbenaniccr tenance — “eae 11, 771, 871 15, 517, 610 27, 289, 481 

wall Rone ve 10, 449, 675 10, 345, 116 20, 794, 791 

pin oa dadeat " pein os nw « s:diasetebs 12, 225, 159 14, 997, 123 27, 222, 282 

One <0 12, 832, 955 10, 075, 768 22, 908, 723 

1957 (estimated) > 11, 250, 000 24, 250, 000 | 35, 500, 000 


WO cicciidscsorn chp ait. cb tbtpbichupl eal 117, 374, 628 | 200, 653, 230 | 318, 027, 755 
| 








EXuHIsit 5 


Statement of casualties to employees on duty reportable to Interstate Commerce 
Commission 





Great Northern Railway Company Ratio all class I railroads 
except switch and terminal 


companies 
Casualties Casualty ratio ! 


Killed | Injured | Killed Injured Total Killed | Injured 


ae ee 
1947. . 

1948. _. 

1949 

sis onan e 
RR 
1952 

1953 

1954 

1965. ...-.- 
1956. - - 

Ist 10 months 1957_-_- 


1 Per million man-hours worked. 
2 Not available. 


Note.—Ratios for class I railroads 1946 to 1955, inclusive, from Interstate Commerce Commission annual 
accident bulletins. Year 1956 from ICC statement M-400. 


548 0.13 
541 - 16 
461 . 23 
379 | . 08 
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EXHIBIT 6 
STATEMENT OF J. M. BUDD 
SURFACE TRANSPORTATION SUBCOMMITTEE 
UNITED STATES SENATE 


GREAT NORTHERN RAILWAY CO. 


DISTRIBUTION OF STOCKHOLDERS EQUITY 


AND LIABILITIES ON DECEMBER 3! 
YEARS 1946 - 1956 


TOTAL LIABILITIES AND 
STOCKHOLDERS EQUITY 7 
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Taste 4.—Average yield on Great Northern Ry. stock compared with Moody's 
common-stock average yields 


[Percent] 


Great 
— 25 railroads | 24 utilities 
y. 
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1 Estimate at current price of 31. 
Sources: The Commercial & Financial Chronicle, Moody’s Industrial Manual. 


EXHIBIT 7 


Proportion of revenues from trafic exempt from regulation if moving via high- 
way in relation to gross carload revenues, Paice to 1956, inelusive 


1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 


att 


Percent of total carload revenue:! 
Great Northern Ry. Co.._..| 31.7 | 30.6 | 39.2 | 32.3 | 26.9 | 29.3 | 28.7 | 27.1 | 81.8 
Northwestern region rail- | 
ways (class I) 24.3 | 21.4 | 23.9 | 19.1 | 21.2 | 21.1 | 19.7 | 23.0 


United States railways (class 
I 17.1 | 15.4 | 14.0 Lee 12.8 | 18.3 | 12.5 | 13.9 


1 Total of commodity class No. 900 excluding the following class numbers: 15, 17, 19, 21, 23, 39, 41, 45, 47, 
and 103; plus total of commodity class No. 910 excluding the following class numbers: 215, 217, 219, 221, 229, 
231, 233, 239, 241, and 245. 


Source: Freight eae Statistics of Class I Railways of the United States, published by the Bureau 
of Transport Economics and Statistics, Interstate Commerce Commission. 
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square mile of States served by the Great 


Northern Railway compared to population and population per square mile of 


United States 


State 





I Fado cn omenome 

Idaho _- 

Towa. - -- ‘ 

Minnesota- 

Montana 

North Dakota 

Oregon - 

South Dakota_ 

Washington - eae haa ee jest 
Wisconsin ____- et Eee aS 


Total States served by Great Northern- 
Total States served by Great Northern 
excluding California and Wisconsin 
(see note) * g 
Total United States 


Area in 

square 

miles, 
1950 


156, 740 
82, 769 
56, 045 | 
80, 009 
145, 878 
70, 057 
96, 315 
76, 536 
66, 786 
54, 705 | 

ee | 


885, 840 


674, 395 








2, 974, 726 


! 





Percent 
of 
United 
States 


| 
| 


FPNNSN PPro 


@b 


t | 
oo | 


22.7 


ae. / 


100. 0 


Phos O10 Cw 


Number 


13, 433, 000 
625, 000 

2, 692, 000 

| 8, 241, 000 
638, 000 

| 657, 000 
1, 718, 000 
| 696, 000 
| 2, 667, 000 
| 3, 764, 000 


30, 131, 000 


| 12,934, 000 
167, 191, 000 





i 





Percent 
of 
United 
States 


— 


_— 


_ 


3 | 
© | Pe, 


| 


o Oar Or eS ODRO 


_ 
Sx 
on 


Population July 1, 1956 


Number 
per 
square 
mile 


BSoton. Sen 
Co orm Or SCH Oo~ 


oe 
> 


Fs 
mer 


Nore.—California and Wisconsin are excluded because Great Northern has very limited mileage in those 


States. 


Source: Statistical Abstract of the United States, 1954, Current Population Reports, series P-25, No. 148, 


Nov. 18, 1956, 


EXHIBIT 11 


Summary of exhibit 10 for the States of North Dakota, South Dakota, Montana, 
and the Great Northern System east of Cut Bank, Mont., showing mileage by 
main lines, branch lines, and main and branch lines according to the percent- 
ages that originated grain revenues are of total revenues* and the percent 


such mileage is of total mileage 


(1) 


Percentages that originated grain revenues 
are of total revenues 


90 to 
100 


80 to 


60 to 
80 


(5) 


40 


60 
(6) 


to 25 to 


40 
(7) 


0.25 


(8) 





NORTH DAKOTA 


Main line mileage 


Percent of total main line mileage -- TS, 


Branch line mileage 

Percent of total branch line mileage 

Main and branch line mileage 

Percent of total main and branch line mileage. 


SOUTH DAKOTA 


Main line mileage.....-..---- 

Percent of total main line mileage _- 

Branch line mileage -_-- 

Percent of total branch line mile: age 

Main and branch line mileage _- 

Percent of total main and branch line miles age 


1 All revenue computations are based on information for 1955, 
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Summary of exhibit 10 for the States of North Dakota, South Dakota, Montana, 
and the Great Northern System east of Cut Bank, Mont., etc—Continued 


———EEE seems _ —_ a 


Percentages that originated grain revenues 
Total are of total revenues 
mile- 





| 
80 to 60 to 40 to 25 to 
90 80 60 40 





(1) ‘ (4) (5) (6) (7) 





MONTANA (EAST OF CUT BANK) 


Main line mileage 

Percent of total main line mileage___- 

Branch line mileage - sh See 
Percent of total branch line mileage__ a 
Main and branch line mileage Pen 
Percent of total main and branch line mileage 











GREAT NORTHERN SYSTEM, EAST OF 
CUT BANK, MONT. 





aa 6 -ae 2 ee 
OD OOR eR OHO 


PE cdcceadetcweecewsonns : ; 272 632 

Percent of total main line mileage____.__.___- 10.0 8.4 19.6 37.3 
Branch line mileage : 429 511 691 471 
Percent of total branch line mileage 15.7 18.7 25.3 17.3 
Main and branch line mileage_-_______- ae ‘ 752 783 | 1,323 1,677 
Percent of total main and branch line mileage. 12.6 13.1 22. 2 28.1 


ot 
o 





NOTES 


47.9 percent of all lines on the Great Northern system east of Cut Bank, Mont., have originated grain 
revenues exceeding 60 percent of total revenues. 


76 percent of all lines on the Great Northern system east of Cut Bank, Mont., have originated grain rev- 
enues exceeding 40 percent of total revenues. 


EXxHIsIT 12 


Great Northern percentages of taxable values in representative counties—1957 


Total G.N. G.N, 
taxable taxable percent 
value value 


Walsh, N. D $17, 530, 448 $927, 768 
Grand Forks 36, 237, 838 2, 343, 798 
Nelson 10, 160, 601 1, 136, 781 
Bottineau 14, 340, 180 1, 343, 328 
de 13, 824, 952 2, 217, 213 
Mountrail_.- 10, 082, 203 1, 473, 691 
Williams 23, 662, 012 2, 472, 069 
Richland 20, 363, 066 867, 979 
Sheridan, Mont 7, 001, 100 612, 198 
17, 172, 301 2, 122, 353 

10, 997, 688 1, 711, 774 

7, 511, 833 1, 547, 063 

4, 745, 956 | 600, 642 

15, 378, 341 1, 874, 340 

12, 063, 034 1, 235, 099 

53, 951, 151 | 2, 631, 262 

I 6, 560, 889 | 1, 348, 708 

Jefferson 5, 035, 051 926, 737 
Pondera 12, 081, 932 595, 232 
11, 830, 342 1, 559, 284 

13, 466, 933 1, 454, 642 

24, 835, 000 | 2, 561, 114 

7, 970, 016 2, 401, 472 
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ExuHrs1T 13 


Relationship of carrier tawes to gross earnings in the State of Minnesota for 1956 


Class I 


Class I— 
A and B 


Class I common motor Airline 
railroads, and contract | passenger carriers in 
Minnesota | motor freight carriers, Minnesota 
carriers— Minnesota 
Minnesota 


. Gross revenues assignable (total): 
(a) Freight revenue $204, 628, 007 
(0) Passenger revenue._-_-...........---- 19, 093, 499 
. State and local taxes (gross earnings, ad 
valorem, income, and flight property taxes 
excluding user charges) 11, 142, 139 220, 154 140, 240 280, 085 
. Maintenance-of-way expense, or user charges - 1, 756, 851 233, 892 330, 319 
. Percent of gross revenues (total) paid as 
State and local taxes: Percent Percent Percent 
(a) Freight (2+-1a) 0 . 047 
(6) Passenger (2+1b) 
. Percent of gross revenues (total) paid as 
maintenance-of-way expenses or as user 
charges: 
@ Freight (3+-1a) i 
(6) Passenger (3+-1b)_-- 
. Pereent of gross revenue paid as mainte- 
nance-of-way expense or user charges, 
and as State or local taxes (2+3+1a+10)-_-- 21.17 


Mr. Bupp. Mr. Chairman, since you are making my statement a 
part of the record, I won’t try to read it. But as others have done I 
would like to just visit a little about the present railroad situation. 

First of all I would like to say that I am very pleased that the com- 
mittee is taking a look at the railroad situation, and very pleased to 
have a chance to appear before it. 

I am very sorry that I couldn’t be with you and hear other wit- 
nesses yesterday and the day before, but I was preparing for a board 
meeting coming up Friday, trying to revise our program for 1958 
and reduce some of the expenditures that we had planned to make. 

In starting, I think it is important to emphasize three things about 
the railroad industry that are somewhat different in other industries. 

One, the percentage of revenue going to wages is comparatively 
high. This is true because we are a service organization, and the per- 
centage that wages are of revenues is running about 50 percent for the 
industry. Some roads are a little higher, some are a little lower. But 
on the average about half of what we take in goes to pay wages. 

The second thing that I believe is important is that we have to have 
a large investment per dollar of revenue. This, in turn, means that 
the replacement costs are comparatively high. And that has been 
affected particularly by the forces of inflation in this postwar period 
and by high income taxes. 

The third thing that should be emphasized, I think, is the makeup 
of the railroad industry being a group of independently owned and 
operated railroads, but working in harmony and cooperation with one 
another to give a nationwide rail service. 

The various companies, the various individual properties in differ- 
ent parts of the country, are dependent upon one another for the suc- 
cess of rail service. And any deterioration of any part of the rail- 
road industry has a very serious effect on other parts of the industry. 
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Since our maintenance expenses are quite large, when revenues drop 
off it is only natural that that is one of the first places where cuts are 
made. And when maintenance is reduced, service begins to deteri- 
orate. And as service deteriorates, more business is lost to the rails 
and requires further cuts in maintenance. And we have a spiral that 
is quite a vicious one. 

It is my opinion that there is a serious situation in the railroads at 
the present time, and that there is quite a parallel, a rather startling 
one, between the present situation and the one that the railroads were 
faced with going into the 1930’s. 

First of all, there were World War I and World War II. Heavy 
wartime traffic that was handled by the railroads used up a lot of serv- 
ice life of the elements of the property. We went into the postwar 

riod in a state of debilitation, ish needed to build up the properties. 
We needed it very badly. Both after the First World War and the 
Second World War we ran into car shortages which were very 
bothersome. 

The postwar period, in both instances, was a period of inflation. 
Costs were much higher than they had been in the prewar days. 

To accomplish our job of rehabilitation, we used borrowed money. 
It was used much more extensively after the First World War than 
it was after the second, partly because it was easier to borrow money 
during those days. 

During each early postwar period there was an exceptional indus- 
trial activity, and this was reflected by heavy traffic throughout the 
country. 

In both of those periods the railroads had inadequate earnings. In 
both of those periods competitors took business away from us. In 
the post-World War I period, passenger traffic virtually left the rail- 
roads. In 1920, about 85 percent of all intercity travel was by rail. 
By 1930, 85 percent was going by automobile. 

In the post-World War II period, I don’t believe I have to point 
out to you, that trucks, barges, airlines, and pipelines have made seri- 
ous inroads into our business. Following both wars by about 10 
or 12 years, we find a decline in industrial activity which is reflected 
in a decline in our traffic. Government aid was required in the 1930’s 
and was very helpful in carrying some railroads through. 

It is disappointing to find that in both instances the railroads dur- 
ing a period of prosperity were unable to put themselves in a posi- 
tion to withstand a period of light business. 

There are some differences between the situation now and the situa- 
tion that followed World War I. One of them is the heavy defense 
spending that has been prevalent in this post-World War II period. 
Another one is the high income taxes with which we are faced and 
which we did not have in the 1920’s. Another one is rapid obsolescence 
because of the very rapid progress being made in bringing about de- 
vices and equipment that can do our job more efficiently. Another 
very important difference is the diesel locomotive that has taken over 
as the motive power on the railroads. I would like to spend a few 
minutes talking about that very important element in our operation. 

We were one of the early railroads to go into diesels, and we have 
progressed to a point where we now are completely dieselized. The 
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savings through the operation of diesels as compared with steam have 
been very substantial. 

I had occasion to have a study made of this a couple or 3 years 
ago, and we found that we are saving about $25 million annually be- 
fore income taxes operating with diesels as compared with steam. 
That $25 million after taxes represents about half of our net income, 
And if we had not dieselized, we would be in very serious condition 
today. 

We were able, because of the savings we made in dieselization, to 
go ahead with some other important expenditures, which have en- 
abled us to operate more efficiently and more cheaply. To improve 
efficiency, including all of these improvements, we have spent some 
$318 million since the end of World War II. 

We have brought about a considerable improvement in the efficiency 
of our labor. We are handling about 50 percent more traffic units per 
man-hour than we were. However, the increase in wages has been so 
rapid that even with that improvement in efficiency we have had a drop 
in the number of traffic units per dollar of wage that we pay. 

The savings in cost by diesels were brought to our attention both by 
labor and by shippers, and have entered into not only wage cases but 
also into rate cases. We find that during the same period when we 
were saving $25 million in diesels, we had an increase of $50 million in 
wages. 

Senator Lauscue. $50 million in what ? 

Mr. Bupp. In wages, annually. 

So that the savings in the diesels, while they were substantial, have 
been well used up, and we can not look forward to any further help in 
that direction. 

When diesels were new, the unit costs of repairs on them were nat- 
urally low. We have had some of our diesels Jong enough so that we 
have been able to work out a pattern and have pretty well determined 
what we can expect in the future on costs. 

We found that we could run for about 8 years without making heavy 
repairs. At the end of the 8 years we did have to make extensive re- 
pairs, and as a result unit costs went down. They went down substan- 
tially but were not as cheap to operate as the new locomotives. We 
are now in about the second 8-year period, and we find not only that 
the locomotives need another repair job but also that there is quite a 
factor of obsolescence in them, and that new locomotives can be oper- 
ated more effectively and more cheaply than those 16-year-old loco- 
motives. 

We are struggling with the problem of what to do, whether to re- 
place old units or rebuild them; to maintain them in their original 
state and live with the obsolescence, or rebuild them into more modern 
locomotives, which is quite costly. 

The alternative, of course, is to scrap obsolete units and replace 
them. We have not yet come to any conclusions, but are rebuliding a 
few units and repairing a few more, to determine the costs and what 
the results of those two programs might be. 

There are a number of things that we have in mind that can and 
will be done as money is available that will help us in the future. 
There are a good many items of equipment, a good many devices, a 
good many improvements of one kind or another that can be made 
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that will bring us additional efficiency. Every one of them costs 
money. And the question of where to get that money is one of the 
pressing ones. 

Another step that we have taken, as other railroads have, in trying 
to put ourselves in better condition, is the reduction of debt and the 
reduction of interest charges. During the 1920’s we had fixed charges 
of about $19 million. Today we have fixed charges of about $8 mil- 
hon. That reduction was accomplished partly by paying off debt dur- 
ing the war when we couldn’t get materials to make improvements to 
the property ; and partly by refinancing, at times when the market was 
favorable, which reduced the percentage of interest that we were pay- 
ing on borrowed money. 

The unfortunate situation in which we find ourselves is that with 
twice the traffic we had in the heavy traffic period of the 1920’s, with all 
the money that we have put into the property, our income has not in- 
creased, and investors are losing interest not only in our properties but 
railroad properties in general. 

One of the principal commodities that we handle is agricultural 
commodities. About a third of our revenues come from the handling 
of this traffic. We are a granger road operating in an area that de- 

nds upon weather to produce crops. We have been living in the 
ap of the gods and have been favored with good crops for a number 
of years. Cyclically we should have had some failures. We have 
been anticipating them and will have serious problems if and when 
they occur. 

The agricultural exemption law is particularly important to us be- 
cause of our heavy dependence upon revenues from agricultural com- 
modities. We feel that the law should be repealed and that no ex- 
sere should be permitted. We believe, however, that that is un- 
realistic under present conditions, but may be considered as an 
ultimate goal. 

We believe that the Interstate Commerce Commission has come 
forward with the next-best answer, that the exemption should be 
limited to movements from the point of production to the point where 
ownership passes out of the hands of the producers. 

The Smathers bill is a step in the right direction. We feel that if 
we can’t get one of the other two, that it would be very helpful to have 
the principle of the Smathers bill written into law. 

We believe further that while it would be unwise to exempt rail- 
roads from rate regulation with respect to these same commodities, in 
the final analysis such an exemption would be better than what we 
are faced with today. 

The agricultural exemption is of importance not only to the rail- 
road—our railroad and other railroads—but also to the shippers in 
our territory. In the railroad business, when we have service estab- 
lised, we can add traffic to our lines at something less than the whole 
cost. And we can therefore quote some rates lower than fully com- 
pensatory. We have done that particularly on long-haul commodities 
to enable producers in our territory to reach distant markets. We 
have tried to protect those markets, as rates have increased, by the 
device known as holddowns; that is by putting a limit in cents per 
hundredweight on a percentage rate increase, so that the total increase 
will be comparable with that from producing areas closer by. 
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To illustrate, we serve a territory in the State of Washington that 
produces a lot of apples, many more than can be consumed in that 
general area. In order that the apples from that area may compete 
in the heavily populated consuming areas of the East with apples 
from Virginia, from Michigan, from New York State and other pro- 
ducing areas closer by, we have quoted market depressed rates. As 
general rate increases come along, the depressed rates have not taken 
*heir full percentage increase but have been held down to a level that 
would enable Washington producers to continue to sell apples to 
consumers in the East. 

The same thing is true on lumber. The same thing is true on pulp. 
The same thing 1s true on a great many commodities. 

We find that our competition is aiming at traffic which is going to 
places closer to the producing area on which the rates per ton mile 
are higher, and therefore more desirable. We can’t continue to have 
all of our traffic on a base that is less than fully compensatory without 
going broke. That is axiomatic. 

There is a second important reason for eliminating the exemption 
on agricultural commodities. The Interstate Commerce Commis- 
sion has worked out with the railroads and shippers over a period of 
years a very flexible system of marketing for a good many of the 
agricultural commodities we handle. Specifically, on grain, the rates 
from areas we serve in North Dakota and Montana into the Twin 
Cities market provide for an inspection service. After a car is loaded 
with grain, a sample is taken from it; the car is held until the sample 
is inspected; the grain is graded, is put on the market, and is sold. 

Our rates include diversion privileges so that the owners can seek 
out the best available market and get the most for their product. They 
can go to the head of the lakes; they can go to the Twin Cities; they 
can go down through the Sioux City gateway without penalty. 

That system of marketing applies in addition in a slightly different 
way, but generally the same, on apples coming from Washington, on 
potatoes coming from the Red River Valley between North Dakota 
and Minnesota, and on other products. 

This regular marketing procedure is upset pretty badly when exempt 
trucks move in and handle the products on varying rates, depending 
on the availability of vehicles, and depending on how difficult it is 
for trucks to reach the loading point. Truck services are not available 
on the same basis to everyone and are available on different prices 
under different conditions. 

The services of the rails ‘were worked out over a number of years. 
It has been in the public interest to have that type of service and for 
the transportation agency to take its part in marketing. That has 
been lost to some extent at least, and will be lost more if the present 
conditions continue. 

A third relevant item about the agricultural exemption is of course 
one with which you are familiar: the apparent broadening of the 
original intent of Congress by the decisions of the courts. 

The specific recommendation that we would like to make is that 
some relief be given in changing the present agricultural exemption. 

I said that inflation and high income taxes have multiplied the 
effects of the cost of our replacements. I believe that that has been 
pointed out to you by others. The need for modernization and for 
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replacement of parts continues, and with the progress that has been 
made in other forms of transportation, it becomes all the more im- 
portant to us to keep up with the times and to offer to our shippers, 
and to the users of our services, the most convenient vehicles, and the 
most convenient service that we can so as to retain business. It is a 
very expensive job under present circumstances to do this. 

With our ownership of cars we have to replace about a thousand 
cars a year. On each 1 we are replacing a $2,500 car with one cost- 
ing $8,500. We have to make up $6,000 in capital after taxes. We 
have to earn $12,000 or more before taxes to do it. And with our 
present operating ratio we have to have sales of about $50,000 in order 
to get the $12,000. 

Relief from this situation, which would be very helpful in providing 
ready cash, would be afforded by enactment of a bill providing for 
the construction reserve that has already been presented to the 
committee. 

And another very important factor that has affected our railroad 
more than it has others is the excise tax. We are serving producers 
who are a long way from their markets, and the excise tax multiplies 
the cost differential because of the great distances that have to be 
covered and the higher rates. 

The excise tax, in addition to that, it seems to me, is discriminatory 
in that it favors large industries which are able to provide their own 
vehicles and handle their own commodities, and is putting a penalty on 
small-business people who are not able to provide their own facilities. 

So we certainly think that favorable consideration should be given 
to the repeal of the excise tax. 

Finally, a word about one other step that many of the railroads 
are taking, and we for one are giving serious consideration to, that is 
consolidation. We are having studies made at the present time, and 
we hope to conclude them soon, as to the feasibility of consolidating 
our property with that of the Northern Pacific, and properties we own 
jointly, Chicago, Burlington & Quincy Railway and Spokane, Port- 
and & Seattle Railway. We see some possibilities of real economies 
as a result of such consolidation and a strengthening of the rail situa- 
tion in our territory. 

We believe that the present laws are satisfactory for bringing about 
such a consolidation. We hope that no laws that will throw any road 
blocks in our way will be considered favorably. 

Senator Smaruers. Thank you very much, Mr. Budd. 

Are there any questions ? 

Senator Purrety. I have none. 

Senator Smatruers. Senator Lausche? 

Senator Lauscue. I have none. 

Senator Smaruers. Mr. Budd, I have just 1 or 2. You spoke of 
Government aid in the 1930’s which was very helpful to the railroad 
industry. Could you be more specific and tell us what particular type 
Governmental aid that was? 

Mr. Bupp. The Reconstruction Finance Corporation was the best 
known of those. There was another device—I have forgotten the exact 
name for it, but it provided some self-help for the railroads by making 
available some of the better earnings of some of the roads to the 
poorer roads. 
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Senator Smaruers. Do you know whether or not of all the loans 
that were made by the Reconstruction Finanee Corporation, whether 
or not they were completely paid back ? 

Mr Bopp. It is my understanding that they were completely paid 
back, and that the Government suffered no loss from their assistance, 

Senator Smatruers. Do you feel that the railroad executives are 
today doing everything that is reasonable within their power to bring 
about an increase in their own traffic? 

Mr. Bupp. Yes; I think they are doing about everything they can 
to bring about an increase in the traffic that will be of benefit to them, 
There are some areas where it would be more costly to handle the busi- 
ness than not to handle it, and we have to forego some of that type of 
traffic. 

Senator Smatuers. But you do think they are doing everything— 
certainly insofar as your railroad is concerned—you are satisfied that 
you are doing everything that you can to increase your profitable 
traffic? 

Mr. Bupp. We are. Indeed we are. Each railroad has its own 
situation, on the traffic it handles on its own line. But in addition to 
that it has a very large percentage of its traffic that is handled by 
another road. And of course we have to make arrangements with the 
other roads for rates and service that will attract that traffic. And 
sometimes those things are looked at in different lights and there are 
some occasions where we have to pass up some traffic. But on the 
whole I would say yes, that we are doing about everything we can. 

Senator Smarurrs. We hear a lot of talk about research and de- 
velopment these days. Does your railroad have a research and 
development department, or some appropriation from your budget 
looking toward the development of new traffic and the improvement 
of the operations of your railroad ? 

Mr. Bupp. We do not yet have such a department in our company. 
We are doing quite a lot of work with our regular employes both 
along traffic lines and along the more technical operating lines, and 
are joining with others in efforts of that kind. 

We have had this matter under advisement and we still have some 
decisions that we haven’t quite concluded yet. I believe that there is 
need for a department of that type and we are trying to make up our 
minds as to just how it will fit into our organization. 

Senator Smatruers. You do not have it now? 

Mr. Bupp. So far as traffic is concerned, as such we do not have it. 
But our rate people are spending a great deal of their time on deter- 
mination of the factors that will draw traffic to us. 

Senator Smaruers. Do you people have in your particular opera- 
tion what would amount to a public relations section, designed, we 
will say, part of it at least, to developing traffic for your railroad ? 

Mr. Bupp. Well, no. Our traffic is developed principally under the 
direction of our traffic department. Of course all departments are 
doing what they can to draw traffic to us. Work of our public- 
relations department is not aimed at that one thing. 

Senator Smaruers. If there is no change made in the present situa- 
tion, and if the Congress does not bring about any change in any of 
the regulations or laws under which you operate, what is your esti- 
mate as to what will be your fate ? 
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Mr. Bupp. We are going to have to economize and forego expendi- 
tures for more efficient operation than we otherwise would make. I 
can foresee some rather considerable increases in operating expenses 
in the future and some doubts about the increase in rates to take care 
of those increases. And I would feel that the situation would become 
rather serious in a comparatively short time. 

Senator Smarners. If conditions are not changed, as I stated in 
my other question, either by regulation or by act of Congress, do you 
think that you can long remain in the passenger business ? 

Mr. Bupp. I hope that we will be able to stay in long enough to use 
up the service life in our new equipment. We wound up “the war 
badly in need of replacement of our passenger cars, and we went into 
the expenditures rather heavily. We have had good success on our 
through main-line trains. We have other areas, local trains on the 
main-line and branch-line trains, where we have been losing money 
rather heavily. 

The trend has been for the coach business, to remain with us pretty 
well on main-line through trains. The first-class passengers, that type 
of traffic, has been dropping off, and I would predict that that trend 
will continue until within a reasonably short time we may have to 
give it up. 

Senator Smatuers. You may have to give up the passenger business 
or the through-passenger business? 

Mr. Bupp. The first-class-passenger business first, and I presume 
eventually the coach passengers would have to go, too. That would 
be quite a ways off, though. 

Senator Suarners. Thank you very much. 

Are there any other questions? Senator Schoeppel ? 

Senator Scoorpret. Mr. Budd, how many employees have you laid 
off as a result of your retrenchment program under the present con- 
ditions ? 

Mr. Bunn. It is a little difficultf or me to answer. We have a seas- 
onal reduction in employment toward the end of the year. The re- 
duction in business hit us very sharply about the first of Semptember. 
That was just about the time when we began laying off our employees 
who are working on the track, as we can’t do that ty pe of work in the 
wintertime out in our country. I would have to take a guess at it, 
and would say that probably it would run in the neighborhood of four 
or five hundred. 

Senator Scuorprent. Have you considered, or have you heretofore 
taken off some of your branch-line trains? 

Mr. Bupp. Oh, yes. We have reduced our train miles in large part 
by taking off branch-line trains. We have reduced our passenger 
train-miles since 1950 from 9,000,000 down to about 6,600,000. 

Senator Scnorpre.. In other words, you saw it coming that far 
away? 

Mr. Bupp. Well, the trains were not being used. There wasn’t 
anyone riding on them. There wasn’t any sense in running them 
around with a crew on them. 

Senator ScHorpren. I can agree with you. 

Mr. Bupp. We went to a lot of work in visiting each of the little 
towns served and trying to persuade the people that there was no 
sense in operating the service. We did, on many occasions, give some 
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substitute service by either running a mixed train, or in some cases by 
running a truck to handle the mail and express. And in that way we 
were able to successfully persuade the local commissions to take off a 
number of branch-line trains. It has been slow going, and we have 
quite a ways to go yet. 

Senator ScHorrret. Have you abandoned any branch lines? 

Mr. Bupp. Yes, we have. We have a few that we have given up. 
We had one last year I believe and one the year before, and we have 8 
or 4 more on the doubtful list right now. 

Senator Scnorrpet. Have you had any experience with the han- 
dling of the mail that he given you any difficulty ? 

Mr Bupp. We have had some experience with it. We operate a 
se service between Seattle and Portland jointly with the Union 

acific and Northern Pacific. The pool service some years ago lost 
the through mail to the trucks and the airlines. We handled the big 
surge of Christmas mail to some extent over this last holiday season. 
But it is my understanding that since the holidays are over and the 
mail has dropped back to more normal levels, that it is no longer being 
handled by rail. 

Senator Scuorpret. In other words, you have no serious complaint 
along that line? 

Mr. Bupp. Well—— 

Senator Scuorpre.. What about the increases that have been 
granted by the Department, or provided by the Post Office Depart- 
oer for the handling of the mail? Has that generally been satis- 

actory ? 

haa. The Interstate Commerce Commission has found that 
some substantial increases were in order, and we, in some cases, put 
them into effect. In other cases we found that in order to hold the 
mail to our line we had to meet conditions that had been established 
between the Post Office Department and other lines. Since we could 
do so under section 22, we have met the conditions. So that we have 
in some instance, lower rates in effect than the Commission found 
were reasonable. 

Senator Scuorrpen. Thank you very much, Mr. Budd. 

Senator Smatruers. Thank you very much, Mr. Budd. Your testi- 
mony has been very helpful to us. ' 

Mr. Bupp. Thank you very much for the opportunity of appearing. 

The Cuarman. The next witness is the president of the Missouri 
Pacific Railroad, Mr. R. L. Dearmont. 

We will make your statement in full a part of the record. You 
may go ahead to brief it as you care. We will appreciate it. 


STATEMENT OF RUSSELL L. DEARMONT, PRESIDENT, MISSOURI 
PACIFIC RAILROAD CO. 


(The complete statement of Mr. Dearmont follows:) 


STATEMENT OF Russet L. DEARMONT, PRESIDENT, Missouri PactFic RAILROAD Co. 


That this investigation of the railroad picture has become necessary is itself 
evidence that something is basically wrong with the Nation’s railroads or with 
the atmosphere in which the railroads are required to function. From time to 
time we have all heard implications—usually from completely uninformed 
sources—to the effect that the railroads have not been alert to available means 





— oe Se ~~ ~~ Oe me Fe me He 


ah ss aie a i a es ee ee” Si ee a el ee 


PROBLEMS OF THE RAILROADS 485 


of helping themselves. In order to demonstrate the complete fallacy of such 
thinking, I shall undertake at the outset to briefly inform you of some of the 
efforts of the Missouri Pacific Railroad Co. to improve its operating efficiency and 
to better its relative competitive position. We have not taken a negative atti- 
tude but rather have done everything possible to keep ourselves progressive and 
to try to make our own way even in the face of almost insurmountable restric- 
tions and often inequitable burdens placed upon our industry. I believe there 
ean be no doubt that our present unsatisfactory situation exists in spite of our 
efforts and not because of any lack thereof. 

Undoubtedly, the single most significant forward step taken by our railroad 
in the post World War II era has been the complete dieselization of our operation. 
Primarily because of this feature the Missouri Pacific by the year 1956 had in- 
creased its operating efficiency to the point where the net ton-miles transported 
per freight-train-hour was 77.8 percent greater than it had been in 1946. Diesel- 
ization, however, is by no means the only forward step which the Missouri Pacific 
has taken. 

In the past decade centralized traffic control has been extended over many 
miles of the railroad, extensive networks of fixed station radio and train radio 
have been installed, thousands of new freight cars (many of entirely new de- 
signs) have been added, streamlined passenger equipment has been put into 
operation, more efficient track and roadway work equipment has been introduced, 
consolidation of what had been 25 separate corporations into 1 company (with 
the resultant economies of such consolidation) has been accomplished, new indus- 
trial spur tracks have been constructed where justified by traffic potential, highly 
modern new yards have been constructed, new freight houses have been built 
and existing ones modernized, at least 4 new passenger stations were constructed 
and others modernized and improved, company-owned carbuilding facilities 
were established, coal transfer facilities on the Mississippi River have been 
erected, and extensive efforts have been made to obtain the necessary approval 
to abandon unprofitable lines and to discontinue those of our passenger trains 
which accounted for the greatest losses. 

In addition to the above the Missouri Pacific has maintained consistent efforts 
to publish rates which would enable it to meet its competition. I shall have more 
to say about our ratemaking difficulties. 

In order to adapt our facilities where possible to the needs of the present com- 
petitive situation, the Missouri Pacific has been very active in furthering such 
changed methods of operation as coordinated rail-highway service for less car- 
load freight, piggybacking—both in its familiar concept and a Missouri Pacific 
version wherein a demountable container only is transported—and the use of 
lightweight containers or “speed boxes” for less-than-carload-lot freight. The 
Missouri Pacific has likewise organized within its trafiic department a research 
group known as the division of traffic analysis, which group directs its efforts 
to special study and analyses in order to provide the rate department with de- 
tailed information of great importance to proper and effective ratemaking. 

These are merely some of the steps which we on the Missouri Pacific have 
taken in an effort to maintain our competitive position. I have attached hereto 
an appendix which sets forth in far more detail the facts as to each of the 
aforementioned steps and refers in addition to other aspects of what we believe 
to be a clearly progressive program. Despite the efforts expended, however, 
and despite the fact that the territory served by the Missouri Pacific is one 
rich in resources and traffic potential, the fact remains that the Missouri Pacific, 
like railroads generally, has not been able to equitably share in the high economic 
level enjoyed by our country in the past decade. Among the underlying reasons 
for our present unsatisfactory situation are the undue restrictions which have 
been placed upon our efforts to meet the competition which faces us at every 
hand. I shall direct my attention to certain aspects of these competitive rate- 
making difficulties and thereafter shall refer to the gross inequities which exist 
in the area of bulk-commodity transportation. 

Like railroads generally, the Missouri Pacific is at all times confronted with 
problems of competitive ratemaking. That these difficulties exist is, of course, 
well known. We need look no further than to the ever-declining rail percentage 
of total freight ton-miles in order to see clearly that the railroads have not 
been able to maintain their relative competitive position. In 1946 the Nation’s 
rail carriers transported some 67.2 percent of the total freight ton-miles moving 
in the country as a whole. Their relative participation has dropped steadily 
in the ensuing years until at the present time the railroad’s share is less than 
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50 percent. In no small measure this situation is attributable to competitive 
ratemaking problems encountered by the railroads at every turn. On the one 
hand, there are the truck-competitive situations in which the railroad often 
finds great difficulty in obtaining approval of rail rates sufficiently below the 
existing truck rates to offset the sometimes more complete and more expeditious 
nature of the truck service. On the other hand are the barge-competitive situ- 
ations wherein the railroad is often required to maintain an unrealistically 
high rate so as not to adversely affect the barge line which is handling the 
traffic at substantially lower rates. Both situations are highly oppressive to 
the railroad which, under existing policy, is caught in between without the 
necessary freedom to effectively assert its true inherent advantages in either 
direction. 

Much has been said as to the difficulties confronting a railroad in its efforts 
to meet truck competition. This general category of competition may be divided 
into the areas of common carrier truck competition, contract carrier truck com- 
petition, exempt commodity truck competition, and private carrier truck compe- 
tition, the latter being sometimes legitimate private carriage, but all too often 
being merely a subterfuge for engaging in the field of for-hire transportation 
without certification and in a manner designed to bypass general regulation. 

Unquestionably. the problem of attempting to meet the competition of certifi- 
cated common and contract carrier truckers is a major one. At least as to the 
shorter movements, the trucks are able to provide a faster service and one which 
is often more complete from the standpoint of being from door to door and in- 
cluding aid in loading and unloading not present in connection with rail carload 
service. Where such service advantages are present in the competitive truck 
picture, the competing railroad must be permitted to maintain a rate level which 
will reflect the inherently lower costs of providing rail service. Obviously, in 
such cases the railroad cannot effectively compete if it is prevented by a regu- 
latory body from publishing the necessary reduced rate. If the railroad were 
accorded more freedom in this regard, the shipper would often be provided with 
the choice between a more expedited service by truck and a less expeditious serv- 
ice by rail at a somewhat lower rate or charge. 

However great the problems in connection with attempts to meet the competi- 
tion of regulated common or contract carriers by truck, the competing railroad is 
at least not completely in the dark as to the measure of the competition it has to 
meet. 

Such is unfortunately not the case where the competing trucker is hauling 
exempt commodities or is operating as a private carrier. 

As you know, section 203 (b) of the Interstate Commerce Act provides many 
areas of exemption for various types of trucking operations. Perhaps the most 
notorious of these exemptions is that provided by section 203 (b) (6) which 
exempts from all but the so-called safety provisions of the act trucking opera- 
tions handling “ordinary livestock, fish (including shellfish), or agricultural 
commodities (not including manufactured products thereof).” Perhaps this ex- 
emption had a proper purpose as originally written and as originally intended. 
However, as expanded by judicial interpretation, it has created vast areas of 
exemption and freedom from regulation which were never intended. 

One area in which the Missouri Pacific has been particularly hurt by the lib- 
erties allowed the truckers under the agricultural exemption involves the trans- 
portation of fresh fruits and vegetables from Texas. In this particular situa- 
tion, the railroads would be well able to compete with the legitimate common 
earrier truck operator but find it virtually impossible to meet the unregulated 

competition of the so-called itinerant truckers operating under the freedoms 
accorded by the section 203 (b) (6) exemption. During appropriate seasons of 
the year, the highways are literally filled with these uncertificated and almost 
entirely unregulated operators who carry fruit and vegetables northward on an 
individual contract basis at whatever terms necessary to enable them to obtain 
a load. Frequently they are willing to transport this traffic upon an unduly low 
basis in order to obtain a backhaul. 

In 1953, the total of rail carloads of Texas fruits and vegetables unloaded 
at the 20 principal markets throughout the United States was 17,667 cars. 
Truck unloadings (converted to rail car equivalents) were 6,474 cars, or 26.9 
percent of the total receipts. In 1956, the rail movement was practically un- 
ehanged at 17,817 cars. Truck unloadings in 1956, however, were the equiva- 
lent of 11,933 ears, or 40.1 percent of the total receipts. This represents an 
increase of 84.3 percent in truck unloads. In 1956 the United States Depart- 
ment of Agriculture (from whose reports these and the following figures are 
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taken) added 12 markets to the list, making a total of 32 principal markets 
covered. The rail unloadings at the 32 markets were 21,059 carloads, while 
the trucks unloaded the equivalent of 19.557 carloads, the latter being 48.2 
percent of the total. (These reports are all qualified by the USDA as being 
jincompelte insofar as the truck unloads are concerned, so that the actual truck 
movement obviously is even greater than that shown by the verifiable figures 
above. ) 

At nearby Texas markets the erosion of rail traffic was already far advanced 
in 1953. At Fort Worth, Tex., the 1953 rail unloadings were 130 cars compared 
with the equivalent of 914 carloads by truck, the latter being 87.5 percent of the 
total. In 1956, rail unloadings were 42 cars, truck 1,169 cars or 96.5 percent, 
pointing clearly to the ultimate extinction of rail movement. At more distant 
market points the decline of rail movement has been less rapid, the acceleration 
of the decline occurring in inverse proportion to the distance, but showing a 
clear and steady trend. At Chicago, Ill., for example, in 1953 rail unloadings 
were 3,253 cars compared with 283 by truck, the latter being 8.7 percent of the 
total. In 1956, rail unloadings were 2,546 cars and truck unloads 1,293 carlots, 
or 33.7 percent. 

Clearly, the agricultural exemption has led to such dire and unforeseen conse- 
quences that it should now be repealed or at least restricted, either as proposed 
by the Interstate Commerce Commission or as contemplated by 8. 2553. With- 
out question, the time has come when something must be done in this area. 

Another area of truck competition wherein competitive ratemaking is a 
virtual impossibility involves the so-called private carrier. The abuses which 
run rampant in the guise of private carriage are well known. They include 
the familiar “buy-and-sell” subterfuge whereby a trucker takes title to the 
commodity being transported but does so pursuant to an arrangement or to 
an intent to sell the commodity at the end of the haul at a price which reflects 
the purchase price plus transportation charges. Frequently such device is 
used by a hauler of an exempt commodity in order to give himself a backhaul 
to compensate him for the return trip. Thus, by means of an unduly broad 
exemption and an outright subterfuge such trucker may engage in what is 
actually for-hire transportation in both directions with almost complete freedom 
from regulation. 

The Interstate Commerce Commission itself is so concerned as to the fla- 
grant abuses committed in the name of “private carriage” that it has recently 
proposed that there be enacted an additional proviso to section 203(a) (17) of 
the Interstate Commerce Act. The proposal as sponsored by the Interstate 
Commerce Commission reads as follows: 

“Provided, however, That any person who purchases, transports, and sells 
property for the purpose of fostering a highway transportation business is en- 
gaging in a public transportation service and shall, nevertheless, be included 
within the terms ‘common carrier by motor vehicle’ or ‘contract carrier by motor 
vehicle’.” 

This legislative proposal is, of course, embodied in H. R. 5825 and S. 1677. 

There is no question but that legislative enactments directed to repealing 
or restricting the agricultural exemption and to outlawing the presently ex- 
isting abuses of “private carriage” would be most helpful to all legitimate com- 
mon carriers, including the railroads. 

I have briefly referred to some of the difficulties which we encounter in our 
efforts to meet truck competition. I would now like to direct attention to the 
area of barge competition, which to many railroads, including the Missouri 
Pacific, is a subject of the most vital concern. 

Because of the physical location of the Missouri Pacific Railroad Co., it finds it- 
self particularly vulnerable to the competition of barge lines, both regulated 
and exempt. As will be noted from the attached map, the lines of the Missouri 
Pacific parallel the navigable inland waterways from Brownsville, Houston, and 
other gulf ports on the south, to Omaha on the north. Any undue artificial ad- 
vantage accorded to the many barge line operators on those waterways cannot 
help but have a seriously adverse effect upon. the well-being of our railroad. 
Unfortunately, such has been the history of the situation subsequent to 1940, and, 
more particularly, since the conelusion of World War IT. In the highly artificial 
atmosphere in which the barge lines have been permitted to operate, they have 
been able to attract and to hold vast and ever-increasing segments of the heavy- 
loading, bulk commodities which had been the very lifeblood of our railroad. 

In order to illustrate how railroads such as the Missouri Pacific have been 
affected, I call your attention to the following revealing data: 
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In the period from 1946 to 1956 freight handled by barge on the Mississippi 
River has risen from 41,308,475 tons in 1946 to 104,212,466 tons in 1956, an in- 
crease of 152.3 percent. Traffic on the Gulf Intracoastal Waterway has grown 
from 20,456,788 tons in 1946 to 41,378,856 tons in 1956, an increase of 102.3 per- 
cent. In the same period barge tonnage on the Missouri River increased 446.3 
percent (barge figures from reports of U.S. Army Corps of Engineers). Much of 
this very impressive increase in barge tonnage is with respect to traffic for which 
the Missouri Pacific could effectively compete were it not for the inequitable 
restrictions under which we have been forced to operate. 

The very revealing pattern may be best appreciated by considering what hag 
happened in the case of certain individual bulk and heavy-loading commodities, 
In the 10-year period beginning with 1946 sulfur tonnage handled by the Mis- 
souri Pacific declined approximately one-third, salt tonnage decreased by more 
than 10 percent, and the decline in wheat and corn tonnage was over one-fourth, 
Barge tonnages of these commodities, on the other hand, increased by leaps and 
bounds. In the years between 1946 and 1956 barge tonnage of sulfur on the 
lower Mississippi River increased from 556,772 tons to 1,483,183 tons, salt tonnage 
by barge on the same portion of the river increased from 15,198 tons to 299,191 
tons, and barge tonnage of wheat and corn rose from 184,599 tons to 1,443,035 
tons. Similarly impressive increases have taken place in barge volumes of 
other vitally important commodities such as refined petroleum and iron and 
steel products (petroleum from 4,236,274 tons to 10,859,563 tons on lower Missis- 
sippi, and iron and steel from 286,095 tons to 2,509,754 tons). 

I describe the existing atmosphere as artificial because it is undeniably one 
in which the natural economic forces have been precluded from operation. As 
we all know, the waterways are provided and maintained for the barge oper- 
ator at the expense of the taxpayer (including the railroad taxpayer). Many 
large industries conduct ever-increasing private barge operations on the water- 
ways. Furthermore, great numbers of so-called exempt barge lines are given 
free reign to operate as common or contract carriers upon these waterways with- 
out semblance of regulation or control by the Interstate Commerce Commission 
or other regulatory agency. Such exemptions are specifically provided by the 
provisions of section 303 of the Interstate Commerce Act . Even as to the certifi- 
cated common carrier barge lines, the prevailing atmosphere has been highly 
protective. Time and time again the railroads have lost vitally important 
traffic because the barge lines have been permitted to publish reduced rates which 
the railroads were not permitted to meet. 

In situations of this type, the railroad will ordinarily make every effort to 
determine what rate level would enable it to again participate in the traffic. 
Having determined the level necessary to put itself back into the competitive 
picture, the railroad will next determine whether such competitively necessary 
rate appears sufficiently profitable to justify publication thereof. In this regard, 
it will wish to assure itself that the level deemed necessary is such as to fully 
cover the railroad’s out-of-pocket costs and to make, in addition, a contribution 
to overhead. Having determined that a given rate is competitively necessary 
and that such rate would be profitable, the railroad will normally publish it in 
its tariffs. 

Such publication, however, is subject to suspension and investigation by the 
Interstate Commerce Commission pursuant to section 15 (7) of the Interstate 
Commerce Act. If the proposed rail rate bears any hint of being low enough to 
possibly attract any of the traffic, the barge lines can be counted upon to request 
the Interstate Commerce Commission to suspend and investigate. Under the 
applicable law the railroad, upon suspension and investigation by the Interstate 
Commerce Commission, must assume the burden of proving the lawfulness of the 
rate proposed. 

It would seem proper that the railroad in such situation should be required 
to demonstrate that the rate in question was not lower than a minimum rea- 
sonable level, and that it would return revenues exceeding the costs of handling 
the traffic. However, even though such factors are convincingly established 
and even though the rate under consideration results in no unjust discrimination 
or preference and prejudice, the Interstate Commerce Commission has neverthe- 
less found various bases for preventing it from becoming effective. One of the 
more frequent findings has been that the rate is “lower than necessary to meet 
the competition.” Ordinarily such finding, or one closely akin thereof, can be 
expected unless the proposed rail rate is appreciably higher than the shipper’s 
costs of using the competitive barge service. Presumably, the reasoning behind 












Homa a st oOo em am wtp 


were 0 OUhUlUO OS Ot 


lt on a | 


= 


a -- o  ~  o 


h «& 


a ff. =o 


~~ -—- =o 











PROBLEMS OF THE RAILROADS 489 


such decisions is that the rail service is more valuable to the shipper and hence 
any rail rate which does not reflect this feature (by being notably higher than 
the costs to the shipper of using barge service) must be regarded as unlawful. 

Many times, however, time in transit is of no particular importance, and the 
shippers hence do not consider rail service to be more valuable than barge 
service. Their sworn testimony to this effect, however, does not deter the Inter- 
state Commerce Commission from its apparent view that rail rates which are 
equal or close to the shipper’s costs in connection with using barge service must 
be canceled as unlawful. Indeed such has been the result even where there 
was bo question as to the compensatory nature of a proposed rail rate and 
where the competing (barge-truck) service was actually more valuable to the 
user. In refusing to permit a rail rate which was exactly equal to the costs 
incurred by the user of the competing barge-truck service, the Commission on 
one occasion found it necessary to state its reasons for rejecting the necessary 
rail rate as follows: 

“Although there is evidence that time in transit is not an important considera- 
tion in the movement of this traffic, and the delivery by truck to the consignee’s 
plant has some advantages over delivery by rail, we are not convinced that the 
establishment of a rate as proposed would preserve the inherent advantages of 
barge-truck transportation and not constitute an unfair and destructive com- 
petitive practice. 

“We find that the proposed rate is not shown to be just and reasonable.” 
[Italic added.] (Sulphur from Port Sulphur, La., and Texas to Hamilion, Ohio, 
284 I. C. C. 275, 278.) 

At times it has appeared that the Interstate Commerce Commission has 
viewed its function as one of traffic allocation as between the several modes of 
transportation. That is, certain Commission decisions and comments of certain 
Commission members would cause one to believe that the Commission viewed 
the applicable law as including some mandate that the railroads must adopt a 
“hands off” policy as to bulk traffic desired by the barge lines. For example, in 
Pig Lead from Brownsville, Texas to Chicago and St. Louis, 280 I. C. C. 585, the 
Commission refused to permit the railroads to publish a competitive rate deemed 
by rail management to be necessary if the railroads were to participate in a 
barge-competitive movement of pig lead. During the course of the oral argu- 
ment the following recorded comments by members of the Commission suggest 
a feeling that the railroads had no right to attempt to compete for the important 
pig lead tonnage there in issue: 

Commissioner PATTERSON. “Maybe inherently you should not be permitted to 
compete for the traffic? I do not know” (p. 229, Official Transcript of Oral 
Argument). 

Commissioner JoHNSON. “Is that not the type of traffic that naturally flows to 
water transportation, where speed is of no great importance? Is not that their 
natural cargo and that rails should be able and willing and ready to serve that 
transportation that requires speed?” (P. 229.) 

Commissioner JOHNSON. “I am here to find out why you (the railroads) should 
participate in the traffic” (p. 229). 

Commissioner JouHnson. “I want to know why the railroads should participate 
in traffic of that sort where speed has no essentiality at all. I want to know 
what the barge is for? Why the United States Government spent billions of 
dollars on these rivers and inland waterways if slow, low-grade traffic has an 
equal rate by rail?’ (P. 237.) 

Commissioner JOHNSON. “How can you preserve this wonderful transportation 
by rail, by water, and other means of transportation, if on slow moving, low- 
rated, cheap transportation, where time makes no difference, if rails are allowed 
to come in and get the same rate? I fail to see what water would have 
remaining to do” (p. 239). 

Commissioner Jonnson. “I asked you long ago why should you be permitted to 
participate?” (P. 240.) 

In all fairness, it should be said that the commenting Commissioners are not 
members of the present Commission. 

These are the type of results which must be prevented by proper legislative 
prohibition. In instances where a railroad finds it necessary to publish a siven 
reduced rate in order to effectively compete for traffic, and where such rate is 
proven to be fully compensatory to be in excess of a minimum reasonable level, 
and to result in no unjust discrimination or preference or prejudice, it should 
not be possible to prevent the effectiveness of such rate merely because its appli- 
cation might be undesirable from the viewpoint of a barge line. 
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Certainly, the legislative changes embodies in H. R. 5523 and contemplated as 
an amendment to section 15 (a) of the Interstate Commerce Act would be very 
beneficial in this regard. As you know, the proposed additional paragraph (3) 
would provide that: 

“In the exercise of its power to determine and prescribe just and reasonable 
rates for carriers subject to this Act, the Commission shall not consider the 
effect of such rates on the traffic of any other mode of transportation; or the 
relation of such rates to the rates of any other mode of transportation; or 
whether such rates are lower than necessary to meet the competition of any 
other mode of transportation.” 

Cleariy, a legisiaiive change of this type is necessary if the railroads are to 
effectively compete for great volumes of bulk traffic which is today virtually 
allocated to their barge-line competitors. 

I would like to touch upon another aspect of this so-called bulk commodity 
problem. As you all know, the Nation’s common-carrier trucklines direct their 
efforts generally toward the more desirably high-rated commodities upon which 
relatively attractive rates are generally applicable. The railroads have found 
difficulty in competing for this traffic because of a frequent inability to obtain 
Commission approval of rail rates sufficiently below truck rates to reflect the 
lesser service accorded in connection therewith. Thus, after the trucks have 
skimmed the cream of the available traffic, much of what remains falls into 
the so-called bulk commodity category. By this, I have in mind such com- 
modities as sulphur and other chemicals, salt, bulk petroleum products, coal, 
bulk grain, ete. 

If the rails are to continue as a vital part of the Nation’s overall transporta- 
tion system, they must obviously be given a reasonable opportunity to com- 
pete in the transportation of these bulk commodities. Such reasonable op- 
portunity does not exist today. Rather, the existing regulatory climate unduly 
favors: (1) the private barge operator; (2) the unregulated exempt barge lines; 
and (3) the common and contract-carrier borge lines 

Today’s restrictions, which often make it impossible for the railroads to pub- 
lish sufficiently reduced rates between points on the waterways, tend to en- 
courage some of the large bulk commodity shippers to forsake the railroads in 
favor of their own private barge operations. Once the shift has been made and 
the investment expended for private transportation it is, of course, most diffi- 
cult to again attract the movement back to the railroads. Yet, had the rail- 
roads enjoyed more freedom to initiate sufficiently reduced rates—at levels which 
would remain reasonably compensatory to the railroads—much of such trend 
to private barge operations might have been prevented. Increased freedom by 
legislative enactment at this time would unquestionably aid the railroads in 
their efforts to forestall further inroads by reason of increased operation of pri- 
vate barges. 

Aside from the private barge operations the inland waterways are dotted 
with exempt operators who transport an alarming share of these bulk com- 
modities. Under the existing statutory exemption such barge lines are per- 
mitted to ply their trede »s common or contract carriers without semblance of 
regulation by the Interstate Commerce Commission or any other regulatory 
commission. They are free to operate withont certification, without publica- 
tion of rates, and, in fact, without any restrictive regulation whats»ever. Thus, 
the railroads are often unable to determine the actual measure of competition 
which they must seek to meet in order to retain important bulk tonnage. Yet, 
despite the secrecy surrounding such rate, the railroad, in publishing and de- 
fending a competitive rate, will be expected to prove both the measure of the 
competitive rate, and the fact that the proposed rail rate is not “lower than 
necessorv to meet the comnetition.” Tt mieht he thonght thet informetion con- 
cerning the measure of charges by the exempt barge carrier would be readily 
obtainable through the shipper. Generally, however, such is not the case. 

Tho chinner bh vine nevotioted a favorch'e (secret) srrengement with the 
exempt barge line, will not usually jeopardize his relationshin with such line by 
divulging the measure of rate. Even in instances where the shipner is willing to 
divulge this information to the railroad privately. he will ordinarily he nnwiing 
to so testify at the hearing before the Interstote Commerce Commission. Thus, 
while the railroad may know the measure of the competitive rate or chorze of 
the exempt carrier, such knowledge is of » heresay nature normally not admis- 
sible or entitled to significant weight before the Interstate Commerce Commis- 
sion. Accordingly, the railroad will all too often find the Commission or‘ering 
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cancellation of such vitally important competitive rate. Because of the complete 
secrecy and absence of regulation surrounding the operations of these exempt 
barge lines, the task of attempting to compete is understandably not an enviable 
one. 

I shall cite just one instance of how a large movement of bulk tonnage was lost 
to the Missouri Pacific because of the inequitable advantages enjoyed by an 
exempt barge line. 

For several years Solvay Process Division of Allied Chemical & Dye Corp. 
operated the Government chlorine plant at Redstone Arsenal near Huntsville, 
Ala. The Algonquin-Alabama Chemical Co. succeeded Solvay Process as the 
operator of this plant late in 1951 or early in 1952. During the operation of the 
plant by Solvay Process there was a substantial movement by rail of bulk salt 
from mines at Avery Island, Jefferson Island, Weeks, and Winnfield, La. In 
1948, while the plant was being operated by Solvay Process, the rail carriers 
reduced the rates on salt, mine run, in bulk, from the Louisiana producing points 
to enable Solvay Process to sell chlorine and caustic soda in competition with 
producers more favorably located. However, when Algonquin-Alabama Chemi- 
cal Co. obtained the contract to operate the plant it immediately began negotia- 
tions with an unregulated barge operator (Commercial Petroleum & Transport 
Co.) for the transportation of salt in barges from Avery Island, Jeffereson 
Island, and Weeks, La., to the Government dock near Redstone Arsenal, Ala., at 
a very low charge per ton. The contemplated annual movement to the arsenal 
was 60,000 tons or approximately 1,200 cars which had previously moved by rail 
and of which the Missouri Pacific had handled approximately 50 percent. Since 
June 1952, the railroads have not participated in the movement of this traffic. 

We have learned that the Algonquin-Alabama Chemical Co. had entered into 
a 5-year contract, and when the chemical company was later purchased by 
United States Industrial Chemicals Co., we were informed by them that the con- 
tract was a binding one for 5 years and that the rail carriers would have no 
opportunity to negotiate for the establishment of rates that would permit them 
to participate in the movement until the termination of the contract. Repeated 
conferences as to this movement have failed to give us any specific information 
as to what rail rate would be necessary to make us competitive. Not only did 
the railroads find it impossible to participate in this specific movement, which 
they had formerly handled, but the contract entered into with the exempt barge 
operator made it impossible for the Carey Salt Co. with its mine at Winnfield, 
La., to continue to sell its salt in competition with mines at Avery Island, Jeffer- 
son Island, and Weeks, La. Thus the railroads lost the important competing 
movement. At the time the salt was moving rail, the Carey Salt Co. had supplied 
approximately 50 percent of the receiver’s requirements. This experience is 
typical of the effect of the broad exemptions and freedoms permitted other modes 
of transportation but denied the railroads. 

In addition to the exempt, totally unregulated barge lines there are, of course, 
the sometimes regulated common and contract carriers by water. These are 
barge lines which hold either a common carrier certificate or a contract carrier 
permit authorizing specific operations on specific water routes. In the conduct 
of those operations, such barge lines are regulated by the Interstate Commerce 
Commission. As previously indicated, they function in an artificial atmosphere 
which severely restricts the railroads’ opportunity to compete. However, this is 
not the only area of advantage accorded to our certificated waterway competitors. 

Insofar as the great mass of bulk commodities is concerned, these barge lines 
may at any time step from under all Commission regulation and assume the 
role of unregulated, exempt bulk commodity carriers. As long as they do not 
carry more than three different kinds of such bulk commodities at any one time 
in any given vessel or combination of vessels, they are completely free of regula- 
tion and can operate on any of the waterways at whatever privately arranged 
secret rates or charges they care to make. This freedom is specifically accorded 
them by section 303 (b) of the Interstate Commerce Act. Additionally, they 
are granted other freedoms from regulation, as, for example, the section 303 
(d) exemption as to liquid cargoes in tank vessels, etc. 

None of these freedoms are permitted to the rail carrier. Part I of the Inter- 
state Commerce Act which governs rail transportation contains no exemptions or 
exceptions from regulation such as are accorded to both motor earriers (sec. 
208 (b)) and water carriers (sec. 303 (b) and (d)). Assoon asa railroad under- 
takes to transport any of these “exempt” commodities they, of course, lose all 
color of exemption, and the railroad is subjected to all aspects of control and 


regulation. 
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Not only is the railroad accorded no exemption insofar as the handling of bulk 
commodities is concerned, but actually it finds itself severely restricted in any 
attempt on its part to publish rates of a multiple carload or trainload nature, 
The policy of the Interstate Commerce Commission has apparently sought, in- 
sofar as possible, to limit a railroad to minimum weights consistent with its gso- 
called unit of transportation, the rail car. In passing, it should be mentioned 
that a barge line is again not so limited, the barge lines frequently publishing 
minimums as low as a carload quantity and at least up to 1,000 tons. 

There are many instances where a railroad could substantially reduce its 
existing rate from one point to another, provided that the movement was re. 
stricted to minimums of. multiple carload or even trainload quantities. The op- 
erating economies inherent in such type of rail movement would permit rates 
substantially lower than single carload rates, and would assure the profitable- 
ness of such reduced level. 

As the situation stands today, however, the railroad proposing a reduced 
multiple carload rate must meet all of the other artificial standards—including 
proof of the absence of potentially adverse effect on any competing barge line— 
and must demonstrate in addition that the proposed multiple-carload rate does 
not discriminate against the single carload shipper. This latter requirement as 
imposed by the Interstate Commerce Commission has prevented the publication 
of multiple-carload rates which are more than, for example, 15 percent under 
the single carload basis. Needless to state, no one is ever concerned with whether 
or not a depressed barge line rate, with high minimum weight, discriminates 
against a small single carload shipper. 

If the railroads were accorded more freedom to make such reduced multiple- 
carload rates on bulk-type commodities—either under an outright exemption 
or otherwise—it would certainly benefit them in their continuing struggle to 
avoid complete loss of their barge-competitive bulk-commodity traffic. Such 
would seem no more than a proper recognition of the inherent ability of a rail 
carrier to transport mass movements and to realize substantial operating eco- 
noiwies in the handling of multiple carloads from 1 origin to 1 destination, 

In closing, I should like to state my opinion as to the importance of the large 
appropriations which have been made by the railroads for betterment of plant 
and equipment and in order to improve operating efficiency generally. Had it 
not been for such improved methods of operating, it is rather apparent that 
the inflationary cost spiral—particularly as to wages of railroad employees— 
would long since have seriously jeopardized the financial position of many rail- 
roads. Certainly, the record shows that the large savings from dieselization, 
for example, as well as the other technological improvements requiring immense 
sums for capital investment, have been largely dissipated by the processes of in- 
flation and high taxes. Such savings cannot now be counted on to improve the 
position of the equity or provide sufficient funds for future capital requirements. 

If we could rely on year-after-year increases in volume, or at least the main- 
tenance of a high level of carloadings with rates commensurate with costs— 
in other words, if inflation were reflected on both sides of the profit and loss 
statement—there would be no individual railroad industry problem. Unfor- 
tunately, we find ourselves bracketed with an inflexible high labor cost and con- 
stantly increasing prices for material and supplies in the face of a declining vol- 
ume of traffic. This situation is attributable in large part to the deterioration of 
our competitive position. We think that competitive position can be improved 
maerially if some of the restrictions which now confine us, as heretofore pointed 
out, are removed. 

APPENDIX 


Following World War II, $375 million was expended by the Missouri Pacifi¢ 
to dieselize the railroad, acquire new freight and passenger equipment, update 
the engineering and physical plant, and modernize the mechanical facilities of 
the railroad. Buildings and yards were improved. Centralized traffic control 
was extended over many miles of line. An extensive network of fixed-station 
radio as well as train radio was installed. Thousands of new freight cars, many 
of entirely new designs to meet new needs, were added to the railroad. New 
streamlined passenger equipment took over the principal runs. Even better 
track and roadway work equipment brought new levels of efficiency to this im- 
portant phase of engineering. Likewise, new shops and modern machine tools 
— possible better, more economical repair and maintenance of locomotives 
and cars. 
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Widely varying operating problems confront the Missouri Pacific and its 9,668 
miles of line. As the Nation’s eighth largest railroad, it stretches out widely 
across the West-Southwest. From Omaha on the north to Pueblo on the west; 
from St. Louis to New Orleans and along the Gulf of Mexico to Brownsville, and 
to the Mexican border at Laredo, In addition its 77 percent owned subsidiary, 
the Texas & Pacific Railway Co., operates approximately 2,000 miles of road 
extending from New Orleans, La., to El Paso, Tex. 

In the year 1946, though still under jurisdiction of the court, the Missouri 
Pacific began allocating increasing sums of money toward rehabilitating its 
physical plant which had borne a not inconsiderable burden of wartime traffic. 
Capital expenditures made during the 1946 to 1956 period amounted to $374,- 
312,270, of which $134,392,551, was for road property and $239,919,719 for equip- 
ment. While certain replacements charged to capital account may be considered 
routine because property displaced had been worn out, such replacements are 
generally of superior quality and contribute either to operating efficiency or 
economy. 

On the other hand large expenditures were made for the primary purpose of 
modernizing the physical plant and equipment in order to give better service at 
the lowest possible cost. The highlights of these improvements may be mentioned 
in the following: , 

During the 10-year period stipulated 2,399 track miles of new rail were laid 
which amounted to virtually one-fourth of the entire mileage of the Missouri 
Pacific system lines. The gross capital investment in this new rail totaled 
$26,027,084. 

One of the most important aspects of modern railroading is the widespread use 
of automatic block signals and the use of centralized traffic control equipment 
superimposed on segments of regular automatic block signal controlled territory. 

Missouri Pacific has been a pioneer in the development of centralized traffic 
control in this country. Following a continuing program of providing additional 
signal protection, 427 track miles of automatic block signals and 607 track miles 
of centralized traffic control were installed during the 10-year period on important 
main lines. In addition, automatic interlocking plants at railroad crossings were 
installed at various locations, so that as of December 31, 1956, there were 3,921 
track miles of automatic block signals, including 1,203 track miles of centralized 
traffic control in operation. The total gross capital expenditures for this type 
of signaling and the interlocking plants mentioned exceeded $9,469,000 between 
1946-56. 

Another tremendously important phase of railroad operations is that of its 
communications systems which includes local and long-distance telephone lines 
of its own, and teletype circuits to reach all over its own properties and to its 
traffic agencies scattered all over the country, all by way of integrating the work 
of its far-flung representatives and expediting the movement of freight and pas- 
senger traffic over its lines. 

Modern communications systems for railroads go far beyond telephone and 
teletype today. Intercommunication, and loudspeaker paging systems in freight 
houses and in freight train classification yards are invaluable aids in expediting 
the work of loading freight cars and moving them through terminal points. But 
perhaps the most important addition to modern communications is the use of train 
radio for conversations between trains on the line of road, train to wayside, and 
wayside to wayside stations. 

In 1946 Missouri Pacific was one of the’first railroads in the country to use 
2-way radio on trains, equipping 15 engines and 15 cabooses for an experimental 
test. This installation demonstrated the usefulness of train radio and today all 
freight and passenger trains are equipped with radio, freight trains on front and 
rear end, passenger trains on their locomotives only. Many industrial switch 
engines at major terminals operated by Missouri Pacific are also equipped with 
radio for economy and efficiency in dispatching switch engines to industries to 
move traffic in and out of the industrial sidetrack. During the 1946-56 interval, 
the gross capital expenditure in our communications department for train radio 
and wire equipment facilities totaled $3,289,526. 

In order to promote operating economies in train operation by reducing ruling 
grades and excessive curvature of track, 46.89 miles of new line changes and grade 
raises were constructed at 18 locations over the system lines during the 10-year 
period in consideration. This accounted for gross capital expenditures of $11,694.- 
886. Some of this work was undertaken before the complete dieselization of the 
railroad was effected in April of 1956 and was of inestimable value in assisting 
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the movement of steam-powered freight and passenger trains, particularly the 
former, over those stretches of railroad which had theretofore been beset with 
steep grades which slowed operations and reduced fuel economy. 

Realizing that it was from freight revenue that the railroad would derive its 
greatest income, most careful consideration was given to every phase of freight 
train handling in yards and terminals and in order to promote the expeditious 
handling of trains, new yards were constructed, or existing yards enlarged or 
rearranged at seven strategic locations, the largest of which was the Settegast 
yard at Houston, Tex., with 35 miles of track. Other major yard projects were 
in Arkansas and Louisiana and the first phases of work begun on the construe- 
tion of a double hump yard at Kansas City, Mo., a projected $11% million facil- 
ity which it is estimated will take 3 years to complete. It will be one of the 
largest and most modern yards in the country and will be equipped with auto- 
matic track scales, electric retarders, radio communications and like electronic 
equipment. 

At some freight terminals gantry cranes for Missouri Pacific’s rail-truck opera- 
tions were installed during the period. Those costs are added to the other 
expenditures for yards and terminals for a total of $8,264,000 in the 10-year 
period. (No part of the cost of the new Kansas City hump yard is included 
in this figure.) 

In order to promote the expeditious handling of less-than-carload traffic, 
new freight houses were constructed in St. Louis and Houston and other freight 
stations were modernized. Such freight station facilities accounted for 
$3,296,287 of gross capital expenditures in the 10-year period. 

Also in this same decade 4 new passenger stations were constructed and 2 
stations rearranged, modernized, and improved for a total expenditure of $672,552, 

Early in 1946 when it became apparent that commercial car manufacturing 
companies over the Nation were so swamped with orders that it would be a 
matter of years before sufficient replacement of needed rolling stock could be 
provided, Missouri Pacific decided to produce its own cars. Construction was 
begun in mid-December 1946 on a new facility that cost $1,542,000 at De Soto, 
Mo. Nine months later, while the building was not even fully completed the 
first new boxcar started rolling off the assembly line, an achievement that 
experienced car builders had said was not possible. Thus in this period of 
freight car shortage the Missouri Pacific proceeded to alleviate much of its 
own problem by building its own cars. A new car repair shop was also erected 
at Palestine, Tex., and at Sedalia, Mo., a major shop and reclamation plant on 
the railroad, a new store, office, and powerplant ere erected and other changes 
made. Car shop, store, and reclamation facilities thus accounted for total 
expenditures of $2,379,000 in the 10-year period. 

To effect improved operations through making better working conditions, office 
buildings were modernized, air conditioning added at some, and entirely new 
structures erected at other locations accounted for $1,820,457 of gross capital 
expenditures during the 10-year period in question. Savings were effected 
through rearrangement of office procedures and work was generally expedited 
in the general office at St. Louis and at division offices on the system lines. 

Ever seeking new sources of revenue, the company, in 1953 erected facilities 
at Ford, Ill., for the transfer of coal from railroad yards to Mississippi River 
barges, thus enabling the company to serve major industries on the river north 
of St. Louis. This facility entailed a capital expenditure of $939,571. 

One of the largest gross capital expenditures during the 10-year period, the 
dieselization of the railroad, completed in April of 1956, was the most revolu- 
tionary development of the decade on the Missouri Pacific Railroad. It was one 
of the most forward steps taken by management and had its inception in 1987 
with the purchase of the first diesel switch engine for use in the St. Louis 
yards. Incidentally, it might be of interest to learn that this locomotive is 
still in active service in the St. Louis yards and has logged more than 756,000 
miles up to October of 1957. 

The abandonment of steam motive power resulted in the retirement of 1,109 
steam locomotives. The diesel fleet, acquired since 1946 and including freight 
and passenger units as well as switch engines, and an investment in spare parts, 
accounted for $118,453,581 at the end of 1956. Consequently it was necessary to 
construct a different type of maintenance and servicing facility for diesel loco- 
motive and this was done at strategic locations on the system lines. Major 
diesel maintenance shops and servicing facilities plus a number of less impor- 
tant points accounted for gross capital expenditures of $9,063,419 in the 10- 
year period. 
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In the 1946-56 decade 15,428 new freight cars were acquired and constructed 
to account for a total freight car ownership as of January 1, 1957 of 44,370. In 
addition to new freight cars, of all types, special equipment was acquired or 
built, such as Portakolds, Speedboxes and container bodies for the truck-rail 
service. Additions and betterments to existing equipment in the various freight- 
car classifications also accounted for a substantial sum, and with the new cars 
and special equipment, cost $98,131,026. In 1957, 2,025 cars were acquired at 
a cost of $15,472,019. 

It was during the same decade that the additional Eagle trains of the light- 
weight streamlined, diesel-powered variety were placed in service to assure to 
the traveling public modern equipment and faster passenger service. Previously, 
two other lightweight, streamlined Eagle trains had proved their worth in 
operations so the fleet was expanded by the addition of a number of streamlined 
coaches. This car acquisition program was also augmented with the rebuilding 
of some so-called head-end cars for mail and express and baggage and together 
with additions and betterments to existing equipment accounted for an ex- 
penditure of $13,366,294, in the 10-year period. 

While maintenance-of-way work equipment and highway vehicles were not 
major expenditures they are nevertheless necessary to complete the cycle of 
operations on the railroad. Miscellaneous cars, such as tie cars, board and bunk 
cars, tool and material cars, ete., accounted for $2,937,287, while highway ve- 
hicles—automobiles and trucks plus a number of chassis constructed for the 
truck-rail service, accounted for another $2,367,991. 

Perhaps one of the most effective means of achieving economies in railroad 
maintenance of way is the mechanization of such track construction and main- 
tenance gangs as it is possible to provide. While initial outlays for equipment 
of this type run to substantial figures, the overall results attained justify the 
investment and over the years have proved the wisdom of such a course. Great 
strides were made during the decade toward the mechanization of work equip- 
ment used for track maintenance. The use of multiple tie tampers, track main- 
tainers, tractors and other machines for laying rail and surfacing track have 
resulted in substantial economies in time and money and a concurrent improve- 
ment in the quality of track More than 1,600 units of equipment and tools were 
added during the 10-year time and while some obsolete equipment was required, 
the gross expenditure for the new material amounted to more than $3,123,000. 

I have gone into some detail in this outline of capital expenditures over the 
past decade to point up the problems faced by the railroad industry in providing 
these large sums for improvements. Access to the capital markets is practically 
limited to a maximum of 15-year loans on 75 percent or 80 percent of the cost 
of new equipment acquisitions. At January 1, 1947, Missouri Pacific equipment 
loans outstanding amounted to $8,193,000, whereas at January 1, 1958, the 
corresponding figure is $83,076,568, an increase of $74,883,568. During this period 
a total of $153,145,397 was borrowed and $78,261,829 paid off. In 1957 principal 
payments in equipment debt were about $10,000,000 compared with the deprecia- 
tion accrual in equipment of $12,200,000, leaving only about $2,000,000 cash flow 
from depreciation for new improvements and additions. 

We should maintain a freight car fleet of about 45,000 cars. Our projections 
indicate that this could be done by utilizing the entire annual cash flow from 
depreciation on the present level of prices if we built about 1,500 freight cars 
each year and funded 80 percent of the cost over a 15-year period with equal 
annual payments of principal. This in effect is placing a life of 39 years on 
freight cars, whereas a more realistic basis for replacements should be 15 or 20 
years at the outside, otherwise expensive repairs to keep cars in service result 
only in maintaining a fleet of overage cars. Realistic tax treatment of replace- 
ment costs would help materially in alleviating this serious problem faced by 
the railroads. 

Frequently we hear statements made that the managers of railroads are more 
interested in talking about their troubles and seeking special privileges than they 
are in taking positive action in those areas where they can help themselves to 
operate more economically and efficiently. In large part these ill-founded accu- 
sations are refuted by the foregoing reviews of capital expenditures in the years 
subsequent to World War II to take advantage of every technological develop- 
ment available and bring the physical plant to a high state of efficiency. I shall 
now attempt to point out some of the other steps we have taken to reduce costs and 
attract business. 

When permitted to do so, the Missouri Pacific has abandoned considerable 
mileage of its branch lines which over the years had proved to be unprofitable 
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in operation. Since 1946, determined efforts have been made to abandon such 
unprofitable lines and the studies are always continuing. During the 10-year 
period ending with 1956 approximately 180 miles of such track has been aban- 
doned in 8 States with a retirement value totaling over $3,875,000. 

Thus far in 1957 applications embracing 323.59 miles of track have been filed 
with the Interstate Commerce Commission—ledger value of said trackage being 
$5,544,018. Of that total, authority has been approved to abandon 91.90 miles 
of track having a ledger value of $1,336,476. 

Passenger train service has always been maintained, even though at substantial 
losses in some instances, and modernized extensively with the introduction of 
lightweight streamlined trains pulled by diesel-powered locomotives. 

Special or reduced fares such as family and furlough fares are offered to stimu- 
late travel and maintain a balanced load factor on regular scheduled trains where 
volume traffic can be controlled and handled profitably at such reduced fares, 
While dining car service is operated on all of these trains, it is done at a loss 
though it is considered necessary to provide this facility for the passenger 
aboard these trains. 

However, while our “Eagle” fleet of streamline trains, offering the latest type 
of equipment, provides our principal passenger service, passenger trains are 
now operated on only 4,536 miles or 47 percent of our total 9,668 miles of road. 
While some trains have proved profitable, it was found that over the years many 
passenger trains were run at increasingly larger losses, and since 1947, 92 
passenger trains representing 4,529,650 train-miles per annum have been discon- 
tinued. Additionally, certain Pullman sleeping car lines have been discontinued 
or curtailed. 

The industrial development department of the Missouri Pacific Railroad was 
created in 1904, some 52 years after the parent company, the Pacific Railroad, 
began operation as the first railroad west of the Mississippi River. During the 
52 years of its existence the industrial department has compiled a wealth of 
information about the resources in Missouri Pacific territory and various loca- 
tions that are suitable to different types of industrial processes. With this 
information the industrial department is prepared to help prospective new 
industry in many ways—such as suggest plant sites which, in its estimation, 
most nearly meet the requirements of each prospect; assist in location of existing 
buildings for new industry; design and arrange for construction of the industry 
tracks, ete. There are many ramifications to the activities engaged in by this 
department in order to encourage existing industry already located on the rail- 
road to expand or to encourage the locating of new industry on the system lines 
which had not heretofore been a traffic potential. 

We have employed an outside engineering firm to study our diesel shop and 
store department practices and this is being extended to include our major car 
shops. It is evident that substantial economies will result from the recommenda- 
tions of these experts. In September 1957 we started on a comprehensive survey 
of methods and procedures, involving paperwork, all over the railroad under 
the guidance of the management advisory services of Price Waterhouse & Co. 
All of these steps are taken to increase efficiency and reduce expenses of opera- 
tions. In brief, we believe that we are reaching out to take advantage of all the 
latest methods available to produce an economical transportation service for the 
public. 


Mr. Dearmont. Thank you very much, Mr. Chairman. 

If you make my written testimony a part of the record, I probably 
will need to take only a relatively choot time of the committee to dis- 
cuss some of the highlights of this problem. 

In the first place, I would like to say that it must seem to everyone 
who is reasonably well informed that the plight of the railroads today 
is serious. I am sure that this committee would not have initiated the 
matter of having these hearings if they hadn’t been fairly well advised 
that there was a problem that was serious not only to the railroads 
but to the country that depends upon the railroads as the all-year- 
round great mass transportation agency. I concur in that, gentlemen} 
the situation is serious, and it is one that the railroads of the country, 
by and large, have gone pretty much as far as they can to meet. 
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The last time I appeared before this committee, a few years back, I 
was representing a railroad which was in bankruptcy reorganization. 
The distinguished Senator from Ohio, Senator Bricker, presided, as 
I recall. I had a very interesting session and lots of questions to an- 
swer. 

Our railroad, the Missouri Pacific Railroad Co., of which I now have 
the honor to be president, came out of reorganization only on March 
1,1956. For 23 years we had been administered by a trustee under the 
direction of a distingusihed Federal judge, ani frankly, in many 
respects that pr oceeding was a godsend to us and ‘has helped us meet, 
temporarily, the serious situation that has gradually come upon us 
and all of the other railroads of the country. 

In other words, during the period of reorganization, I am sure you 
realize, creditors couldn't enforce their claims; bondholders couldn't, 
for interest. Preferred stockholders, who had accumulated stock 
dividends, had to forego them. In just that 1 item alone we built 
up an obligation to preferred stockholders of around $114 million, 

At one time we were more than $100 million behind in our senior 
mortgage bond interest. And the interest that had to be postponed 
on junior bonds ran in excess of $200 million. 

I mention that period, not because it is a proud period in our history ; 
but because the fact that we were in reor ganization and didn’t have 
to meet those obligations, that were thoroughly lawful and honorable 
obligations, gave us a chance to use money—which otherwise would 
have gone to pay interest and reduce these obligations—and put our 
railroad in A-1 condition. 

I don’t know anywhere on earth where we could have gone to get 
the $375 million that the Missouri Pacific used in the last 10 years to 
improve its plant and its equipment, other than to make what might 
well be referred to as an enforced loan from our creditors and pre- 
ferred stockholders. 

In the end, we are proud of the fact that we were able to accept a 
plan by the terms of which every one of these creditors and preferred 
stockholders was given some paper for every dollar we owed. We 
were different from a good many of the reorganization proceedings 
that ended earlier where there was great forgiveness on the part of 
creditors of interest, and sometimes of pr incipal as well. 

And so we have a railroad now, heavily capitalized, but really the 
money we invested in improving "this railroad is now in good part 
represented by securities that were issued under the reorganization 
plan to creditors for that interest and to preferred stockholders for 
those accumulated dividends which we couldn’t pay them otherwise. 

I point that out simply because I don’t know where we would go 
today to find anybody willing to lend us any small substantial part 
of $375 million if our railroad slipped back into the bad condition it 
was in as we attempted to avoid involvement in bankruptcy proceed- 
ings. 

That is natural. Any business, any industry that is faced with 
serious times, starts cutting down. You first cut the things that don’t 
hurt too bad, and then you cut the things that go right ‘to the heart 
of the basic soundness of your industry, your business, and its success. 

Sometimes they facetiously say that my distinguished predecessor, 
who was a great engineer and a great builder, who spent this $375 
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million—wisely, in my opinion, in building our railroad up and not 
wasting any of it—they have said we were goldplating our railroad, 
Well, by goldplating is really meant that we put it up in the mighty 
good condition. And thank God it was in that shape, because when 
income started to fail, freight carloadings started falling off, it was 
necessary for me immediately to start reducing expenses that are 
normally considered sound and necessary to keep a railroad in good 
operating condition over the long run. 

During this period-I referred to—and stop me if I go too far in 
this picture, but I think it gives you a fair picture of one impor- 
tant railroad—we are probably the eighth or ninth largest railroad 
in the country and our experience is not unlike, in many respects, 
the experience that other important railroads have had. 

We dieselized during that period. We spent something like $118 
million in completely dieselizing our railroad during that 10-year 
period. We ended, as I recall, and concluded the service of our last 
steam locomotive on April 1, 1956. So we are completely dieselized. 

I heard Mr. Budd testify as to the tremendous savings that resulted 
from the dieselization of his railroad. Ours was a saving, annual 
saving, of something like $20 million on the Missouri Pacific as a 
result of the dieselization. Much of this saving went to meet spiraling 
costs of material and labor. Probably not more in our industry than 
in all other industries. Nevertheless that $20 million of annual sav- 
ing is no longer available for the future rehabilitation of our railroad. 

Senator Purre.u. This is a net saving, after your depreciation for 
your diesels and everything else ? 

Mr. Dearmont. That is right. 

In operation, of about $20 million a year. 

In addition to that we spent nearly $100 million on new freight 
cars and passenger equipment, I believe it was. I believe it was $98 
million on freight equipment alone. We made many other improve- 
ments that I will not burden you by detailing here. We built a car- 
building shop so that we could program and undertake to build every 
year between 1,500 and 2,000 new freight cars. We build them at De- 
Soto, Mo. We don’t have to wait. We have the materials and know- 
how, and we go ahead and build these freight cars. It is largley an 
assembling ‘ob. We are anxious to do that, and we know that we need 
a fleet of about 45,000 freight cars to operate the Missouri Pacific 
Railroad with reasonable safety to those who look to us for transpor- 
tation service. And it takes between 1,500 and 1,800 new cars a year 
to keep up that fleet. 

We have that facility there. We save some money doing it our- 
selves. And we do it gradually; 6 to 10 cars a day can come out of 
that plant. We don’t have to wait and take them all at once. 

We have also been able, up to now, to finance 80 percent of the con- 
struction cost of those locomotives and freight cars by equipment 
trusts, payable over a period of 15 years. 

When this program started we had, I think, something like $8 mil- 
lion of equipment trust certificates outstanding. During the last 20 
years and during the bankruptcy we have issued, I believe, about $158 
million worth of equipment trusts to finance the construction of new 
freight equipment. We have about $78 million worth of that debt out- 
standing, which means we retired, on an annual basis, about half of 
the borrowings we made for that purpose. 
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My purpose in presenting that picture to you is twofold. One is 
to indicate that our railroad 
As far as I am concerned I believe it is true of the whole indus- 
try—it has been anagnits active, and resourceful in attempting to help 
itself. The reason I am glad to be here today is because I believe, 
over the years, a situ ition has built up that has progressively wors- 
ened the situation of the railroad industry, so that in my opinion, 
if you will take a long-range view of this railroad picture, you will 
agree the industry is going to have serious trouble in surviving. 

“That in itself would be serious to railroad people and to the towns 
we serve, and to our employees who are there. We maintain some 
sort of establishment in ev ery town of any importance through which 
we operate. Weare part of the communities. 

This affects America in many ways. First, the loss of employees. 
You take my own railroad, just to show now what we have had to 
do since March 1, 1957. At the first of November, when additional 
wage increases were going into effect, we had to face the facts. Costs 
of materials were inc reasing, ine ome was decreasing, there was a 10 
percent loss in carloading and we had already dismissed about 3,500 
employees. 

The month of November got so bad that we had to reduce and tem- 
porarily lay off a lot more. So that by the end of November we had 
more than 5,000 less employees than we had in the same month a year 
before. That was a serious thing. It was not a happy remedy which 
we were forced to take. But we had no opportunity to avoid it. 

It is not going to improve unless the conditions that contribute 
to the pic ture which you must be getting, the sad picture of the rail- 
road industry, improve. 

You cake ghowt the passenger service. I will comment about that 
briefly. In the last 20 years we have taken off 92 passenger trains. 
We have something more than 55 trains still operating daily. 

I am an optimist. I refuse to believe we must get out of the pas- 
senger business. I look at the highways. I happened to have a wreck 
on one about a year ago. And I just can’t help but hope that people 
are going to save their lives by using the highways and private cars 
a little less than they have been, and I can’t help but believe they 
are going to do it. 

I am scared to get out on the highways. It has been 2 years since 
I had my wreck ‘and I have en’t been down on that road to my old 
hometown yet, and I am not going in an automobile. 

I have hopes. I insist we are going to try to run passenger trains 
on our mainline between major cities and give them deluxe service. 

I talked in Houston, an important point in Texas, the largest city 
of Texas and an important point for our railroad and other railroads, 
and I told them that I wasn’t going to go out of the passenger busi- 
ness. About the airlines—I ride them when I am in a hur ry, and I 
7 everybody else will do it. I think that is a necessity. 

I said to them in Houston, if you want to go to the west coast, 
if you want to go to W ashington, if you w ant to go to New York 
ina hurry,c limb ona plane : and fly there. That is w hat I do. 

But I then said something that T believe in very much. 

If you want to have luxury, comfort, and fine meals and deluxe 
attention, and an opportunity once again to see America, get on one 
of our fine trains. 
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Too many executives, I fear in this country, are bouncing from 
one crisis to another with the speed of transport by airplanes, and 
I believe there wouldn’t be so many widows in this country if these 
executives relaxed occasionally and took advantage of our service. [ 
hope that is going to sink in. At least one executive who was present 
at that meeting—I don’t want to worry the airlines—took out two 
tickets on the airline from Houston to Pittsburgh, tossed them across 
to one of the Missouri Pacific men, and said, “That fellow sold me, 
Get me a couple of bedrooms on the Missouri Pacific Eagle, and I 
will take it and the Pennsylvania to Pittsburgh tonight.” 

I am not trying to generalize too much on that slight experience, 
But I am willing to lose some money running passenger service be- 
cause I think it has an advertising value, I think the railroads as a 
great transportation agency have some duty to try to perform it. But 
I don’t want to lose my shirt and I don’t want to lose my company 
carrying that too far. 

But I haven’t given up, and my people haven’t given up, and I 
hope we will never have to go out of the passenger business entirely, 
but it is going to take a lot of doing to keep us from doing that in the 
long run. 

Now what is the thing that makes it impossible, as I see it, for 
the railroads, without consideration by your important committee 
and the Congress and other agencies, what makes it basically dif- 
ficult for us to meet the situation? I say this to you: Just as 1t was 
pretty well determined in this country years ago that we couldn’t 
be half slave, half free, just so true is it that the railroads, as a great 
transportation agency, can’t be an important agency of transportation 
regulated as they are from sunup to sunset and on around the clock, 
completely regulated and forced to compete with largely unregulated 
competing forms of transportation. 

It isn’t the common carrier truck, for example, who is performing 
a common carrier business, that poses the great problem for the rail- 
roads. It is the common carrier truck hauling exempt commodities, 
where he charges whatever he can get in order to get the traffic that 
we can’t compete with at all. It is the private carrier who is free of 
this excise tax of 3 percent which was put on as a war measure, 
A tax which burdens our industry and induces private industry to go 
into the business of private hauling. 

While I would hesitate to make the charge that all of them haul 
their product from their plants to the distribution point, hundreds of 
miles away, and then seek some cargo back that they can haul without 
regulation and without regard to rate, I know that is a practice that 
is making serious inroads on important business that railroads might 
reasonably expect to have and serve. 

IT wish you would go down into the Rio Grande Valley. You 
have heard some talk about Florida. There is a great fruit section 
in Texas, a great vegetable section. You can hardly get through the 
roads because the itinerant truckers, wholly unregulated truckers, are 
in there carrying ever-increasing amounts of that very profitable traf- 
fic, some of them buying it on the ground and hauling it as their 
own product, either actually or pretending so to do, carrying bills 
of sale, and charging whatever they can get because they probably 
had another haul down there that was important to them, and they 





PROBLEMS OF THE RAILROADS 501 


have to have something to take back. Rather than go back empty, 
you can see that they can often be induced to make an unsound rate 
that unfairly takes business away from us. We are not in any 
position to compete with such practices. 

The process of competing against rates that you don’t know and 
that you can’t find out about is discouraging. You would think we 
would be able to go to the shipper and find out what he paid a trucker 
who isn’t a common-carrier trucker and has to pay no attention 
to regulation. But that fellow thinks he has got a a et he is not 
going to tell you. You can go and see him—and we have able men 
trying to get the business and find out what is going on—we have 
89 agencies all over the United States, with topflight traffic men try- 
ing to find out what it is that the shippers want and what they need 
from the railroad so that we can do our best to give it to them. 
But try as we may, we have little chance to get much of the infor- 
mation that might give us some chance even to compete. 

There again we face a serious situation that plagues us all. I am 
not a rate expert, and don’t ask me a lot of questions about how you 
get rates fixed. We hire experts to do that. They tel] me it takes 
about 10 years of concentrated effort to make a good rate man, either 
for a railroad or for the Interstate Commerce Commission for that 
matter. It is an involved and technical thing. 

But I want to say to you that if you recognize the fact that the 
railroads are a volume carrier and need volume to be successful, then 
you will understand how restless we are under interpretations of acts 
of Congress, and sometimes by the Commission, but more generally 
forced upon them by court decision, which tell us that “We have to 
look out that we don’t hurt some other fellow; look out now, you can’t 
make this rate, even though it is compensatory to you, because in 
some way or other we feel we have been saddled with the responsi- 
bility of allocating business.” 

If they had started this allocating back when we had it all, it would 
be one thing. But they are starting this allocating after we have lost 
half of the business, It is our business we are trying to get back; 
and not all of it. We don’t want to put anybody out of business, and 
we are not naive enough to believe that trucks don’t serve a real pur- 
pose, and that the public isn’t entitled to have truck service. 

What we would like above everything else, as I look at this situa- 
tion, is an opportunity to fairly compete for business that we have 
lost; fairly compete for business that we can carry at a profit. And 
I don’t ans any agency under the sun should be saddled with the 
responsibility or the given authority of apportioning traffic between 
various competing agencies of transportation. And that is where 
we are today in large part. 

My road is particularly vulnerable to the competition by water. 
Almost from the tap. of our railroad to the bottom we parallel] water- 
ways; the Missouri River, and the Mississippi River all the way down 
South, and the coastal traffic. That is important competition, and 
renee knows I don’t want you to stop it. That is impractical. 

ut I do want to have a reasonably free chance to compete. 

But you know, we are not permitted to make a rate that will com- 
pete, that is the same or as low as a barge rate. This because the 

upreme Court one time said that water transportation was inherently 
cheaper than any other method of transportation. This seems to be 
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binding upon regulatory authorities, so they say it just can’t be, 
and so you can’t compete. 

All we ask, in competition, or the principal thing I would ask in 
competition with waterways, is that we be given a chance to compete 
and make our rates as low as we care to make them, so long as they 
are compensatory to us. Let us prove that we can make money at 
that rate, and if we can, no agencies under the sun should be empow- 
ered to tell us we can’t compete. Otherwise, you no longer have 
the free enterprise system in transportation. 

That is a serious thing. You talk about the barges. Sure, they 
have a low rate. I assume that the favors granted brage transporta- 
tion are due to the fact that public authority, early leaders in this 
country, felt that it was of interest to the public generally to furnish 
it as cheap transportation as it was reasonably possible to furnish 
them, and that our rivers should be used to make available to business 
and to citizens generally, what was a slower but perhaps a cheaper 
method of bulk commodity transportation. 

I don’t want to pour into your record a lot of facts that you no 
doubt have in this prepared testimony that is given to you, but if you 
will just charge up against every ton of freight that is hauled up and 
down the Mississippi River the amount of money Uncle Sam pours 
in to make that river navigable, you will find it isn’t a very cheap 
method of handling even bulk commodities. 

And what is our situation? Those big barges are permitted to haul 
three bulk commodities without any regulation on earth. They don’t 
have to tell anybody except their Maker what they are charging and 
the fellow they are serving, what they charge. They can charge what 
they please. What about the railroad? If we try to compete, we 
have to go through a long, tedious process. I think the requirement 
is that they give us a decision within 7 months. I am not criticizin 
the ICC; I would be afraid to [laughter], but I don’t want to. i 
think they do a good job. 

But after all, when they are saddled with a responsibility, they 
have to perform it. I should say they are letting us put changes in 
rates in force even over objections, more often and more promptly 
than was formerly true. 

Senator Lauscne. May I ask a question? 

Senator Smaruers. Senator Lausche. 

Senator Lauscuz. Mr. Dearmont, what is the theory under which 
the barges are permitted to contract rates without being subject to 
control ? 

Mr. Dearmont. It isn’t very clear to me, but I assume it is because 
the wise people who put that into effect thought that ultimately it 
would mean cheap transportation cost to some important segments 
of our economy. It is bulk commodities, now; it must be a bulk com- 
modity. It is hurting us to beat the band. They get sulfur, a lot of 
bulk commodities, and we can’t make the slightest difference between 
the little fellow and the big fellow. 

And they say it isn’t fair, it would be unfair to let a railroad make 
general a train-load rate. But they let the barges make these low 
rates, so long as they only carry not more than three bulk commodi- 
ites, or so long, I believe, as they have a vessel that is hauling liquids 
they are exempt from regulation. And that is the situation. 
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One of two things, it seems to me, we can ask fairly. One is that 
that privilege of unrestricted ratemaking on their part be no longer 
lawful; that they be regulated, or that we be accorded some oppor- 
tunity to carry exempt bulk cargoes. 

Suppose, for example, we were given the right, if we had six car- 
loads of a bulk commodity from one consignor to one consignee. 
Maybe we would be able to get a lot of that traffic back because we 
wouldn’t have to wait 7 months to get a rate reduction and then be 
faced with the fact that the Commission by law understands that it 
simply can’t let us get much closer than 20 percent to the rate that 
the barges are to charge. 

Senator Smatuers. When was that law passed? Could you give 
us a little history of that law? 

Mr. Dearmont. The Transportation Act, which was passed in 
1940—and of course I am giving you the interpretation of it that has 
been placed on it by the Commission and the courts; I am not sure 
the Congress ever intended it, but that is where it began. Much of the 
barge traffic has grown up in recent years. For example, the traffic of 
the Missouri River has been a negligible thing until the last year or 
two. I think it has gone up in the last 24 months something like 485 
percent, and it has cost the Government a pretty penny to make it 
available. 

Senator Smatuers. In other words, as far as you know, there was 
no law passed by the Congress in which it said that barge rates or 
inland water rates should be always 10 or 20 percent lower than rail- 
road rates ? 

Mr. Dearmont. No; it is a statement of transportation policy which 
is interpreted to require the Commission to give a lower rate to barges 
than they permit a competing railroad carrier. Not only is that true, 
but we are forced to make rates in connection with those barges that 
obviously can only go from port to port, and they demand we give 
them reciprocal switching rights. Of course they don’t reciprocate. 
But we do have reciprocal switching arrangements with other rail- 
roads, and they want the advantage of that low cost which sometimes 
they get and sometimes they don’t. 

But by and large I would say to you that what my railroad wants— 
and it competes with water carriers to beat the band—we don’t want 
to put them out of business, but we don’t want them to have an ad- 
vantage that by a regulation we are not in a position to make a 
competitive rate, even though we can show clearly that it is com- 
pensatory to us. 

There are lots of things in that field that worry me. I don’t see 
why the Commission should say that we haven’t got a right to lower 
our rate any lower than is necessary to meet competition. What 
business is it of anybody’s that we lower our rates, so long as we don’t 
operate at aloss? And please believe me, I don’t know of any railroad 
man who is dumb enough to want to haul traffic at a loss. We are 
having enough trouble trying to haul traffic at a profit and get by. 
And Lord knows we don’t want to be hauling it at a loss. 

It is all right, we ought to be regulated, we ought to have the Com- 
mission, and it should keep us from hauling freight at a loss. That 
would be an unfair competitive practice. But what I ask, and what 
I plead for above everything else at this time, is that we not be forced 
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to compete against unregulated transportation agencies when we are 
regulated and they are left largely unregulated. 

Senator Lauscue. Mr. Chairman? 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. To pursue the thought raised by the chairman, 
do I understand you to have said that the Court proceeded in thig 
way : It made the declaration, one, as a premise that water is the cheap- 
est mode of transportation; then, two, when you offered to carry at 
a price near or below the one charged by water, your price could not 
have been genuine and true? 

— Dearmont. That is about the philosophy, yes, sir, that is back 
of it. 

Senator Lauscue. And that is the Court’s interpretation of the 
present existence of the law? 

Mr. Dearmont. Transportation policy as declared in the Interstate 
Commerce Act. 

Senator Lauscue. You have mentioned a differential of 10 percent. 
Do I understand you to say that when your rate gets to within 10 
percent of the rate fixed by the water carriers, it is declared not to be 
reflective of the true cost ? 

Mr. Dearmont. Well, we are simply prohibited from putting in a 
rate. I doubt that there is any decision that says “You are within 10 
percent now of the water rate and you can’t do it.” But as a practical 
matter, we have learned by sad experience that we simply don’t have 
any opportunity; when we ask for a rate that gets within that close 
a distance of a barge rate or a water rate, we are not permitted to 
put it into effect. 

ow Smatuers. And who doesn’t permit you to do it? The 
ICC? 

Mr. Dearmont. Yes. 

Senator Smaruers. On what authority ¢ 

Mr. Dearmont. They say that we are proposing a rate that is lower 
than is necessary to meet the competition, and that that is their respon- 
sibility, and therefore we can’t do it. 

Senator Smatruers. And when you argue with them about it, do 
they use as an authority this Supreme Court case ? 

Mr. Dearmont. Yes; that has also been used as an authority for that 
type of action. 

Senator Smatuers. All right, sir. 

Senator Bricker. The bulk-commodity provision is in the law? 
Mr. Dearmont. Oh, yes, it is, the bulk-commodity section is in the 
aw. 

Senator Smatuers. Go ahead. 

Mr. Dearmont. I have trespassed upon your time a good deal. 

Senator Smaruers. You have been very helpful to us. 

Senator Lausche ? 

Senator Lauscue. Did you hear the testimony of Mr. Alpert, in 
which he suggested that direct subsidy be provided to the commuter 
railroads ? 

Mr. Dearmont. Yes, I heard some of the testimony. I was back a 
little way but I got the general import of it, yes, sir. 

Senator Lauscue. Would you want to express an opinion concern- 
ing your attitude on that subject ? 
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Mr. Dearmont. Of course we have no commuter service on my rail- 
road, and it is a special problem that I think is most serious to these 
railroads in the eastern section of the country. 

I hesitate to say that anybody who is operating a railroad and 
knows his problem intimately, that what he proposes is unsound. 
Basically I am a free-enterprise man and I even hesitate to be sub- 
sidized when my competition is subsidized. It is just a matter of 
principle with me. 

On my railroad I am still able to finance the purchase of new equip- 
ment in the market, and I want to do that as long as I can. But I 
hesitate to say to other railroads who have the tremendous problem 
with passenger service, for example, and are losing, as one railroad is, 
more than $40 million a year, that his situation isn’t so desperate that 
it requires—if it is to be continued and the public service demands it— 
that the Federal Government, and municipal governments, and State 
governments should not come to their assistance. 

Senator Lauscue. Do you or don’t you subscribe to the Symes plan ? 

Mr. Dearmonr. I don’t want to use it. Mr. Symes has a great rail- 
road, and as I understand it he has to finance about a hundred million 
dollars worth of new cars a year, and he is convinced that there is no 
private lender that will long be able to meet the needs that he and rail- 
roads in the eastern section of the country demand. I am not in that 
fix and therefore I don’t want to be subsidized in that respect. 

Senator Lauscue. Do you see any danger that, if that treatment is 
accorded to the railroads, that similar treatment will have to be given 
to, in all probability, all of the carriers, and it will not stop there but 
go beyond ? 

Mr. Dearmont. Well, some give me a lot of assurance that we can 
do this and not ultimately turn the whole job of running railroads 
over to the Government. lam not sure wecan. And that concerns me, 
because I think you have got to have the railroads; I think if we all 
go broke—you might just as well face it—this country cannot get on 
without the railroad operation. It is 12 months a year we operate, 
all kinds of weather, almost every known condition. It isn’t just in 
war that it is a serious thing. If the railroads stopped today, all the 
other agencies of transportation put together couldn’t .keep chaos 
from reigning in this country until the Government took over and 
started the operation. So I think it is a nationwide problem, and 
I want free enterprise to solve it as far as it can. If it doesn’t, I am 
satisfied that you are going to have the railroads to run. The Govern- 
ment is going to have them. 

Senator Bricker. One question. Have you cut down on your car- 
building program for this year ? 

Mr. Dearmont. Well, that is in a state of flux right now. I have 
cut down on a lot of things. If I can just show you, last year, when 
things got bad, we had.to cut our rail-laying program. We know, 
and our engineers tell us, we have to lay about 146 miles of new rail 
every year, or it catches up on us. If we neglect that this year, we 
have to make it up some time in the future, because we are building 
up to the sad day when we won’t have a sound railroad to operate on. 

Wecut. When it got bad, early in 1957, I cut our rail program from 
146 miles of new rail down to 101. I cut down the laying of new ties, 
which we generally set as our annual program, about 1,250,000 ties, 
and cut it down to 800,000 ties. 
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This year I have cut down my program because the prospects don’t 
look good, and I have cut the rail program down to 75 miles of new 
rail, and I have had to edge up a little bit on the ties. 

Therefore, we are making a tot of cuts in expenditures. Our main- 
tenance-of-way, I was criticized a lot by my very able staff of main- 
tenance engineers for cutting down on the maintenance. 

I think that my railroad is in apple-pie condition, and therefore I 
am not endangering the public or its carriage by running over a 
railroad that doesn’t have the last tie in good shape. But ultimately, 
ultimately that type of practice is going to put me in a serious posi- 
tion, and I don’t know where I am going to go to get money. No- 
body is going to lend money to railroads these days through equity 
financing. About the only place I have to go to get money is on 
equipment, through equipment trusts. Therefore, I don’t want to get 
in a bad fix again. 

I am anxious therefore to have the problem faced and met, prin- 
cipally to give me an opportunity to compete, and I will get the 
— of business that will let me make rates that are low enough to 
ceep It. 

Senstor Bricker. You do expect to build some 1,500 cars this 
year ? 

Mr. Dearmonrt. Yes, sir. We have 1,500 cars, and that is 200 
less than we had projected last year. 

Senator Bricker. Thank you. 

Senator Smatuers. Thank you very much, Mr. Dearmont. Your 
statement has been very helpful and it is appreciated. 

Mr. Dearmont. Thank you, Mr. Chairman and members of the 
committee. 

Senator Smatuers. Our next witness is Mr. J. M. Hood, president 
of the American Short Line Railroad Association. 


STATEMENT OF J. M. HOOD, PRESIDENT, THE AMERICAN SHORT 
LINE RAILROAD ASSOCIATION 


Mr. Hoop. Mr. Chairman and Senators, I very much appreciate 
the opportunity of being here on behalf of the 282 short line railroads, 
members of the association. 

Senator Smarners. Is your association a part of the American 
Association of Railroads? 

Mr. Hoop. It is not. There is some duplication of membership. 

Senator Smatruers. What do you have to do to be classified as a 
short-line railroad ? 

Mr. Hoop. That is a perennial question. Perhaps officially the 
Interstate Commerce Commission, with its class 2 classification, mean- 
ing a line earning less than $3 million gross per year, would be accepted. 
I much prefer the definition that a short-line railroad is any line that 
will pay dues to us. 

Senator Smaruers. In other words, the way they have been deter- 
mined is by you on a financial basis and by the Commission on @ 
financial basis, and nobody determines as to how short the line really 
is? That has nothing to do with it? 

Mr. Hoop. That is correct. There are class 1 railroads less than 
10 miles long. And there are railroads up in the 500-mile class that 
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do not earn $3 million gross per year. So that the term “short-line” 
has to be evaluated in many directions in order to arrive at that. 

Senator Smatuers. For my information, what are some of the 
short-line railroads that belong to your association ? 

Mr. Hoop. Transmitted to you recently was a publication known as 
our legislative policies. Incorporated in there, in addition to a pic- 
torial directory of Congress, is a great deal of association informa- 
tion. Perhaps if I read you the list of members in Florida, that will 

ive you some idea. The Apalachicola Northern. That runs from 
Port St. Joe north and, as you probably know, is one of the Alfred 
du Pont interests. 

The Atlanta & St. Andrews Bay. It runs from Dothan, Ala., to 
Panama City, on the gulf. That is the only railroad serving that city 
of about 40,000 people. 

The Broward County Port Authority. That is Port Everglades. 

The Live Oak, Perry & Gulf. 

The Marianna & Blountstown. The South Georgia, which operates 
into Florida. The Valdosta Southern. 

That comprises our Florida membership. 

Similar lists are published in the communications for all of our 282 
members and where they operate. 

I would like to digress a moment to point out that short-line railroads 
considered as a whole comprise 18,000 miles of railroad. That is 
larger than most of the systems from whom you have been hearing. 

They employed, in 1956, 82,123 people. The average annual com- 
pensation of those people was $4,936. 

There is invested in these short lines more than $2 billion. They 
paid just under $100 million in taxes in 1956. 

The importance of the short-line railroads to the country is that 
quite often they are the only rail service available to a valley, to an 
area, to a port. The importance to the railroad industry as a whole 
is that tremendous quantities, very much more than their propor- 
tionate share of materials are originated or terminated, or both on 
short lines. So that when they are periled, resulting in abandonment, 
the entire railroad industry loses very, very serious amounts of reve- 
nue. 

Your chairman has suggested that we respond in three categories, 
and I have added a fourth. ‘The first category is how railroads may 
help themselves. I am going to stick to my technology because it 1s 
highly technical there. It is probably better said than I can do it 
extemporaneously. It is brief enough that it will not bore you, I 
hope. 

The overall threat to the survival of the railroad industry as it is 
now known has been brought about by what is commonly termed 
“pricing yourself out of the market.” While the general public, the 
Congress, the Interstate Commerce Commission, the legislators and 
regulatory bodies of the several States, and the labor leaders have 
each contributed their share to this result, it is inescapable that the 
primary responsibility lies with the railroads. However much we 
may plead poverty, regulation—by that I mean overregulation— 
coercion and lack of protection, we, through our chosen representa- 
tives, have for years acquiesced in labor demands which, while not 
excessive when considered in terms of daily or real compensation, are 
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extremely burdensome when the effect of antiquated mileage and 
arbitrary payments are considered. So-called fringe benefits have 
gotten completely out of hand when compared with similar burdens 
on competing modes of transportation. 

Specifically, the railroad industry, although presently bound 
through a moratorium contract until that time, should prior to Novem- 
ber 1, 1959 serve notice on all of the labor organizations parties to the 
present contracts of the desire to negotiate new contracts in the light 
of present-day conditions. A corollary notice should be served the 
required 60 days in advance to renegotiate the so-called Washington 
Coordination Agreement of May 21, 1936. 

Where negotiations begin to correct these inequities, good states- 
manship will be required on the part of carrier representatives so that 
no reprisal or unnecessary restriction of privilege or gain and cer- 
tainly no unnecessarily reduced compensation for work performed 
be demanded. Similarly, equal statesmanship will be required of 
representatives of the labor organizations. ‘To undertake such an ap- 
proach which by many will be considered drastic, the carriers will need 
reasonable assurance in advance of the cooperation of legislative, 
regulative and enforcement bodies at both Federal and State levels. 

It is patent to any informed person that the present threats are to- 
ward a much restricted movement of both passengers and freight by 
rail. This will inevitably result in losses of service to travelers and 
shippers; losses of taxes to political entities; losses of employment; 
ms losses of investment. Actually not only can the threat be stopped 
in its track but much business can be stimulated and other business 
restored to the rails once the rail carriers are in an economical posi- 
tion to compete. 

Rail carriers are already operating a considerable number of freight 
cars which are designated.as special equipment. Such special equip- 
ment, because rarely suitable for return loads, contributes to empty 
mileage now at an overall 57 percent of loaded mileage. Neverthe- 
less, private carriers of all modes and many contract and common car- 
riers are in a position to attract shipments in competition with the 
railroads even at somewhat higher rates by reason of reduced damage, 
less costly packaging requirements, etc. Rail carriers can only 
meet this disadvantage through specially tailored equipment. Studies 
to provide this equipment and particularly return loads for it should 
be intensified by the railroad industry. 

A third field is largely within the control of the rail carriers and 
may be designated as merchandising our product. Since we sell 
nothing tangible that can be added to inventory or taken home with 
the pasenger, it is only by providing attractive and dependable service 
that we can hold present customers and attract new ones. In passenger 
service this means leaving times when people want to travel, on-time 
performance, and comfort versus speed. In freight service most ship- 
pers prefer dependability. In other words, a reasonable schedule 
which can be operated alnens every trip, making anticipated deliv- 
eries, is more attractive than a faster schedule often not met. Ship- 
pers are interested in prompt and accurate information responsive to 
their tracers and in the settlement of claims without wnnecessary 
delays. Certainly all of these service elements are within the control 
of the railroad industry and there can be little basis for diiferences of 
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opinion as to most of them. Now I come to a brief comment with 
respect to how we felt Interstate Commerce Commission might help. 

Changes in policy the Interstate Commerce Commission might 
make: First, most of us believe that while there has been vast im- 
provement in recent years, it has been too little and too late. I am 
referring to the ICC’s reluctance to allow rail carriers, as well as 
other modes, to render a complete transportation service. There seems 
to have been undue consideration given to the preservation of each 
mode of transportation when considering certificates of public con- 
venience and necessity. Admittedly, since in this type of proceeding 
ICC is acting as an arm of the Congress and is in effect legislating for 
the future, it is often not easy to foresee the needs of the shipping and 
traveling public or the effect it might have upon the public should the 
service of one mode of transportation be denied to the public or with- 
drawn through abandonment. 

A second field in which there could be vast improvement in the day 
to day orders of the ICC as well as in the rendition of some decisions 
having an effect far into the future, would be a strict confinement 
to the record and to the law. An Interstate Commerce Commissioner, 
being human, is prone to give undue weight to complaints and pres- 
sures originating in high places. Members of the Congress, with all 
due respect to each of you (and I recognize you too are human) are 
often guilty of insisting upon action by the ICC in the interest of par- 
ticular constituents and without regard to the over-all public interest. 

Necessary Federal legislation: Dovetailing into much of the com- 
ment heretofore recited is the new legislation which I briefly refer to 
now. The detailed Federal legislative policies of the Short Line 
Association were adopted by the members in their annual meeting at 
New Orleans, La., October 2, 1957. These policies, along with other 
doe information as to member lines, were transmitted to each 

ember of the Congress on January 8, 1958. I shall not repeat them 
here excepting to the extent that they seem to require attention during 
the 2d session of the 85th Congress. They are particularly per- 
tinent to the comment previously made herein. 

Of major importance to short lines is the preservation and estab- 
lishment of through rail routes. Now pending before this subcom- 
mittee is S. 2129, introduced by Chairman Magnuson by request May 
20, 1957, which it is the hope of the members of the Short Line Asso- 
ciation will be promptly set down for hearing and enacted during 
this session of the ukaneab A companion bill, H. R. 5384, was 
passed by the House during the Ist session of the 85th Congress 
and is also pending before this subcommittee. 

The bill has an overall importance to the railroad industry because 
unless as much as possible of the feeder mileage usually comprising 
short lines be kept in service there will be much traffic permanently 
lost to the rail industry. Since short lines normally earn in the neigh- 
borhood of 20 percent of the through rate, the loss of revenue to trunk 
lines is thus 4 times what it is to the short line when traffic is lost to 
competing modes of transportation. The public has a vast interest in 
the bill because of flexibility of rail service and the availability of stop- 
off and transit privileges. 

It is not necessary here to belabor the effect of the 3 Senet eater 
and the 10 percent passenger transportation excise taxes. These are 

21278—58—pt. 1-33 
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paid only by users of common and contract carrier service, leaving 
the private carrier in a more advantageous position. The private 
carrier is usually subject to 214 percent social security rather than 
614 percent railroad retirement tax. 

Senator Lavuscue. On that point, may I ask: Do you know whether 
or not there is now pending before the Congress a bill that will require 
an increased payment to the retirement fund ? 

Mr. Hoop. There are a number of bills, Senator Lausche, pending, 
which would require increases from 614 percent to as high as 914 
percent over a period of 3 years. There are bills pending which 
would increase the benefits in many ways. There is a bill pendin 
before the Ways and Means Committee in the House which woul 
exclude from it earnings of railroad employees in the calculation of 
the Federal income tax, the amount of their deductions for railroad 
retirement tax. 

Representatives of the brotherhoods have stated before the appro- 
priate committees on both sides that they are not interested in any bill 
to increase the railroad retirement tax—that is, more than 614 per- 
cent—unless at the same time they are able to get the exclusion of those 
taxes from the income tax calculation. 

Senator Lauscur. Thank you. 

Mr. Hoop. The private carrier usually pays less than the 21% per- 
cent payroll tax now assessed against railroads for unemployment. I 
might explain there that interstate common-carrier railroads pay a 
Federal tax of 214 percent on the first $350 earned by each employee 
each month into an unemployment tax fund. Private carriers are 
subject only to State unemployment tax laws, and are usually half 
or less than that. 

These add up, in the case of the transportation of freight, to about 
10 percent. I am talking now about the 3 percent excise tax, the 
difference between 214 and 614 railroad retirement tax, which is 4 
percent, and the difference between the railroad unemployment tax 
and the State unemployment compensation. So that the private car- 
rier, about which you have heard much in the way of a 3-percent ex- 
cise tax advantage, is actually working under a tax advantage of 
nearly 10 percent. 

In other words, if he can haul in a private barge or private vehi- 
cle on the highway, at 109 percent of our freight bill, he will break 
even. Anything less than that he is hauling at a saving. 

Repeating, these add up, in the case of transportation of freight, 
to about 10 percent. Without that advantage we would see far less 
private carriage. Transportation excise taxes should be repealed. 

This is not the place for, and limitation of time will not permit 
more than reference to the fact—and I believe it to be a fact—that 
private contract and common carriers by air, water, and highway pay 
considerably less full compensation for the use of facilities and service 
provided at taxpayers’ expense. Obviously this can be an insuperable 
disadvantage for rail carriers. It can be cured by adequate user 
charges. 

The Congress should amend the Railway Labor Act in several par- 
ticulars to enable bargaining by the employers and employees to give 
full effect to the public interest. There should be provided public 
members of the National Railroad Adjustment Board; Board pro- 
ceduce should be formalized so that findings and conclusions would 
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establish a sort of case law reducing the multifarious and intermi- 
nable proceedings before that Board at the present time; exclude offi- 
cers and supervisors from the effect of the act so as to restore to 
the carriers the opportunity to require reasonable performance on the 
part of employees reporting to these supervisors and officers; and, 
finally and of most importance, eliminate from the Railway Labor 
Act authority for the negotiation of union-shop agreements. They 
spell nothing but trouble for the public, the carriers and particularly 
the members of the union who thereafter are substantially without 
remedy against lazy, incompetent, or crooked union officers, 

A surprising decision by the United States Supreme Court in the 
B. & O.-Jackson case recently held that the safety appliance acts ap- 
ply to a track motorcar when hauling a trailer. The legislative his- 
tory of the safety appliance acts clearly shows that the Congress was 
considering the application of power brakes, automatic Ren, 9 grab 
irons, ladders, sill steps, etc., to the ordinary freight and passenger car 
and locomotive, and that the Congress did not have in mind the track 
motorcar, successor to the handcar and often referred to as a paddy 
ear. Nevertheless, such is the law of the land and unless Congress 
will so amend the safety appliance acts so as to spell out unmistakably 
its intent as to their application to standard railroad equipment, the 
rail carriers will be confronted with vastly increased costs in provid- 
ing for maintenance of long stretches of right-of-way inaccessible in 
any other manner. That change in the law is also recommended in 
the annual report just made by the Interstate Commerce Commission 
to the Congress. 

Senator Lauscne. Is there a bill pending on that ? 

Mr. Hoop. To the best of my knowledge a bill has not yet been in- 
troduced, but the Commission promised that it would deliver to the 
chairman of the respective committees suitable bills. 

A drag on the railroad industry which could become a serious threat 
to continued satisfactory employment in its industry is the present 
insolvency of the railroad retirement fund. It will be recalled that 
the 84th Congress increased benefits with the understanding that early 
in 1957 adjustments in the railroad retirement tax rate would be made 
so as to restore to the fund the amount of money needed to make it 
actuarially sound. Such a bill should become law during the 2d ses- 
sion of the 85th Congress. I appreciate that that recommendation of 
mine, and the belief of short-line railroads that this 614-percent pay- 
roll tax rate—applicable both to employer and employee—should be 
increased now, is in disagreement with that made by several previous 
witnesses. We don’t like to face the increase, but of the two dilemmas— 
having to dig up the money or having to face a deteriorating fund 
threatening insolvency and threatening the future pensions for em- 
ployees—we believe we would like to have the fund made solvent. 

Senator Purrety. I might say, as a member of that committee, that 
you are certainly correct in stating that the 84th Congress did make 
those increases of benefits, with the understanding that early this year 
the adjustments in the railroad retirement tax would go up. 

Mr. Hoop. By this year, you mean 1957 ? 

Senator Purretz. I should have said 1957. And I have reason to 
believe that that will be acted upon, or at least brought before the 
committee and, I hope, reported out favorably. 

Mr. Hoop. We hope so. Thank you. 





512 PROBLEMS OF THE RAILROADS 


Senator Lauscue. What additional burden will that impose upon 
the railroads throughout the country ? 

Mr. Hoop. To make the fund entirely sound, to pick up the slack, 
it would run something like 1.64 percent-increase for each, the em- 
ployer and employee. i am talking from memory. But it is a sub- 
stantial amount. 

Most of us feel that since actuarial calculations are, at best, estimates 
projected far into the future, and that ups and downs in employment 
affect them greatly, if, for instance, July 1 this year the tax rates were 
increased from 614 to 634, if July 1, 1958, they were increased from 
634 to 714— in other words, 2 consecutive annual one-half-percent in- 
creases—that the threat to the fund would be substantially removed. 

Senator Lauscue. That increased contribution would be borne 
equally by the employer and the employee? 

Mr. Hoop. That is correct. 

Senator Lauscue. What was your position with reference to this 
increased retirement payment when it was considered before the com- 
mittee ? 

Mr. Hoop. We opposed the increase because we did not think the 
industry could afford it. We knew the funds accumulated in the re- 
serve at that time were already insufficient, and we still think that 
there should be no increase in any benefits unless and until the sound- 
ness of the fund has been fully restored. 

Senator Lauscue. Did the question arise concerning your attitude 
that if there was an increase granted under the retirement payments, 
that concomitantly there should be imposed an increased rate of con- 
tribution ? 

Mr. Hoop. Oh, very definitely. The committees had before them the 
bills to do both. And in the last days of the session, as I recall it, they 
salved their consciences by reporting the bills out with an absolute 
commitment which was included in the printed reports to early in 
1957 increase the tax rates. 

The President, in signing the bill, said he was counting on it, other- 
wise he would veto it ; but nothing has happened. 

Senator Purrety. May I inject here, I don’t know about the salving 
of their consciences. I am not in agreement with you as far as it refers 
to this one member of the committee, and I can’t speak for all of them. 
But I will say that your statement, when you corrected me about 1957 
and I said 1958, I was not thinking of the significance of your state- 
ment. But you are exactly correct. It was stated that early in 1957— 
last year—action would be taken, and it was not taken. I hope it will 
be taken this year. I want to be sure that I correct the record, because 
what you say here is correct. We just didn’t get it out of committee. 
But that wasn’t because all members of that committee didn’t want 
it out. 

Mr. Hoop. I thank you Senator, and I assure you I will not again 
tamper with your conscience. 

Senator Purre.y. You see when you tamper with mine, you tamper 
with your own, so this will clear the record. [Laughter. | 

Mr. Hoop. The Unemployment Tax Act cost the railroads 2% 
percent of the first $350 which is the base pay of each employee. This 
fund is socially sound and in the public interest. However, abuses 
have grown up by reason of some deficiencies in the present act. They 
include maternity payments, payments to people who actually are no 
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longer in the railroad industry, payments to people on strike against 
their employer, and in other ways. a bodiy ; 

It is possible for a man who has earned less than $200 in the industry 
to draw several thousands of dollars in the form of unemployment 
compensation. The inequities are apparent when it is considered that 
the entire amount of the fund is contributed by the carrier employer 
and of course in the final analysis by the consumer shipper. The 
Congress should enact a pending bill which would accomplish these 
objectives. 

We were invited to expand our appearance. 

Senator Lauscue. One question. 

This description that you have given about the burden of the 
railroads, is it equally applicable to competing carriers ? 

Mr. Hoop. No. 

Senator Lauscur. Do they have a special retirement fund? 

Mr. Hoop. Competing carriers are not subject to the Railroad 
Retirement Act. They are all in social security, if they operate in 
interstate commerce. 

Senator Lauscue. Is there any special, separate act, distinguishable 
from the Railroad Retirement Act or social security, applicable either 
to water carriers, pipeline carriers, motor carriers, or air carriers- 

Mr. Hoop. There is no such separate act. 

I have had the temerity to add a classification No. 4 to this appear- 
ance, entitled “What Congress Shouldn't Do.” And I venture to offer 
the opinion that it perhaps may be most important of all with respect 
to the emergency with which we are all confronted. 

4. What Congress shouldn’t do: 

Much of the burden on the railroad industry today has been brought 
about by, perhaps initially, officers of the carriers not providing the 
type of equipment and facilities and the standards of maintenance 
and operation to which the public and the employees were entitled. 
When the Congress legislated in these fields the burdens have become 
onerous and costly. 

Some of these statutes interfere unbelievably in the rendition of 
ordinary dependable service to the public. Similar proposals ema- 
nating from regulatory bodies or the employees are now pending or 
threatened and it is the hope of the members of this association that 
no action be taken by this or any future Congress so far as the needs 
can now be evaluated toward extending the jurisdiction of the In- 
terstate Commerce Commission to include authority covering the use 
of train brakes; authority to establish and require enforcement of 
rules for the operation of track motorcars; and, jurisdiction over tele- 
graph, rn radio, and similar communication systems employed 
by railroads. 

Perhaps the most vicious proposal (S. 942) now pending before the 
Congress is to authorize the Interstate Commerce Commission in 
fixing freight car rental rates, to assess penalties by territories and 
by classes of cars when in their judgment the carriers are capable of 
better performance. Such authority, in my judgment, is unworkable. 

No Washington bureaucracy can have the detailed knowledge of the 
location and practices with respect to 134 million freight cars and act 
on this information fast enough to avoid bringing about more in- 
equities than are corrected. 
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If equipped with the authority, the Interstate Commerce Commis- 
sion would be subjected to terrific political pressures. The ICC now 
has ample authority to distribute and regulate the use of freight cars, 
It should not be complicated by commingling a penalty payable to 
private parties with lawful compensation. 

Equally threatening further crippling of the ability of railroads 
to render an adequate public service are the hours of service bills— 
S. 1672 and S. 2480. Only under abnormal circumstances, usually 
beyond the control of rail carriers, is there rendered any unusually 
long service. Due to their farflung operations and the necessity of 
providing protection for other trains, passengers and property, it is 
not always possible to relieve men at the expiration of a normal work 
ing day. 

Violations of present laws are rare and the usual day in train serv- 
ice is completed in much less than 8 hours. Changes proposed in the 
maximum lawful day and the addition of other occupations to the 
coverage would prove well-nigh insuperable for rail carriers in their 
present economic status. 

Appearances in support of or in opposition to bills under categories 
3 and 4 herein have been or will be made, detailing the position of the 
members of this association. 

In short, rail carriers in their own selfish interest will function best 
under the least statutory and regulatory restrictions. It is the ho 
of the members of the Short Line Association that the Congress will 
refrain from further burdening the industry. 

Senator Smaruers. Thank you very much, Mr. Hood. 

Are there any questions? 

If there are no questions, we thank you. 


Our first witness tomorrow morning will be Mr. H. E. Simpson, 
president of the Baltimore & Ohio Railroad Co. 

We will meet at 10 o’clock tomorrow morning. 

(Thereupon, at 4:25 p. m., the hearing was adjourned, to reconvene 


at 10 a.m., Thursday, January 16, 1958.) 
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THURSDAY, JANUARY 16, 1958 


Untrep Sratres Senate, 
CoMMITTEE ON INTERSTATE AND Foreign CoMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 


Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a. m., in the 
caucus room, Senate Office Building, Sanater George A Smathers 
presiding. 

Senator Smaruers. The meeting will come to order. 

We have as our first witness this morning Mr. H. E. Simpson, the 
president of the Baltimore & Ohio Railroad Co. 


STATEMENT OF H. E. SIMPSON, PRESIDENT, THE BALTIMORE & 
OHIO RAILROAD CO. 


Mr. Sturson. Mr. Chairman and members of the committee, for the 
record, I am Howard E. Simpson, president of the Baltimore & Ohio 
Railroad, with headquarters in Baltimore, Md. 

I appreciate the opportunity to appear before this committee, as I 


think its inquiry into the deteriorated conditions of the railroad 
industry is most important and timely. 

I have filed a statement with the committee setting forth in some 
detail the problems of the railroad industry as I see them. I do not 
wish to take the committee’s time to read it, but would like to 
emphasize as briefly as I can the difficulty we are in. 

Senator Smarurrs. We will make that statement a part of the 
record as it is written in full. You may brief it in any way you like. 

(The prepared statement of Mr. Simpson is as follows:) 


STATEMENT OF HowarpD E. SIMPSON, PRESIDENT, THE BALTIMORE & OHIO 
RAILROAD Co. 


Mr. Chairman and members of the committee, my name is Howard E. Simpson. 
I am president of the Baltimore & Ohio Railroad Co., with headquarters in 
Baltimore, Md. 

The opportunity these hearings afford for a constructive look into the railroad 
industry is most welcome, and, I think, also most timely. It is particularly 
timely because conditions in railroad transportation are not what conditions 
should be in an industry which, like the railroad industry, is still indispensable 
to the defense and the internal well-being of the whole country. Deteriorating 
economic trends in an industry of that kind are not only a matter of serious 
private concern to the industry itself as a business enterprise, but should, it 
seems to me, be no less a matter of real public concern. 

Mr. Loomis has outlined the facts of the unfavorable economic life of the 
railroad industry as a whole. He has shown it is an industry in economic trouble. 
The trouble is lack of adequate revenues. This is made clear by the fact that 
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last year the railroad industry earned only 344 percent on its net investment, and 
has never earned more than 4.3 percent in any year since World War II. 

The situation on the Baltimore & Ohio is the same as he has shown for the 
whole industry. Our revenues, too, are inadequate due to conditions which, 
despite all we have been able to do or can do to help ourselves, we alone cannot 
remedy sufficiently. The Baltimore & Ohio Railroad operates over 6,000 miles 
of line extending throughout the territory from the eastern seaboard west to the 
Mississippi River, north of the Ohio River. This is a most highly industrialized 
and densely populated section of the Nation. It is a region whose demand for 
transportation is proportionately enormous. But although situated in this fine 
section of the country, our vital economic statistics, which are the best measure 
of what our condition now is and how it is trending, speak for themselves. 

In the 12 postwar years of high industrial and agricultural production and 
good business generally our earnings on net investment have averaged only 
3.57 percent, and in no year amounted to as much as 4.5 percent. Last year we 
earned 3.54 percent. Net working capital, exclusive of materials and supplies, 
during this period was wiped out, dropping from $38,862,385.93 as of December 
31, 1946, to a deficit of $5,340,434 as of October 31, 1957. Net income for the 
past year was roundly $24.4 million, down 18.72 percent from 1956. 

This unsatisfactory economic condition cannot, I think it is fair to say, be 
ascribed to managerial ineffciency or inactivity. No efforts within the re 
sources at our command have been spared to meet our problems and to improve 
the property and the efficiency of our service. Since World War II we have 
invested in capital improvements a total of $431,002,413, or an average of roundly 
$36 million annually. Included in this improvement expenditure is a total of 
approximately $284 million for equipment. These expenditures were financed 
by borrowing on equipment, which has been our only available source of credit; 
by depreciation, which, due to inflation, has fallen far short of meeting replace- 
ment costs; and by plowing back into the property a substantial part of our 
inadequate earnings throughout that period. 

Today our freight service is about 90 percent, and passenger service 100 per- 
cent, dieselized. Improved rolling stock, centralized traffic control installations, 
modern new yards, improved roadbed, signals, and communication facilities, 
are among the improvements we have been able to make. 

Better service, too, is being rendered, and operating efficiency improved. In- 
creases have been made in the average gross tons hauled per train, in the gross 
ton-miles handled per hour of crew time, and the hours required to produce 1,000 
gross ton-miles of transportation have been reduced. Due to greater efficiency 
our total employment is today about 13,000 less than in 1946, but wage increases 
arising through the processes of the National Railway Labor Act make our 
total annual wage bill today about $73 million more than it was for the 13,000 
more employees we had in 1946. Nevertheless, improved efficiency resulting 
from our capital improvement program has brought about a reduction in the 
percent of operating revenues consumed by payrolls from 53.93 percent in 1946 
to 50.65 percent today. 


Another important accomplishment by way of self-help is our re- 
financing operations since 1938. At that time our bond, note, 
Nee eon teterienpiedearwonsigun tesa seenavtabanignett $670, 154, 178 
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As a result of this debt reduction interest charges have been reduced from 
$30,709,055 in 1938 to $18,089,253 today, a reduction annually of $12,619,802. 

We have also materially reduced the loss sustained from operating pas- 
senger service. In the past 9 years we have secured from State regulatory 
bodies authority to discontinue 101 passenger trains which were not earning 
enough to cover the out-of-pocket cost of their operation. The net annual 
saving, before taxes, from this effort is roundly $8,500,000. Applications to dis- 
continue other unprofitable trains are now before regulatory bodies for approval. 

I think the best measure of our improved efficiency is in the fact that during 
these postwar years we have increased the portion of our gross revenue dollar 
earried down to net income from 1.5 cents in 1946 to 5.27 cents in 1957. Not- 
withstanding this improvement, however, the amount it is possible to carry into 
net income is still too low. 

But despite all we have been able to do, I repeat, our earnings, measured by 
return on net investment, have averaged during these prosperous postwar years 
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only 3.57 percent, and in no year have they exceeded 4.40 percent. In other 
words, the benefits derived from all the improved efficiency we have been able to 
accomplish have not been enough to maintain earnings at the level necessary to 
keep our rail transportation economically sound. Throughout this period of 
general good business our income has been insufficient because operating costs 
rose faster and higher than our rates did, and especially because of an accelerat- 
ing loss of traffic to other modes of carriage. Between 1946 and 1957 wages rose 
over 100 percent, material prices about 85 percent, but our rate per ton-mile only 
about 53 percent. During this same period the rail proportion of total available 
freight traffic in the country shrank from 66.6 percent in 1946 to less than 50 
percent in 1957. 

This is a situation that calls for a remedy that the industry alone is unable 
to supply. But what is the remedy needed? The answer necessitates first a 
recognition of what it is that lies at the root of this inadequacy of rail traffic 
and earnings. What is it that now militates principally against their improve- 
ment ? 

The basic answer, in my considered judgment, lies in the sharp and destructive 
inequality in which the competing forms of transportation now stand before our 
regulatory laws. Instead of standing equally before the bar of public policy and 
regulation, the several competing forms of transportation stand there today 
most unequally. And the result is an accelerating loss of traffic to rail carriers 
and a corresponding deficiency in their earnings. 

It is fair to say that there are certain beneficial steps which the railroads 
themselves can take, and also certain steps which the ICC can take within the 
framework of the present Interstate Commerce Act. In addition to these, how- 
ever, there is now a pressing need for remedial action by the Congress. This 
need is for Federal legislation to correct the manifest inequalities that today 
permeate our national regulation of transportation and permit the existence of 
the present unfair and destructive competitive conditions which are sapping the 
economic vitality of essential rail transportation, and unless corrected, will 
ruin it as a private industry. But before turning to these remedial measures, I 
should like to emphasize certain basic facts which must be kept in mind in any 
approach to this subject. 

I say again that transportation is a fiercely competitive industry and is becom- 
ing more so every day. In the race for business some of the competitors, like the 
railroads, are fully regulated, other competitors, like the motor carriers, are 
partially regulated, and still others, like the exempt and private carriers (an 
increasingly important segment), are wholly free from regulation. Moreover, 
some of the competitors have to run this race over their own rights-of-way, which 
they pay for and maintain and on which they pay heavy taxes; other competitors 
pay partial user charges for the use of public highways on which there are no 
taxes to be reflected in such user charges as are paid; and still others use public 
facilities for which they pay absolutely nothing. 

In any competitive situation any aid or subsidy to one or some of the competi- 
tors from aly source destroys the very essence of the economic genuineness of the 
competition. The unaided competitor eventually loses out. Competition that is 
economically fair is the basic principle of free enterprise. But in today’s fiercely 
competitive transportation field aids and preferences of one sort and another to 
other modes, but none to the railroads, are the root of the railroad industry's 
trouble. 

In other words, transportation today is a handicap race, with the railroads alone 
carrying a maximum handicap, which must be removed if they, as an indispensa- 
ble form of transportation, are to survive. I do not want what I say to be con- 
strued merely as a complaint or as an objection to other forms of transport. My 
point is that in the intensely competitive transportation industry of today there 
should be no publicly imposed handicap—certainly not on the kind of transporta- 
tion that the country must continue to have and cannot yet get along without. 

Railroads, of course, cannot stand, and do not undertake to stand, in the way 
of progress (if what has been happening in the world of transportation can be 
called progress). The important thing which I want to make crystal clear is 
that only to a limited extent do the railroads now have control over their own 
future. The most enlightened self-help in the world cannot save them against 
some of the tides which are running against them today. When I say “save” I 
have in mind the continuance of railroads in private ownership. The future of the 
railroads now depends more upon what future public,policy is going to be than 
upon anything management can possibly bring to bear on the problem. 
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That does not mean that railroad management cannot make a contribution, as 
it has been making in the past, even under the present chaotic conditions in the 
transportation industry. What is genuinely needed, however, is a modification 
of public policy which will eliminate the gross inequalities in the present condi- 
tions under which the competing modes operate—a change in public policy that 
will require each mode to stand on its own economic legs, unbolstered by any 
public aid not given to the other modes. Under such a public policy each mode 
will be able to give to the public the full benefit of its own economic potential, 
without any artificial or discriminatory handicap. 

What are some of the inequalities we face? One that comes close home to the 
B. & O. is the unequal treatment of the railroad Union Station and the National 
Airport here in Washington. The B. & O. is half-owner of the Union Station. 
It cost its owners about $32 million, and they pay taxes on it—amounting in 1956 
to $650,000—which along with interest and depreciation on the investment must 
be borne by the roads using the station. In contrast, the Government has invested 
more than $32 million of funds derived from taxes in the Washington Airport. 
But as it pays no taxes and charges no interest or depreciation on its investment, 
those ownership costs are not reflected in the user charges the airlines pay for 
use of the airport. Freed of such terminal costs, it is not strange that air fares 
can be lower than rail fares, and thus wean away the passenger traffic. In addi- 
tion to such publicly provided advantages as these, all airlines have the benefit 
of airway facilities costing the public $194 million and $321 million in the fiscal 
years 1957 and 1958. They are all also eligible for cash subsidies for carrying 
mail, which in fiscal 1958 are estimated by CAB at $40,612,000. 

I have already mentioned the substantial savings we have accomplished by 
securing authority to discontinue unprofitable passenger service. But notwith- 
standing these savings, the remaining service we are obliged to operate, due to its 
high cost and the continuing loss of passengers to other modes of travel, is a 
heavily losing business. Our loss on it in 1957, computed under the ICC’s ac- 
counting rules, was approximately $33 million. We need relief from these heavy 
losses through legislation that will permit more prompt discontinuance of train 
service which the public will no longer patronize sufficiently to support. 

The B. & O. lines parallel and meet another inequality along the Ohio River, 
on which, as on all other inland waterways, both the unregulated bulk barges 
and even the common carrier barge lines which are regulated, have the benefit 
of a free use of the waterway, which the taxpaying public, including the B. & O. 
and other railroads, provide and maintain. 

There is similar marked inequality between rail and highway carriers. It 
arises from the great difference there is between the amount of such user 
charges as the trucks pay for the use of the public highways and the amount of 
the costs railroads must incur in using their own rights-of-way. Highway user 
charges at most do not purport to cover more than a portion—i. e., the trucks’ 
portion—of the cost of constructing and maintaining the highways. Public 
highways do not pay property taxes. Consequently, such highway user charges 
as the trucks do pay do not have to include a property tax. In contrast, rail- 
roads bear, not merely a portion, but the entire cost of constructing and main- 
taining their rights-of-way. In addition, railroad rights-of-way are heavily 
taxed by State and local governments, and that tax, which is over and above 
construction and maintenance costs, must be borne by the rail carriers. 

The economic loss to the Government from the extended policy and practice of 
furnishing vast transportation facilities for private use at less than fair compen- 
sation, is now being recognized, as indicated by the recent directive of the 
Bureau of the Budget to all agencies of Government to prepare specific legisla- 
tive proposals to establish equitable charges and fees for Government services 
and property. We heartily endorse this as a constructive step not only from the 
standpoint of producing needed revenues for the Government, but also from the 
standpoint of removing some of the destructive inequality now existing in com- 
petitive transportation. ’ 

The inequalities of present regulation can be multiplied. Aside from those 
resulting from the subsidies I have mentioned, there is the further inequality 
that results from the provision in our present laws which exempts from all rate 
regulation motor trucks carrying agricultural products and barge lines carrying 
bulk traffic, but subjects to the fullest regulation railroads when they carry the 
very same traffic. Obviously, railroads face an uphill, if not impossible, handi- 
cap in undertaking to compete for that business. We are therefore asking Con- 
gress to redefine and limit the exempt commodities to correct the recent undue 
broadening of the agricultural exemption far beyond its original purposes. 
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Another inequality of regulation results from a loophole in the present law 
that permits motor carriers which are actually public carriers for hire, to mas- 
querade as private carriers through false buy-and-sell transactions. By going 
through make-believe buy-and-sell arrangements, such really public carriers are 
able to pose as private carriers and thus escape all regulation in their competi- 
tion with other common carriers both by rail and truck. They also escape the 
3-percent excise tax that applies on common carriers but not on private carriage. 
To correct this abuse and inequality, without interfering in any way with bona 
fide private carriage, we hope Congress will pass a bill redefining private 
carriage. 

In an effort to avoid unnecessary duplication on the part of railroad wit- 
nesses, various subjects have been divided among us, and the one which I shall 
discuss in some detail is competitive ratemaking. I shall do so under the three 
headings suggested above, viz, what can the railroads themselves accomplish, 
what can the ICC do under the present law, and what changes in law are neces- 
sary? In taking up this particular subject, I do not want to be understood as 
suggesting that it necessarily comes first among steps to be taken to improve 
the net revenues of the railroads, although it is undoubtedly of fundamental 
importance. 


COMPETITIVE RATEMAKING—WHAT THE RAILROADS THEMSELVES CAN DO 


Perhaps the best approach to this subject is to describe a program of research 
upon which the eastern lines have just embarked. 

In New York, as an adjunct of their joint traffic association, the eastern lines 
have recently organized a research group whose responsibility will be to dig up 
the facts upon which railroad should be based, particularly rates on traffic 
which is not moving by railroad. Take shipments of commodity X as an ex- 
ample. It so happens that relatively small quantities of this commodity move 
by railroad, and as the first commodity to be analyzed by this group, the fol- 
lowing facts among others will be sought : 

What is the potential rail traffic in commodity X as compared with the 
actual? 

How is the traffic presently moving and at what cost? 

What rate levels will attract this business back to the rails? 

Will adjusted rate level be fully compensatory and improve net revenues? 

What service changes would be influential in competing for commodity X? 

When the investigation of commodity X—which includes extensive consulta- 
tions with shippers—is concluded, the research group, in conjunction with our 
traffic officers, will doubtless recommend rates which they believe will improve the 
net revenues of the railroads. After commodity X, they will turn to the next 
commodity which may be commodity Y, or commodity Z, or some other com- 
modity which has largely left the rails or threatens to do so. A similar nation- 
wide study of four particular commodity groups is also being made by the rail- 
roads of the whole country through the agency of the Bureau of the Census. 

This may appeal to you as largely elementary, and you will wonder why the 
railroads have not been conducting this kind of analysis all along. 

The truth is that the facts concerning competition in transportation are most 
elusive and can only be brought together after intensive and imaginative research. 
In the ordinary case the required investigation is beyond the capacity of an 
individual railroad company. Railroad traffic is an open book, however, to all 
of our competitors. We regularly report complete commodity breakdowns to the 
ICC, and that body, on the basis of sample waybills submitted by us, constructs 
sample movements every 3 months during the year which are open to the public. 
No comparable statistics are available for highway traffic ; in fact, the only avail- 
able data are the aggregate tons reported by the regulated carriers and the rough 
estimates of other highway tonnage as made in the aggregate by the Bureau of 
Roads. From a competitive point of view this is largely meaningless, of course. 
Such commodity statistics as the regulated motor carriers have recently been 
required to file the ICC has been keeping “confidential.” There is no census 
at all of the great bulk of highway traffic which is exempt or private. 

Accordingly, to do no more than to develop what the competition consists of 
is a full-time research job for the railroads. When the shoe is on the other 
foot, the motor carriers or the water carriers have only to turn to a few printed 
pages in the railroad reports to the ICC, and they have all the information 
they need. 
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In addition, there are important facts, which must be determined by careful 
‘research, as to whether the railroads can, with rate adjustments or service 
improvements, offset the advantages offered by the other forms of transportation 
(which advantages probably caused the traffic, if it once moved by rail, to be 
«diverted in the first place). It may be that the traffic is more efficiently handled 
‘on the highway or waterway and the railroads should forget about it—but it 
takes research even to develop this fact. On the other hand, an adjustment of 
rates may reclaim the traffic, and the consequently greater volume at a lower, 
but compensatory, rate level will produce more net than the smaller volume at 
a higher level. 

There is much trial and error in any research program of this kind, but the 
errors can be minimized if all of the facts which bear upon the competition can 
be assembled. The eastern lines have faith that this program of upgrading or 
modernizing the ratemaking function will improve net revenues. The start will 
understandably be slow, and the commodity by commodity approach will take 
time. But as a result of this program the rails should recapture important blocks 
of traffic where they have the economic advantage of lower costs. After all, if the 
railroads have an inherent advantage in the competition for traffic, it is the 
advantage of lower costs, but this advantage is meaningless unless reflected by 
lower rates for the public to use. Shippers are not moved by the theoretical 
inherent advantages of the several modes of transportation. They are only 
moved by those advantages which find tangible expression in the form of lower 
rates or better and more flexible service. 

Another and equally important result of this program will be the discovery 
of traffic which, under present rate levels, is not paying its way and which should 
either take higher rates if it is to continue to move by rail, or employ other and 
better suited means of transportation. The spiraling of transportation operating 
expenses which has occurred since World War II is particularly pronounced or 
noticeable in terminal operations and in every place where freight must be 
manually handled. Some present rate levels fall short of making these opera- 
tions compensatory, with the result that the rates should either be increased 
or the traffic moved by other means. 

In brief, the research program now underway by the eastern lines is not 
only designed to discover the situations where rate reductions will improve net 
revenues but also the situations where rate increases are justified. The role of 
the railroads as a competing mode will be improved in those areas of transpor- 
tation where it is established that they have the competitive or economic advan- 
tage. At the same time in those areas where they are at a disadvantage as 
compared with other forms of transportation they will know enough to bow 
out of the traffic or at least take a secondary role. 


COMPETITIVE RATEMAKING: WHAT THE ICC CAN DO WITHIN THE PRESENT LAW 


Since the declaration by the Congress of a national transportation policy 
in 1940, there has been a great deal of confusion as to the nature of the ICC’s 
review when one form of transportation proposes reduced rates to meet the com- 
petition of another form. There has been general agreement that the reduced 
rates, if challenged, must be found to be reasonably compensatory and not to 
discriminate among shippers. The further and puzzling question has been: 
Must the reduced rates also be found to give the competing forms of transporta- 
tion equal competitive standing, or opportunity? In other words, must the 
rates produce competitive balance between the competing modes by fairly dividing 
the traffic between them ? 

The ICC has decided this question in a number of different ways, and there 
is no possible reconciliation of its decisions since 19940. On the one hand, the 
ICC has held that the effect of reduced rates upon a competing form of trans- 
portation “is of no legal significance” * and on the other hand it has disallowed 
rates which were acknowledged to be compensatory and not to discriminate 
among shippers, on the sole ground that they would adversely affect the com- 
peting form.? In those few instances when the issue has been taken into 
court, the confusion has only been added to. 

We think that under the present law the ICC is in a position to hold, and 
that the law should be clarified so that it will accept reduced rates by one mode 
which are made to meet the competition of another mode when they are reasonably 


1 Groceries from Boston to Maine and Vermont, 248 I. C. C. 199, 202 (1941). 
2B. g., Pig Iron-Rockwood, Tenn., to Chicago and Joliet, 298 I. C. C. 430 (1956). 
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compensatory and do not discriminate among shippers. There are several reasons 
this: 

i rirst, such a rule would appear to be in accord with the intent of the Congress 

when it enacted the Transportation Act of 1940 with its declaration of national 

transportation policy. In the appendix to this statement is set forth a summary 

of the congressional history to that effect on this point. 

Second, such a rule would make a lot of economic sense. It would allow— 
without question—the lower cost form of transportation to pass on its inherent 
competitive advantages to the shipping public. It would also speed the day 
when each form of transportation would do the jobs for which it is economically 
pest equipped, leaving to others the jobs for which they are more efficient. 

Third, if for no other reason, such a rule is demanded in the interest of fair- 
ness to the railroads. For they are the only form of transportation which is 
really hurt by the practice of holding up and disallowing reduced rates of one 
mode because of their effect upon a competing mode of transportation. This is 
because obviously such a practice cannot be applied equally to all modes. The 
ICC has no power to control the rates of those competitors of the railroad which 
are exempt from regulation or represent private transportation, nor can the 
ICC review proposed rates of regulated barge lines from the point of view of 
their effect upon railroad traffic.* 

It is true that the rates of regulated motor carriers can be, and sometimes 
are, set aside because they adversely affect railroad traffic. But the regulated 
motor carriers are an increasingly small part of the highway competition and, 
in any event, their usual competitive advantage vis-a-vis the railroad is apt to 
be faster and more flexible service; not lower costs. There is, of course, no 
power in the ICO to protect the railroads from more attractive service, nor 
should there be. In other words, if a truck proposes to improve its service by 
reducing its running time from 40 to 30 hours, the railroad cannot complain 
of the adverse effect upon its business, nor can the ICC interfere; but if the 
railroad, employing its competitive advantage of lower costs, tries to keep the 
business with a reduction in rates from 40 to 30 cents, the truck can and does 
complain, and the ICC may disallow the rail reduction, even though reason- 
ably compensatory to the railroad and nondiscriminatory among shippers. 

In summary, we think that there should be no obstacle to the publication of 
the competitive rates which our research group in New York is beginning to 
work on, provided we are prepared, as we shall be, to show that they are rea- 
sonably compensatory and do not discriminate among shippers. The ICC can 
pave the way for this important program of railroad self-help by announcing re- 
adherence to a rule which it once held represented “the policy of the law subse- 
quent to the Transportation Act of 1940.” New Automobiles in Interstate Com- 
merce (259 I. C. C. 475, 587). The rule as then stated was as follows (259 
I. C. C. at 588) : 

“As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be deter- 
mined by us in each case according to the facts and circumstanees attending 
the movement of the traffic by that agency. In other words, there appears no 
warrant for believing that rail rates, for example, should be held up to a par- 
ticular level to preserve a motor-rate structure, or vice versa.” 

ICC adherence to this rule would involve no curtailment of the present power 
of that body to hear the complaint of 1 railroad against the reduced rates of 
another railroad, or the complaint of 1 regulated motor carrier against the 
reduced rates of another regulated motor carrier and to insist that in their rate- 
making the carriers of 2 modes reflect the avervge operating conditions of their 
particular mode. 

What I mean is this: On infrequent occasions the ICC has stepped in and 
barred a reduced railroad rate although it was compensatory and free from 
discrimination on the ground that it was lower than necessary and would have 
an adverse revenue effect on a competing mode. The ICC has exercised the 
Same restraint against motor carrier rates filed by individual motor carriers. 
That is all right if the ICC acts upon the complaint of a carrier of the same 
mode or an aggrieved shipper. For as a practical matter in order to preserve 
the inherent advantages of each mode, railroad rates must be made in the light 
of average railroad operating conditions, and truck rates should be made in the 
light of average truck operating conditions. The individual earrier in any 


*Sec. 305 (c) of Interstate Commerce Act as construed in Cotten from Memphie and 
Helena to New Orleans, 273 1. C. C. 337, 365 (1948). 
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mode that tries to violate this concept and act on its own (e. g., a railroad that 
is a part of an integrated rail system or network with through routes and joint 
rates with all other railroads and uses the others’ equipment and terminals and 
many joint services) should not act contrary to sound economic conditions in 
the industry group of which it is a part, or contrary to the best interests of the 
patrons of that industry group by creating discrimination among them. 

It may be said that this is inconsistent with the position we take on com- 
petition among different modes. In my judgment there is no inconsistency. 
In the case of competition among carriers of the same mode, each carrier is 
subject to the same rules. In the case of competition among different modes, 
this is not true; if there are any rules at all, they are different as between 
modes. 

Accordingly, when the ICC holds up reasonably compensatory and nondis- 
criminatory rail-rate reductions because of their adverse effect upon com- 
peting modes, the railroads are the special victims. The ICC cannot, of course, 
act similarly against the charges of exempt or private transportation, and it 
cannot act in the same manner against the rates of regulated barge competition. 
While the ICC, it is true, can exercise this power against the rates of regulated 
motor carriers, such action does not constitute the same handicap for them as 
it does when the action is against rail rates. The competitive advantage of the 
motor carriers is better service, not lower costs, to be reflected in reduced rates, 

In advocating that the ICC adhere to a different rule in passing upon 
competitive rates involved in intermode competition than when passing upon 
rates involved in intramode competition, we are merely facing the realities of 
the situation. For intramode competition we should retain the present ICC 
practice which can be applied to each carrier impartially and without favor. 
For intermode competition we should have another practice; the only rule which 
ean be applied impartially and without favor among competing modes, some 
of which are fully regulated, some of which are only partially regulated, and 
some of which are completely free of regulation. 

There is another reason for different practices as between inter- and intra- 
mode competition. Carriers of the same mode render substantially the same 
service between common points; at least the service of each carrier is the same 
in character, and to avoid discrimination between shippers the rates of car- 
riers of the same mode must be identical. Carriers of different modes, how- 
ever, render different types of services with wholly different cost characteris- 
tics. While the rates of carriers in the same mode must reflect average con- 
ditions within that mode, this is not true as among modes. Between A and B, 
for instance, there may be several railroads, several barge lines, and many truck 
lines. Within each of these competing modes the carriers should quote the 
same rate for the particular type of character of service which they provide, even 
though there may be some differences between their operating conditions. But 
certainly it would be contrary to public policy to have the same rate for each 
of the competing modes, or to have truck rates reflect an averaging of railroad- 
barge-truck conditions, or the barge rates reflect an averaging of truck-railroad- 
barge conditions. 

And yet it is exactly such an indefensible averaging of the different cost char- 
acteristics of the different modes and the different types of their service which 
is produced when a regulatory body is required or permitted to take into 
account the effect of railroad rates upon other forms of transportation or vice 
versa. Railroad rates should be judged on the basis of railroad operating con- 
ditions; truck rates should be judged on the basis of truck operating condi- 
tions; and barge rates should be judged on the basis of barge operating condi- 
tions. If this rule is followed, important steps can then be taken to fit each 
form of transportation into those jobs which it does the best economically, 
and there will slowly emerge a national transportation system in which the 
true inherent advantages of each mode will be made available to the public. 


COMPETITIVE RATEMAKING: WHAT CHANGES IN THE STATUTE ARE NEEDED 


In a decision of the United States Supreme Court which is known as Interstate 
Commerce Commission v. Mechling (330 U. 8S. 567 (1947) ) it was held at page 579: 

“* * * Congress has decided this question of equitable rates as between rail- 
roads and barges. It has declared in unmistakable terms that the ‘inherent 
advantage’ of the lower cost of barge carrier as compared with that of railroads 
must be passed on to those who ship by barge. It is, therefore, not within the 
province of the Commission to adjust rates, either to equalize the transportation 
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cost of barge shippers with that of shippers who do not have access to barge 
service or to protect the traffic of railroads from barge competition. For Con- 
gress left the Commission no discretionary power to approve any type of rates 
which would reduce the ‘inherent advantage’ of barge transportation in whole 
or in part” (cf. Mitchell v. United States, 313 U. S. 80, 97). 

One of the principal recommendations of the Cabinet Committee report on 
transportation * which was released by the White House in April 1955 was that 
this same principle be enforced with respect to the rates of other forms of trans- 
portation. In the legislation which was introduced to implement that recom- 
mendation,* the following provision was included : 

“Sec. 15a. (1) In determining whether a rate, fare, or charge, or classification, 
regulation, or practice to be applied in connection therewith, results in a charge 
which is less than a reasonable minimum charge, as used in this act, the Com- 
mission shall not consider the effect of such charge on the traffic of any other 
mode of transportation; or the relation of such charge to the charge of any 
other mode of transportation; or whether such charge is lower than necessary 
to meet the competition of any other mode of transportation: Provided, however, 
That the provisions of this paragraph shall not be construed to prohibit any 
earrier subject to this act from protesting or complaining in the event that a 
rate, fare, or charge is filed or made effective which it believes to be less than 
a reasonable minimum charge.” 

This change in the law was and is regarded as necessary to insure to the 
public the inherent advantages of each mode in view of the varying decisions of 
the ICC on the subject and to remove any inability on its part to follow the 
interpretation of “the policy of the law subsequent to the Transportation Act 
of 1940” as announced by it in the New Automobiles case above cited. 

Such a change as this would in no way limit the Commission’s present power 
to determine whether reduced rates by one mode to meet the competition of 
another mode are compensatory or unjustly discriminatory and to disallow the 
reductions if they did not meet those tests. All the change amounts to is simply 
to require the Commission not to concern itself with the effect of the proposed 
reductions of one mode on another mode. In effect it would mean that if the 
Commission finds the reductions compensatory and free from discrimination 
among shippers the mode proposing them would be free to make the reductions 
effective. This legislation would thus give the public the benefit of each mode’s 
inherent advantages and thereby allow it to find its own true economic place 
in the overall transportation system, regardless of the effect on another mode. 
The public would then have a true economic choice—which it does not now 
have—between the competing modes. It is not in the public interest, :nd is 
contrary to the basic concept of competitive private enterprise, that any mode 
of transportation should be regulated in the interest of any competing mode. 


APPENDIX 


STATEMENTS INDICATING A CONGRESSIONAL INTENT THAT, FOLLOWING THE TRANS- 
PORTATION AcT oF 1940, RAILROAD RATES SHOULD BE REGULATED IN THE SAME 
MANNER AS WATER CARRIER AND MoTor CARRIER RATES 


In its report on 8. 2009 (which later became the Transportation Act of 1940) the 
Senate committee said (S. Rept. 433, 76th Cong., 1st sess., May 16, 1939, at pp. 
2,3): 

“The ratemaking rule has been amended to expressly provide adequate safe- 
guards for the public, and at the same time the Commission is directed in pre- 
scribing a rate to consider its effect on the movement of traffic only by the par- 
ticular type of carrier for which the rate is prescribed. That is, in prescribing 
a rate for water carriers the Commission will not consider the effect of that rate 
on the movement of traffic by either rail or motor carriers. * * * 

“For many years it has been the view of keen students of the transportation 
problem that there has been no consistent national policy with respect thereto. 
One reason urged in support of that view is that while the principal haulers of 
traffic and passengers, the railroads, have long been strictly regulated—as have, 
since 1935, motortrucks and buses engaged in interstate transportation—other 
forms of transportation are developed at public expense and without supervisory 


over of the President’s Advisory Committee on Transport Policy and Organization, 
April 1955. 
®See. 15a (1) of S. 1920, introduced by Senator Smathers (on request), May 5, 1955. 
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regulation. The net result of such a policy is inequality between various forms 
of transportation. * * * It may be safely said that neither the strictly regulated 
railroads nor the motor-carrier operators favor the elimination of all regulation. 
Consequently the remaining remedy is to so extend regulation to competing forms 
of transportation, other than air, which only recently was placed under the Civil 
Aeronautics Authority, and retaining to each such lawful advantages as are in- 
herent therein, so as to, as nearly as possible, equalize them and put them on a 
common footing, at least from a regulation standpoint. This is not for the pur- 
pose of favoring one form of transportation over another or seeking to put any 
form of transportation out ef business; it is, as stated, simply to put them all ona 
common basis or common starting point in their sharp struggle for business. 
S. 2009 seeks to do this also. If one or more forms of transportation cannot 
survive under equality of regulation, they are not entitled to survive. This is not 
railroad philosophy ; it is transportation philosophy. The problem is not a rail- 
road problem, but is, as the Interstate Commerce Commission has said, a trans- 
portation problem.” 

In the course of the Senate debate the following colloquy took place between 
Senator Austin and Senator Wheeler, chairman of the Senate Committee on Inter- 
state Commerce and manager of the bill: 

“Mr. AusTIN. So, if there is one type of common carrier which has a natural 
facility or a natural advantage over another, the bill does not require—indeed, 
I understand it not to permit—the extinguishment of the natural advantage in 
competition for the benefit of the competitor which has not the advantage. Am I 
correct in that interpretation? 

“Mr. WHEELER. The Senator is entirely correct, and I thank him for his state- 
ment. In the ratemaking provision, and in three different places in the bill, we 
wrote in such a provision specifically so as to protect them” (84 Congressional 
Record 5883). 

The following further statements made during the course of the debate in the 
Senate are enlightening : 

“Mr. Reep. Mr. President, there is nothing in any part of the bill relating to 
any increase in railroad rates, or which would permit any increase in rates, and 
it would not have any effect on rates except possibly the natural competitive busi- 
ness effect which would result under any circumstances, whether this provision 
goes in the bill or stays out. All we are trying to do is to hold any future 
increase in railroad rates to a minimum for the benefit of the shippers. * * *” 
(84 Congressional Record 5953). 


* * * * 2 + « 


“Mr. TRUMAN. Mr. President, the reason the discussion always gets back to the 
railroads is that the railroads handle about 67 percent of all the traffic. In 1926 
they handled 75 percent of all the traffic. The present condition of the railroads 
is due to a great many things which are not necessary to be considered at this 
time. The railroads are absolutely essential to the welfare of the country, and 
they should not be discriminated against any more than any other method of 
transportation should be discriminated against. The object of the pending bill is 
to try to put all methods of transportation on an equal basis. If it will not do 
that we shall have failed in our effort. 

“Mr. Pepper. Mr. President, I really meant to say when I spoke a moment ago, 
if the Senator will further yield, that when the Senator referred to the various 
means of transportation being equal—— 

“Mr. TRUMAN. Equal before the law. 

“Mr. Pepper. If that is what the Senator means by the expression he used, very 
well. 

“Mr. TRUMAN. Yes; that is exactly what it means (84th Congressional Record, 
5958). 


a * * * * * * 


“Mr. WHEELER. I say to the Senator, as I said a moment ago, when this legisla- 
tion is enacted it will be found to be beneficial because we are stating that it is the 
policy of the Congress of the United States that the Interstate Commerce Com- 
mission shall treat each and every one of these forms of transportation upon an 
equal basis; and no language could be written into the law that more clearly 
directs that that should be done than we have done in the Interstate Commerce 
Committee (84th Congressional Record, 6073). 


7 7 * * * * * 
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“Mr. WHEELER. * * * it is not a question of helping the railroads; and I think 
it ought to be clear that the bill is not introduced primarily with the idea that it 
will help the railroads. The statement has been made repeatedly that the object 
of the bill is to help the railroads. The object of the bill is to help the railroads, 
insofar as we can correct some undesirable practices and speed up the work of the, 
Interstate Commerce Commission. The bill seeks to give equality to the railroads 
in the same respect in which we give equality to everybody else. I do not think 
the Senator from North Carolina, who is noted for his fairness, can say to the 
American people that we want the railroads in a straitjacket with reference to 
their rates, but that the water carriers, their competitors, should be free. If the 
Senator takes that position, then I say there is only one thing we ought to do. If 
we are not to regulate the water carriers, if we are to let them resort to any prac- 
tice they wish to follow, including rebates and everything else, then let us say to, 
the railroads of the country, ‘We will repeal the law regarding the regulation of 
your rates.’ Let us turn them loose; let us go back to the law of the jungle and 
let the best man win. Who would suffer in the long run? It would be the shippers 
of the country, the farmers, and the miners, about whom the Senator is now 
speaking” (84th Congressional Record, 6135). 

In introducing the bill te the House, Congressman Wolverton, one of the bill’s 
managers, declared : 

“The one and only thought that dominated the committee was to formulate legis- 
lation that would be helpful to all forms of transportation and in the public inter- 
est * * *. Nothing could more clearly set forth the fundamental purpose of this 
legislation and the desure to preserve the inherent advantages of every form of 
transportation than the declaration of this committee in the bill as to what should 
be our national policy in this important matter. Permit me to read from the bill. 
(Congresman Wolverton here read the declaration of policy.) 

“That declaration of policy is the foundation upon which this bill has been 
drawn. In no particular does any provision of this bill deviate from it in the 
slightest degree each provision and all of them taken together do nothing other. 
than make that declaration effective as a national policy. With the administration 
of the act in accordance with the spirit and intent of the act no unfair and unjust 
advantage can be gained by one means of transportation over another” (84th Con- 
gressional Record, 9769). 

Finally the conference committee agreed to a bill in the form in which it was 
enacted. It contained, of course, the national transportation policy ; the amend- 
ment to the ratemaking rules for each form of regulated transportation under 
which the Commission could only consider the effect of rates on the movement of 
traffic “by the carrier or carriers for which the rates are prescribed” ; and the pro- 
viso to the antipreference provisions in each part of the act. But this bill, as we 
have seen, did not contain the Miller-Wadsworth amendment. This amendment, it 
will be recalled, would have required the Commission to accept reasonably com- 
pensatory rates as proposed by any form of transportation, and it was turned 
down for the reason, as expressed in the Commission’s report, that it was “not 
necessary in order that the public at large may enjoy the benefit and economy 
afforded by each type of transportation.” In reporting the bill, the conference 
committee agreed. It said (86th Congressional Record, 10172) : 

“The conferees are unanimously in harmony in the viewpoint that the inherent 
advantages of each type of carrier should be preserved for the benefit of the 
Nation. Legitimate regulation must look to the protection of the economic 
advantage of each type of carrier against destructive competition of the other. 
No carriers should be required to charge unreasonable rates for the benefit or 
purpose of compelling diversion of traffic to a competitor.” 

Thus did the Congress make it clear that since water rates and truck rates 
were not to be regulated in the interest of the railroads, railroad rates were not 
to be regulated in the interests of either the water carriers or the trucks. At 
no point in the long legislative history was there the slightest indication that, 
for the protection of a competing form of transportation, another form would 
be denied the right to establish reasonable rates and thus, in effect, be forced to 
hold a rate umbrella. According to the Congress, the public was just as much 
entitled to competitive railroad rates as to competitive water and truck rates. 


Mr. Srmpson. Mr. Loomis has outlined the economic facts of the 
whole industry. The condition of the Baltimore & Ohio is in sub- 
stance the same as he outlined it for all the railroads. 

21278—58—pt. 1-34 
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The Baltimore & Ohio is a 6,000-mile railroad system in the highly 
industrialized, densely populated section of the country east of the 
Mississippi and north of Ohio. In a word, our troubles, like that of 
the whole industry, are earnings that are just too little. 

Throughout the 12 postwar years, which have been years of high 
industrial and agricultural production and good business generally, 
we have been able to earn on our net investment an average of only 
3.57 percent. 

Bringing the railroad situation up to date insofar as the Baltimore 
& Ohio is concerned, I state for the committee’s information that in 
the last few months we have been forced to reduce employment to 
the extent of 5,000 men and women, and this year also reduce our 
purchases of steel, rail, ties, and other materials and supplies. We 
are now defer ring capital expenditures except where necessary for 

safe operation or where otherwise ur gently needed. 

What is the reason for this unfavorable economic condition? In 
the first place, it is only fair to say that it is not due to any lack of 
effort to help ourselves. 

The fact is, we have done everything we have had the means to do to 
improve our efficiency and service, and I think we have made some 
real progress in that direction. 

In the postwar years we have spent a total of $431 million for 
capital improvements on the railroad ; $284 million of this amount has 
gone into equipment. Today our passenger service is 100 percent 
dieselized, and our freight service is 90 percent dieselized. 

We have cut our bonded indebtedness from $670 million in 1938 to 
$453 million today. And we have cut our fixed charges down from 
over $30 million annually in 1938 to around $18 million today. 

We have almost doubled our ton-miles of transportation per freight- 
train-hour, and materially reduced the man-hours required to produce 
1,000 gross ton-miles of transportation. 

But notwithstanding these very real self-improvements, our rail- 
road earnings throughout all the good business years since the war 
averaged only 3.57 percent. And that i is just too little to sustain an 
essential industry and an industry in a sound economic condition. 

In the second place, I would like to emphasize that this poor 
economic condition is not alone the result of the current economic 
slump in general business—that, of course, adversely affects railroads 
xs well as other industry—but for us that is just an added burden on 
top of our basic difficulty. Our real difficulty goes much deeper than 
the current downturn in business. It stems from the basic fact that 
our revenues have not been enough to offset the rising costs of service. 
And that inadequacy of revenues, in turn, results from loss of traffic to 
other modes because of the handicaps of regulatory inequalities under 
which railroads must now compete for traffic. 

What we need and need badly is prompt and fast relief from these 
unbearable competitive conditions which have confronted us for years, 
but have now grown acute and are made more so by the current 
business slump. 

As a result of the loss of our traffic and reduced earnings and the 
unequal competitive conditions confronting us, we have been forced 
to materially reduce our employment, as I ‘stated previously. 

T shall touch on three different phases of this inequality which I have 
just referred to. 





PROBLEMS OF THE RAILROADS 527 


Unequal treatment No. 1: Our competitors are subsidized, while the 
railroads are not. In 1955, according to ICC reports, 22.5 percent of 
railroad revenues were consumed in providing, maintaining, and pay- 
ing taxes on the right-of-way, while the motor carriers paid out only 
4.2 of their revenues as charges for use of the public highway and the 
barge carriers paid nothing at all. 

One method of correcting the situation, a method which I earnestly 
recommend, is the imposition of truly compensatory charges on the 
users of the public highways and inland waterways. 

Senator Smaruers. Mr. Simpson, you gave the percentage that 
the truckers and barge lines had to pay for the use of the highways 
and canals. Do you have any figures as to what the airlines pay in 
their license fees and their landing charges? Do you know what 
percent of their revenue they have to pay for their operation ? 

Mr. Stmeson. I do not, Mr. Chairman, because what I read from was 
the ICC reports. I do not have any CAB figures. But if you would 
like to have them we will furnish them. 

Senator Smaruers. If we could get Mr. Loomis and the association 
to get us that figure, just for the record, I think it is an important 
figure and one that Senator Monroney and other Senators would like. 
I am on the Aviation Committee, too, and we would be interested in 
seeing this comparison as to what percent they pay for the use of 
these facilities. 

Mr. Loomis. That is underway, Senatof. 

Senator Smatuers. Thank you very much. 

(See the information submitted in Mr. Loomis’ supplemental letter 
which can be found at the conclusion of his oral testimony.) 

Senator Lauscue. Will you repeat the figures regarding the taxes 
paid, respectively, by the railroads and the truck carriers? 

Mr. Stmpson. Senator Lausche, the ICC reports for 1955 show that 
22.5 percent of railroad revenues were consumed in providing, main- 
taining, and paying taxes on the right-of-way, while the motor car- 
riers paid out only 4.2. 

Senator Lauscue. “Providing, maintaining, and paying taxes,” 
does that cover maintenance of road or is that taxes alone? 

Mr. Stmprson. That involves and embraces about three items. Ac- 
cording to the ICC records, Senator, the annual carrying charges on 
investment in roadway and track—that is the No. 1 facet of the rail- 
roads’ 22.5 percent; then the maintenance of roadway and track; and 
three, crossing protection and drawbridge operation. Those 3 em- 
brace 20 percent of the 22.5 percent. And the other 2.5 percent is the 
estimated taxes on roadway and tracks, including payroll taxes on 
maintenance-of-way employees. 

Senator Smaruers. In other words, it is your position that that is 
what you have to pay to operate, and which your competitors actually 
don’t have as an expense. For example, the truckers use the Federal 
highways and State highways which are maintained completely from 
Federal funds and State funds, is that right ? 

Mr. Srupson. Yes. But I think, in fairness to them, Mr. Chairman, 
the ICC reports covering the motor carriers’ 4.2 percent, the No. 1 
facet of that 4.2 is gasoline and other fuel and oil taxes at 2.2, and 
vehicle license and registration fees at an even 2 percentage points, 
making a total of 4.2. 
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Senator Smaruers. The license which they pay for is their con- 
tribution to the maintenance of the highways; 1s that not correct ? 

Mr. Smuprson. Well, I would assume that it is partially correct. We 
understand that in certain States, Mr. Chairman, all the gasoline taxes 
are not definitely allocated for the maintenance of roads. _ 

Senator Smaruers. Then what contribution do they make in those 
States to the maintenance of the highways ! 

Mr. Srupson. Nothing that I know of. 

Senator Smaruers. Then whatever contribution they make, how- 
ever, does come through the license fees which they have to pay ? 

Mr. Suweson. That’s right. And that is a partial payment for the 
use of the highways. But as we in the railroad business say, it is not 
an adequate user charge for the facilities they use on the State roads, 

Senator Smaruers. We are just trying to get the picture as to what 
relative contribution each of you are making. 

Senator Lauscue. Wouldn’t it be fair to say, then, that the maxi- 
mum amount that they pay in the form of taxes and maintenance of 
the roadways on which they travel is 4.5 percent 

Mr. Srmpson. 4.2. 

Senator Lauscue. But it is possible that since all that they pay does 
not go into highway maintenance, that in some States they pay less, 
and that lesser amount is the difference between 4.2 and the amount 
that goes into general governmental operation / 

Mr. Stmpson. I would accé@pt that, yes, sir. 

Senator Lauscue. You paralleled the two on the grounds that to 
operate your railroads you have got to maintain a roadbed, crossing 
protections, and so forth, and pay taxes on that. And you tried to 
include the same factors in determining the 4.2 percent that the truck- 
ers pay. 

r. Sumpson. Correct. 

Senator Lauscue. Thank you. 

Senator Smatuers. Go ahead, Mr. Simpson. 

Mr. Stmpson. These user charges should include amounts equivalent 
to what the highways, if privately provided and maintained, would 
pay in the way of ad valorem taxes to the States and the local taxing 
communities. 

An alternative which has been suggested, a method which I do not 
recommend, is to have the Government purchase and maintain rail- 
road rights-of-way and allow their use by operating companies at a 
charge which falls short of being compensatory. This method would, 
of course, eliminate State and local taxation of railroad rights-of-way. 

Senator Smaruers. Mr. Simpson, on that point, asking the Govern- 
ment to take over and maintain the right-of-way, do you have any 

estimate as to what that would cost the Government? 

Mr. Stmpson. I do not. 

Senator Smaruers. It would be considerable, would it not? 

Mr. Stimpson. It would. The investment in railroad properties and 
rights-of-way would be a staggering sum. 

_ Senator Smaruers. Do you think the Government should go further 
into debt in order to do that? 


Mr. Stmpson. No, sir. I am opposed to this alternate suggestion 
that I am offering for the record. - 


Senator Smaruers. You are opposed to the one that you are offering 
for the record ? 
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Mr. Simpson. The alternate one—that is right. : 

Senator Lauscue. The fact is that you are trying to make a point, 
that if you are to be put on an equality of treatment, that is what the 
Government ought to do? 

Mr. Stmpson. That is right. We don’t advocate the alternate plan. 

Senator Smatuers. That is what the Government ought to do, but 
you are merely using this as an illustration of fairness rather than a 
real recommendation as to what ought to be done? I am trying to 
help you, sir. 

Senator Lauscue. That is my inference. 

Senator Smatruers. That is my inference, too. I may have con- 
fused you with my question. Go ahead. 

Mr. Simpson. This alternate method of costs would eliminate State 
and local taxation of railroad rights-of-way, an expense which now 
takes $2.50 out of every $100 of railroad revenues, and equalize the 

resent situation between the motor carriers and the railroads. But 
it would still fail to equalize the competitive situation between rail 
and barge. Such equalization could only be accomplished if the 
Government, purchasing and maintaining railroad rights-of-way, 
would permit free operation by the operating companies. 

The first method—the user-charge aiteedtb obviously to be pre- 
ferred as the American way of righting the present inequality. Take 
as an example the present unequal competition between the motor 
carriers and the railroads, in my instance the Baltimore & Ohio, 
Reading-Jersey Central route, for traffic between Baltimore and 
Jersey City. 

The trucks, by using U. S. No. 1 highway, have what amounts to a 
freeway for which they pay only a gas tax and a registration fee in 
the State of domicile. 

If the truck is registered in Maryland, for instance, it has a free 
movement across the States of Delaware, Pennsylvania, and New 
Jersey, unless it has to buy gasoline. 

The railroad route, on the other hand, has to carry and maintain itself 
at an average cost of 20 cents out of every dollar of revenue, and in 
addition must absorb in certain States heavy taxes, reaching the exor- 
bitant peak of almost $15,000 per mile of road annually. 

Or take another example. The Baltimore & Ohio route from Pitts- 
burgh to the southwest, in completion with the Ohio River. Again 
the railroad spends about 20 cents per dollar of revenue to provide and 
maintain a right-of-way, while the barges in direct competition pay 
absolutely nothing for the use of the Ohio River, even though the 
Government, in 1954, had an investment of well over $100 million in 
that river, and pays more than $614 million each year to maintain it 
as navigable. These figures are quoted from the Department of 
Army, Office of Chief Engineer. 

How can such competition possibly be met? Barge lines claim to 
be the low-cost form of transportation. But whether this is so cannot 
be known until and unless the Federal Government imposes adequate 
user charges. The shippers who think they are saving money by using 
barge transportation do not take into account that part of their Fed- 
eral tax bill which also should be counted, and their inland shipper 
competitors, as taxpayers, are also contributing to this saving, as well 
as the taxpaying railroads that are losing the traffic. 
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In the railroad industry we regard this situation as nothing less 
than unjust and abounds 

Unequal treatment No. 2: Our subsidized competitors are always 
free to exploit their competitive advantages while the railroads are 
not always free to exploit theirs. About two-thirds of the highway 
transportation is either private or exempt from. ICC regulation, and 
this is true of even a higher portion in the case of the water transporta- 
tion. This means that their rates can be secret and at any level which 
strikes their fancy at the moment. 

There is of course no obligation on their part to make rates com- 
pensatory, let alone to take into account any adverse effect on com- 
peting modes of transportation. The railroads and the regulated 
trucks on the other hand must be sure that their competitive rates are 
compensatory and nondiscriminatory among shippers, and not infre- 
quently they must also prove that the proposed rates will not attract 
more than a fair share of traffic from the competing modes. 

The applications of such a rule does not always hurt the trucks be- 
cause their competitive advantage is usually faster and more flexible 
service, an advantage that is not subject to regulation. But the rule 
hurts the railroads because their competitive advantage is usually 
low unit costs, and if the railroads are to compete, they must be free 
to reflect such lower costs in their rates, irrespective of the effect on 
competing modes. Otherwise the most important railroad advantage 
can be nullified, and the competitors will enjoy protection from effec- 
tive railroad competition. 

I understand that when the Congress passed the Transportation 
Act of 1940, the intention was that each form of regulated transporta- 
tion should be free to publish compensatory, nondiscriminatory rates 
without regard to the effect on competing modes. This intention, I 
am told, was confirmed in several important ICC decisions which gave 
effect to the Transportation Act of 1940. 

Since the war, however, the ICC has had no uniform standards for 
measuring competitive rates, and on certain occasions it has con- 
demned compensatory nondiscriminatory rates because they promised 
to hurt the other mode by taking too much traffic. 

But in recent years there are indications that the ICC is swinging 
back to the rule which we believe was the intent of Congress in 1940 
when they passed the national Transportation Act. 

The question is of great importance to the railroads, because at this 
moment the eastern lines are starting to conduct a commodity-by-com- 
modity study to determine those instances where we can improve our 
net revenues by regaining traffic from competing modes at lower rates. 
In all probability many rail rates which are proposed as a consequence 
of this study will be below the operating costs of the competing mode, 
and if they can be shown to be compensatory to the railroads and non- 
discriminatory among shippers, it would be contrary to the public 
interest if the ICC refused to accept them because they hurt our 
competitors. 

In order to make certain that in accordance with the intent of Con- 
gress in 1940 every form of transportation, including the railroads, 
can publish competitive rates which are at once compensatory and non- 
discriminatory among shippers, the Congress should enact legislation 
comparable to H. R. 5523, and H. R. 5524, which were introduced in 
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the first session of the Congress. That legislation provides, in sub- 
stance, that in reviewing the competitive rates proposed by one mode, 
because of the competition on another mode, the ICC should not take 
into account their effect on the traffic of the other mode or the rela- 
tion of the rates to the rates of the other mode, or whether such 
rates are lower than necessary to meet the competition. 

Unequal treatment No. 3: Competitive business ordinarily has the 
right to diversify, but the railroads, as a practical matter, are seriously 
restricted in the exercise of this right. Other railroad witnesses have 
covered and will cover this point in detail. I want merely to say that 
the railroads should have the affirmative right to engage in other 
forms of transportation if by so doing they can serve the public 
interest and, incidentally, make some money. 

Any notion that the railroad can monopolize the transportation 
industry by diversifying their operations is unrealistic. 

Senator Lauscuer. Has the Baltimore & Ohio attempted to diversify 
at all ? 

Mr. Simpson. Only to the extent in the past that we had the permis- 
sion to establish what we called, Senator, the West Virginia Trans- 

ortation Co. in the State of West Virginia. At that time we were 

iscontinuing local branch line passenger trains, and the amount of 
travel that was on the trains prior to discontinuance could be handled 
ina bus at much more ae charges. 

Senator Lauscne. For instance, what do you have in mind as a 
diversified operation that you might go into in the event that authority 
were granted ? 

Mr. Simpson. At the moment we are thinking about some truck 
operations, some that parallel our line and some that are off line. 

Senator Lauscue. And you are thinking about that because of the 
competitive disadvantage under which you are now suffering ? 

Mr. Srmpson. Not only the competitive disadvantage, Senator, but 
the fact that it would put the railroad in a better position to furnish 
transportation to the shipper as an overall product. 

Senator Lauscur. Do you know whether any of the railroads at- 
tempted to go into the airline business and were stopped under the 
existing law or regulations ? 

Mr. Srrson. I do not. 

Senator Lauscue. Proceed. 

Mr. Srupson. In conclusion I would say that our present laws are 
directly responsible for the important part of this condition through 
subsidies to our competitors and by exempting from regulation large 
elements of our competition on the highway and waterway. 

The national transportation policy as declared by Congress in 1940 
provides for fair and impartial regulation of all modes of transporta- 
tion subject to the provisions of this act, so administered as to recog- 
nize and preserve the inherent advantages of each. In actual practice, 
however, the policy, because of vast exemptions, which are growing, 
is anything but national, and the policy as administered can be neither 
fair nor impartial among the various modes of transportation. 

Moreover, because of the exemptions and different provisions appli- 
cable to the different modes, the inherent advantages of the regulated 
modes cannot be recognized and preserved. 
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The time for positive governmental action can be postponed no 
longer if private ownership and control of railroad transportation are 
to continue. 

Senator Scuorrre (presiding). Senator Lausche, do you have any 
further questions ? 

Senator Lauscue. I have none. 

Senator Scnorrrer. Mr. Simpson, I noted in the earlier part of 
your testimony that you presented a picture showing that you had in- 
creased your volume of business but that your expenses have risen very, 
very much higher. Therefore, even though you have increased vol- 
ume—as you indicated and you have modernized your system—you 
are still running behind. What would you consider to be, outside of 
the tax structure now, taxes gradually going up—the reasons for your 
present situation in your railroad ? 

In other words, has it been the inflationary trend; has it been the in- 
creased cost from the standpoint of inflation; has it been your rising 
wage structure that you have to meet aggressively ; or has it been this 
serious pitch-off in the economic picture which you indicated, as I 
understood your testimony, that these developing symptoms were even 
ahead of this dropping economic picture ? 

Mr. Stmpson. Generally speaking I could concur in that statement 
of yours but I should add this one other facet to it, and that is, in addi- 
tion to all the things that you have mentioned, it is this unequal com- 

etitive situation between the railroads and the other modes that has 
1elped to put us in the position we are today, and that is lost traffic and 
basket and greater expenses in the form of wages and material costs. 


Senator Scnorrrer. That of course in many particulars would re- 
quire additional or amending types of legislation to existing acts 


under which you are operating, as well as all other transportation 
systems. 

Mr. Simpson. Yes. In some instances it would require, Senator, 
new acts, but we get back to the basic principle of the so-called National 
Transportation Act, in the railroad industry, as a whole, that if the 
Interstate Commerce Commission would interpret the act in the intent 
in which it was passed in 1940, and permit us to make rates the equiva- 
lent of our competitors, without regard to what effect it would have on 
their tonnage as long as those rates were compensatory and nondis- 
criminatory, that rests right with the Commission today. 

Senator Scuorrre,. I am glad to hear you say that, because that 
does present a situation with which this committee will probably have 
to wrestle as we finish this record. 

Do you have sufficient laws on the statute books that are covered 
by rules and regulations to do what you think should be done; or are 
we in a position, by reason of the interpretation of the courts of those 
laws which the Interstate Commerce Commission must follow, that 
we should change certain basic laws ? 

I don’t want to put you on the spot but I want to be helpful to the 
committee as well as myself. What would you consider the most im- 
portant, No. 1, No. 2, of the things to consider, if you could have all you 
want—and I doubt that you or anybody else will get all they want? 

Mr. Stmpson. The first and paramount one is the one I mentioned, 
and that is the interpretation of the Transportation Act according to 
the intent of the Congress which passed it in 1940. 
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If there is an area of disagreement there between the membership of 
the Interstate Commerce Commission so they don’t think they have all 
the duty or all the power that we in the railroad business think they 
have in that act, then we think you would have to revert to this so- 
called H. R. 5523 and H. R. 5524 which definitely nail down what we in 
the railroad business feel is necessary to meet this competitive rate- 
making situation. 

Senator Scuorrret. And at no time do you suggest that anything 
should be done that would not leave you in this position, namely, that 
your rates would be compensatory and nondiscriminatory 

Mr. Simpson. Among shippers. 

Senator ScHorpre.. (continuing). Among shippers? 

Mr. Stmpson. That’s right, Senator. 

Senator ScnorrreL. Do you have any problems with reference to 
the passenger business? I note you stayed away from it in your 
statement. That is the reason I asked about it. 

Mr. Simpson. I will be glad to comment on it, Senator, for the bene- 
fit of the committee. 

The passenger traffic situation started to skid right after the war 

riod, primarily due to the so-called private ownership of automo- 

iles. And from that year, 1946, up to 1956, and 1957, where we now 
have some 55 million private automobiles in the hands of the citizens 
of this Nation, they are the base of our problem in the railroad 
passenger service. 

We can’t recapture that business. Those folks are going to use 
those automobiles, because 75 percent of them are paying for them 
on time. And when they are paying for them on time they can’t 
be paying the railroad fares and the so-called 10-percent tax on 
railroad transportation. 

Since 1949 on our railroad, out of a total of 200 trains operated 
in that year, we have discontinued, as of October 28 last year, 103 
trains at an annual saving of $9 million a year. We didn’t dis- 
continue any one of those trains because we wanted to. But we 
discontinued them because nobody wanted to use them. The public 
by their lack of patronage showed that the trains had no more use 
to those folks in that vicinity. 

In our business we have only one thing to sell, and that is trans- 
portation, and every railroadman, whether he be a president or a 
clerk, would prefer to be putting on service, whether it be be pas- 
senger service or freight service, if the traffic and the business was 
there to justify it. 

But this railroad passenger situation is unfortunate. We have 
plenty of track, we have plenty of room, we have good cars, and 
we still give good service. But the public, through this ownership 
of private automobiles, has decided it wants to be its own engineer, 
fireman, brakeman, and conductor. 

Senator Scuorpre.. I presume that you have in a number of places 
a commuter problem similar to that which has been testified to by 
some railroads in a more intensified way than you have testified. 
Do you have much of what is known as a commuter problem on 
your road ¢ 

Mr. Simpson. We handle a thousand commuters a day between 
Baltimore and Washington, mostly all Government employees, and 





534 PROBLEMS OF THE RAILROADS 


then we handle some commuters between McKeesport and Pitts- 
burgh. It isa very, very minor factor of our business. 

Senator Scuorrrer. One other phase of this, with reference to 
pe railroad. You indicated here that you reduced your manpower 

y about 5,000 or thereabouts. I presume that you have also cut 
down on some of the maintenance that you would ordinarily do had 
this condition not presented itself as it is presently upon us. 

If this continues, what will you have to do on your railroad 
regarding your maintenance and how long will you have to defer, 
and what impact will it have on your railroad ? 

Mr. Srvpson. As of today our carloadings for the first 12 days 
in January on the B. & O. are down 20.5 percent. Mr. Loomis men- 
tioned to me before I took the stand that his figures for the Nation 
as a whole are 16.4 percent. That very, very precipitous drop in car- 
loadings came upon us here in the last 4 months. 

We did furlough men on November 1, and again on January 1 to 
the extent of over 5,000. We did cut back slightly on our mainte- 
nance of way and our maintenance of equipment. For 1958, Senator, 
if this trend of decreased carloadings and this general falling off 
of business—in the steel industry, for instance, they are operating 
about 55 or 60 percent of ingot production—if that would carry on for 
the next 6 months, we railroads in the East that serve those important 
steel-producing points like Pittsburgh and Youngstown and Cleve- 
land, which in turn affect not only the finished steel products but the 
coal and the stone and the ore—we will, with decreased income, have 
to reduce our expenses to live within that income. But we will only 
do that to the extent we will continue to operate a safe railroad. 

Whether that deferred maintenance may be 8 percent or 15 percent 

at the moment, I can’t say. It will be based on income. Insofar as 
the equipment is concerned on deferred maintenance, at the moment 
we are running about 8 percent bad orders. In 1954 when we had 
the last depressed business conditions, on our railroad we got as high 
as 17.8 percent in bad orders, or a total of seventeen or eighteen 
diced cars out of a total ownership of 92,000 freight cars of all 
types. 
The one thing I want to leave with you, Senator, is that yes, we 
will have to reduce our expenses. How drastically, only the carload- 
ing and the income picture can determine at this moment. But I 
assure you we will continue to operate a safe railroad. 

Senator Smaruers. Mr. Simpson, you stated that in the last certain 
number of years you cut off 109 trains? 

Mr. Stmpson. 103 passenger trains. 

Senator Smatuers. What did you do with those passenger cars? 

Mr. Stmpson. We still have some of them on the property, Mr. 
Chairman. But I think one of our witnesses mentioned either on 
Monday or Tuesday that when we discontinued trains and piled up 
these passenger coaches, we conferred with our friends in the services 
to inquire whether or not they wanted us to stockpile those cars in case 
we got into an unfortunate future emergency. But the answer was 
“No. 9 

Some of the cars ranged in life from 35 to 45 years, and they weren’t 
worth anything other than a scrapping value, if they weren’t going 
to be used or rehabilitated for military service. 
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Senator Smaruers. But you did check with the Defense Depart- 
ment and the various services and asked about the prospects of stock- 
piling, and they said “No”, they did not need them for stockpiling. 

Mr. Srurson. That is right. 

Senator Smatuers. Who was that you checked with? 

Mr. Suurson. I didn’t do it, Senator. Our operating and traffic 
offices did. But I think it was with the Office of Defense Transporta- 
tion which was in existence at that time. 

Senator Smaruers. When was that done? 

Mr. Stmpson. I would say a good 5 years ago. 

Senator SmaTuers. Five years ago? 

Mr. Srmpeson. Yes. 

Senator Smaruers. And since that time you have had no further 
representations from them; they have not changed their attitude in- 
sofar as you know ? 

Mr. Stmpson. That is correct. I think we left it with them that if 
they changed their views and they wanted us to do something along 
those lines, they would contact us and let us know. 

Senator Smaruers. At the time that you checked with them did you 
let them know that you were taking off, for example, 103 passenger 
trains ? 

Mr. Srvpson. They were taken off over a period of 8 years, Mr. 
Chairman. I would say in 1949 we may have taken off 12 or 14 trains; 
in 1950, 8 or 10; it varies. Of course some of those trains that were 
taken off were 1- or 2-car branch line trains, primarily. 

Senator Smatuers. But did they realize the extent or the large 
numbers which would be made inoperative and probably scrapped ? 
At the time you talked with them did they know it may have been 
this amount? It may have been the first 12 that were considered 
when you talked with them. That is what I am trying to get at. 

Mr. Srmpson. Yes, they did. As I recall that conversation it was 
that they wouldn’t be too much interested in passenger coaches in 
case of a future unpleasantness. They were more interested in the 
pullman-type of car. And you recall in World War II the Pull- 
man Co., built thousands and thousands of 39-berth cars which we 
transported so many men in in this country. They were 90-day wonders 
and they did last the war out. But they were scrapped immediately 
after, 

Senator Smaruers Senator Lausche? 

Senator Lauscuer. Were you here yesterday when Mr. Alpert testi- 
fied ¢ 

Mr. Stmpson. Unfortunately, I was not. I was in New York. 
We had our board meeting in New York yesterday, Senator Lausche, 
and I just came down. 

Senator Lauscue. He took the position that the Federal Govern- 
ment ought to provide direct subsidies for those railroads that give 
commuter service, in amounts equal to the deficit which they suf- 
fer in providing that service. I think that is substantially correct mm 
his description of what he urged. Would you want to express an 
opinion on that recommendation ? 

Mr. Srwrson. It would be difficult for me, Senator, to express a 
definite or worthwhile opinion, because our railroad is not in the posi- 
tion of our friends on the New Haven or the Pennsylvania or the 
New York Central or the Erie and these other big commuter roads. 
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Senator Lauscur. Undoubtedly you have given this general prin- 
ciple some thought, haven’t you; the idea of subsidizing directly ¢ 

Mr. Simpson. No, I have not, insofar as passenger service 1s con- 
cerned. We are going to play out the passenger traffic end of the - 
business on our line like we played it for the last 75 years. We have 
an application before the commissions of the States of Maryland, 
Delaware, and Pennsylvania right now—the hearings started in Bal- 
timore yesterday—for the complete discontinuance of 6 round-trip 
trains between Washington and New York, and 1 round-trip train 
between Philadelphia and Washington, or a total of 14 trains. 

Senator Lauscne. If we decided to give a direct subsidy to the 
commuter service—and it now appears to be applicable to probably 
two—do you see any danger that from everywhere in the country 
where passengers were being taken into metropolitan areas, there 
would be a demand for similar subsidies ¢ 

Mr. Stmpson. Yes, I would. Of course the only other cities of any 
consequence along those lines, outside of Mr. —t New York and 
Boston, would be Philadelphia a little in the Pittsburgh area and 
Chicago. 

Senator Lauscne. But wouldn't it flow over into the local trans- 
ortation services where the rate of charge has gotten so high that it 
i1as resulted in diminishing results, and therefore they are operating 

ata deficit?) Wouldn’t they be justified in coming in ? 

Mr. Simpson. I think they would, Senator, but I don’t think their 
premise or their position would be as strong as the roads that are talk- 
ing about the commuter service. The commuter fares are not on a 
high scale or rate per mile at the moment. And it is doubtful that 
they could ever get the commuter fares high enough that they could 
be profitable without causing indignation throughout our 165 million 
population. 

Senator Lauscue. Don’t you think that it is fair to assume that 
if you start giving subsidies of that type, that there would be no end 
to the demands for aid from the Federal Government, the State 
governments, and the local governments ? 

Mr. Srupson. I could see it heading in that direction: yes sir. 

Senator Lauscue. Are you acquainted with the Symes plan under 
which it is proposed to set up this governmental agency / 

Mr. Srwpson. Our railroad is one of the eastern railroads that 
joined in the plan. 

Senator Lauscue. You are one of its advocates. How do you recon- 
cile that proposal with your last anwer about the danger of this de- 
mand for subsidy cascading everywhere? How could we stop, by 
providing only lease and rental equipment for the railroads, how 
could we stop from giving it to the truckers and the barges and the 
merchant marine, and beyond that to other types of industry, if that 
law were passed ? 

Mr. Srmpson. In principle what you have just said, Senator, I 
think could be true. But I think we have to review the purpose of 
the so-called eastern railroads’ freight car agency program as was 
submitted to the Government. That came out of discussions of about 
a year ago when the railroads were in dire need of equipment. 

When we went into the private investment markets to secure either 
equipment trusts or conditional sales agreements on the purchase of 
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new equipment we found ourselves up against just 1 or 2 of the invest- 
ment folks that were interested in railroad equipment. The rail- 
road’s records haven't been too good, and maybe they foresaw what 
we have slid into. 

But we didn’t have much of a field to work in. And where we were 
able to get equipment trusts or a conditional sales agreement, the 
rate was quite high. It was very unpalatable to the railroads, and 
some just couldn't stand it. So we hit on this plan of asking the 
Government to set up a freight-car agency and build cars and lease 
them to the railroads. 

When we did that, Senator, it wasn’t with any thought in mind that 
we, the railroads, would be asking the Government for subsidy. We 
figured that we would pay the Government whatever the going charge 
was, whether it be 4 percent plus a quarter of 1 percent for the carry- 
ing charges, and the Government, if it went into such a plan and had 
enough customers, could make money on the arrangement. So that 
the railroads wouldn’t be asking for subsidy or a handout. 

Senator Lauscue. Last week in a hearing on the plans of the air 
carriers, for the period up until 1960, eer was given that they 
intended, in this 3-year period, to buy $214 billion worth of new 
planes, and that while their equities didn’t warrant the borrowing 
of that money and the loaning of it, they were able to get it because 
of their prospects in the future. 

Now isn’t it a fact that your inability to borrow money lies in 
the proposition that under existing laws and existing regulations you 
are not able to utilize to the fullest advantage your competitive 
qualities ? 

Mr. Simpson. I agree with that statement. 

Senator Lauscue. If there was not this discriminatory treatment 
about which you speak, do you not believe that your borrowing ca- 
pacity would be improved 

Mr. Simpson. Very materially. It may take a little time, but it 
would be. 

Senator Lauscue. That, in effect, would be the true solution of your 
problem ? 

Mr. Stmpson. I agree with that statement. The railroads, gener- 
ally throughout the Nation, want to do the things that they can do 
to help themselves. We on the Baltimore and Ohio are not interested 
in subsidies as such. We want to do what we can do. 

Senator Lauscue. You have only come to the Government to set 
up this agency because you feel that you can’t borrow money in the 
private market ? 

Mr. Srmpson. At that time that was true. I must amend or supple- 
ment my remarks, Senator, to the extent that just within the last 2 
months the picture has changed on the equipment situation. 

Senator Lavscue. I am glad to hear that. 

Mr. Sturson. We closed a bid on equipment trusts on Monday for 
1,000 hopper cars at a cost of $8,600,000. 

Senator Lauscne. To summarize, it is your position that when you 
have to expend 22 cents of every dollar taken in in the payment of 
taxes and in the maintenance of roadbeds, compared, let’s say, to ap- 
proximately 4.2 paid by the truckers for similar services, and in 
addition to the competitive disadvantage to which you are subjected 
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because of the restrictions imposed upon you, either by law or by the 
Interstate Commerce Commission, you are in the plight in which you 
find yourself? 

Mr. Sumpson. Generally speaking; yes. 

Senator Smaruers. Mr. Simpson, thank you very much. Let me 
ask you this question just as a theory, and I probably shouldn’t ask 

ou. 

: On this matter of subsidy, which has been mentioned a number 
of times, do you understand the theory of subsidy to be that it is 
given to a segment of our economy when it is deemed that that par- 
ticular branch of the economy is so essential to the general welfare 
that it needs to be kept in existence and strong, even if it cannot 
operate immediately at a profit? Is that what you understand is 
the purpose of a subsidy ¢ 

Mr. Satie. Yes; I would, if you embrace the railroads in that 
statement. 

Senator Smatruers, What I am driving at is this: The subsidies are 
given to the farmer. And yet today we find that we have a great sur- 
plus of food and there is no great emergency in the nature of a short- 
age of food or fiber. This subsidy is given to the farmer. Would 
you be in favor of taking that subsidy away from them? 

Mr. Srmpson. No, sir; I confined my remarks to the transportation 
industry. 

Senator SmatHers. Thank you very much, Mr. Simpson. 

Mr. Smoneson. Thank you, sir. 

Senator Smaruers. The next witness will be Mr. Glen P. Brock, 
president of the Gulf, Mobile & Ohio Railroad Co. 

Mr. Brock, we are delighted to have you. We will make your 


printed statement a part of the record in full, and you may proceed 
in any way you wish. 


STATEMENT OF GLEN P. BROCK, PRESIDENT OF THE GULF, MOBILE 
& OHIO RAILROAD CO. 


(The printed statement of Mr. Brock follows :) 


STATEMENT OF GLEN P. Brock 


My name is Glen P. Brock. I am president and also a director of the Gulf, 
Mobile & Ohio Railroad Co., having been associated with the company and its 
predecessors for the past 35 years. 

This statement is filed in response to an invitation extended me on December 3, 
1957, by Senator Smathers and in connection with committee hearings sched- 
uled to commence January 13, 1958, “to look into the deteriorating railroad 
situation and its effect on the national economy.” 


OUR COMPANY 


The G. M. & O. comprises a total of 3,600 miles of track of which 2,757 miles 
are main track. Its lines extend through the broad Mississippi Valley from Mo- 
bile and New Orleans to Chicago and westward as far as Kansas City. Ours is 
a relatively new railroad system made up of the former Gulf, Mobile & Northern, 
the former Mobile & Ohio, the New Orleans Great Northern, and the Alton, the 
latter having been added in 1947 when the Alton Railroad Co. reorganization 
was concluded and its properties and lines of railroad were absorbed by the 
expanding G. M. & O. The more important steps in the development of our sys- 
tem were taken with the affirmative approval of the Interstate Commerce Com- 
mission as they occurred since the enactment of the Transportation Act of 1920. 
Thus, G. M. & O. added to our national transportation system a second through 
single-line route from the Great Lakes to the Gulf of Mexico. 
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OUR EARNINGS 


For the 10 years 1947-56 railway operating revenues have averaged $83 million 
per year, made up generally of 7 percent from passenger-train operations and 93 
percent from freight-train operations. During this same 10 years our net in- 
come after charges* has averaged $6,250,000 per year. 

In 1956 the railway operating revenues of G. M. & O., amounted to $84,092,000 
compared to $83,759,000 in 1955. Our railway operating expenses increased from 
$61,175,000 in 1955 to $63,124,000 in 1956. Net income after charges fell from 
$6,854,000 to $5,093,000. Our rate of return on net investment was 3.62 percent 
in 1956, as compared with 4.64 percent in 1955. 

The downward trend of our net income has continued. Comparing the first 11 
months of 1957 with those of 1956 our railway operating expenses increased from 
$57,364,000 to $61,900,000, thus more than offsetting an increase of $1,246,000 in 
railway operating revenues for the same period. This increase in expenses has 
forced a sharp reduction in net income from $4,736,000 to $2,845,000 through 
November. We estimate that our net income for the year 1957 will be approxi- 
mately $3,500,000, a reduction of 31.28 percent since 1956 and a reduction of 
44 percent from our 10-year average. 

During the last 2 years there has been a considerable shrinkage in the market 
value of G. M. & O.’s stock. From January 1, 1952, through December 31, 1956, 
G. M. & O.’s preferred stock reached a high of 98 in 1956 and a low of 63 in 
1952, while our common stock reached a high of 44% in 1955 and a low of 25 
in 1952. But on December 11, 1957, our preferred stock closed at 49 and our 
common stock at 14%4,—new lows for recent times. 

The decline in our net earnings from the gross revenue which we have ac- 
tually enjoyed has resulted from increased taxes, wages, cost of materials and 
supplies and other items essential to the operation of the railroad. There exist 
other factors, however, which adversely affect our ability to participate fully 
in the expanding economy of the country. I shall refer specifically to a few 
of the more important of these factors later on in my statement. 


OUR IMPROVEMENT PROGRAM 


Since 1946 we have spent of $93 million of capital money on improvement 
of road property and equipment. 

At the end of 1956 we owned or had under lease one of the newest rail equip- 
ment fleets in the United States. We have enlarged and improved our freight- 
car fleet, the average age of which is a little over 11 years. We completed our 
program of converting to diesel power in 1949. 

We have enlarged our freight yards and lengthened our passing tracks. 

Over 56 percent of our main line rail has been relaid new since 1940 and in 
many instances in heavier section. Costs of laying new rail are being controlled 
with all rail gangs presently 100 percent mechanized. On double track a 40-man 
gang can now lay 2 miles of track (when 1 of the 2 tracks is taken out of 
service a full 8-hour period, whereas, under former systems 80 to 100 men 
were needed to lay 1 mile of rail. Ballast gangs are also mechanized as are 
also our tie gangs. A 20-man gang with modern equipment can now replace 
over 400 ties in an 8-hour day, whereas 50 men would have been needed to 
replace a similar number without the benefit of modern equipment. All bridge 
gangs are equipped with power tools to increase the productivity of employees 
and to serve to reduce expenditures importantly. As it becomes necessary 
to rebuild timber bridges, of which we have had approximately 40 miles, if 
practical, they are replaced with culverts or pipe and filling, and in the last 
10 years 4 miles of timber bridges have ben retired in this manner reducing 
future bridge maintenance costs. In the past 6 years the number of section 
foremen has been reduced 50 percent and track laborers approximately 40 per- 
cent. 

We have improved our signaling. We have installed CTC on parts of our 
lines. We have eliminated manually operated interlocking plants to a large 
extent by retiring them and substituting automatic interlockers or where im- 
practical to do so, by remotely controlling one from another. 

All through freight trains are equipped with head end and rear end radio. 
All regularly assigned passenger locomotives are similarly equipped. The 
company-owned automobiles of all operating division officials are also equipped 


1Fixed and contingent charges. 
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with two-way radios and these officers and train dispatchers on certain of our 
heaviest divisions can talk directly to trains by radio through wayside towers, 
all of which increases the efficiency of our operations. Terminal switching is 
directed by yard supervision through radio towers. 

We have installed teletype communication and carrier telephones connect- 
ing all of the principal points throughout our entire system. 

Since 1946 we have discontinued 20 little-used, unprofitable passenger trains 
and thereby eliminating 1,674,000 passenger train miles annually. Our out- 
of-pocket loss on these trains amounted to almost $1 million. We have pend- 
ing proceedings for further reduction of passenger service by which we expect 
to eliminate approximately $950,000 of expenses annually. 

Since 1950 we have saved more than half a million dollars annually by mech- 
anizing platform gangs and other station service and by the elimination of un- 
productive and unneeded agency stations. 

We have recently discontinued our passenger train hostesses and our house 
organ, the G. M. & O. News, and in so doing have effected an annual savings 
of approximately $75,000. 

We have cycled our diesel locomotives for maintenance at centralized points 
to reduce our maintenance about $400,000 annually, and we are simplifying and 
mechanizing our accounting through the use of electronic data processing 
machines. 

Since 1946 we have reduced the number of our employees from 12,753 to ap- 
proximately 7,600 at present, although at the same time the average annual 
wage per employee on our property increased from $2,974 to more than $5,000, 
thus substantially eliminating the advantage from having reduced forces. Fur- 
thermore, during that period the normal average workday week was cut from 6 
days to 5, and our employees having 15 years and more of service are now en- 
titled to 3 weeks’ vacation with pay and paid holidays, thus further reducing 
the actual working time per employee. In fact, the number of our employees 
has been reduced to where with 3,6000 miles of track today we are being forced 
through circumstances to maintain our properties and operate them with a little 
more than 2 men on the average per mile for all services. 

We enjoy 1 of the 10 lowest transportation ratios of the class I carriers and 
our gross ton-miles per freight-train-hour rank sixth in the United States. 

We have done and are continuing to do everything consistent with good busi- 
ness practices to economize wherever possible. 

We are constantly trying to strengthen our sales force and to improve our 
services and operate our properties with increased efficiency. 


THE PROBLEM 


The “deteriorating” railroad situation is not a sudden or overnight occurrence. 
True enough, it has been highlighted by the recent downward trend in business 
generally and dramatized through the sudden sharp decline in net income. The 
vanishing net income in the railroad industry merely means that the managers 
of the enterprise have just about exhausted their ability to invent and exploit 
economy measures in order to stretch their dollars to meet higher taxes and 
costs of operation. 

The real trouble with our industry is that we are not maintaining our com- 
petitive position in the race for business. This may be very simply illustrated. 
We are in the hauling business. The principal commodity which we sell is 
measured in ton-miles. During the past 10 years, the railroad industry has not 
only failed to retain its share of the total business available, but it has actually 
lost business. Ton-miles sold by railroads in 1956 were less than ton-miles sold 
by railroads in 1947. For the country as a whole, total ton-miles actually hauled 
by all commercial intercity carriers have increased approximately 30 percent in 
the last 10 years. (The increase in the gross national product during the same 
period was 78 percent.) Had the railroads maintained their competitive posi- 
tion, then in 1956 they would have handled nearly 200 billion more ton-miles 
than they actually handled. 

The picture on G. M. & O. is typical of that of the industry. Revenue ton- 
miles for our company, 1956 versus 1947, showed a 5-percent decrease. Had 
G. M. & O. obtained its relative share of the increased business obviously avail- 
able for transportation by commercial carriers during the last 10 years, then, 
instead of handling an estimated 5,823 billion revenue ton-miles for 1957, we 
would have handled closer to 7,600 billion revenue ton-miles. And I venture 
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the assertion that if the current volume of our business were sufficient to war- 
rant such an estimate for the year I would not be here today and there would 
pe no deterioration of the railroads worth discussing. 


THE REMEDIES 


No one factor is responsible for this situation and no one remedy will serve 
to correct it. There are many measures, however, which would materially 
contribute to a better and more stable railroad industry and national transporta- 
tion system. Among these measures is the prompt repeal of the transportation 
excise tax, the passage of legislation permitting greater freedom in competitive 
ratemaking, the assessment of equitable user charges upon other modes of 
transport using public ways and terminals, a limitation on the agricultural 
commodities exemption and a redefinition of private carriage so as to bring 
within the scope of regulation all for-hire transportaton. 


PRIVATE CARRIERS 


In the 10 years, 1947 through 1956, the amount of property transported in 
intercity movements by motor carriers of all types more than doubled.* This 
movement now substantially exceeds 250 billion ton-miles per year. And all 
available evidence points to the conclusion that nearly half of this tremendous 
movement of goods is transported by private carriage as distinguished from 
public for-hire carriage by motor vehicle. In other words, over 125 billion ton- 
miles are run each year by private trucks in intercity transportation. 

The mere fact of the existence of such a large movement of property not 
participated in by public for-hire carriers is alarming and the continued growth 
of this carriage presents a serious threat to the for-hire carriers of all types. 
But even more alarming and serious is the well-nown fact that a large and 
increasingly larger portion of private carriage by motor vehicle is not true, 
legitimate, real private carriage. 

Highway transportation, which falls in the twilight zone between true private 
earriage and regulated carriage, has become a serious competitive factor for 
rail and regulated motor carriers alike. It is the type of competition which, 
especially in recent years, has made deep inroads in the much-needed revenues 
of regulated carriers. It is the type of competition against which regulated 
carriers have no defense under statutes currently in effect. 

These “twilight zone” operators take several forms. The most common form 
is that under which the vehicle owner has no home base but moves from place 
to place transporting high-rated commodities on a fictitious buy-and-sell basis. 
His practice is to obtain from the consignor a bill of sale for the merchandise, 
then transport it to its destination, and there pretend to sell it to the consignee, 
although the latter has already ordered the identical merchandise from the 
consignor and agreed to pay a delivered price for it. 

In some instances the operation begins as legitimate private carriage, with 
which we have no quarrel, but when that carrier, after reaching its destination, 
returns as a twilight operator in order to reduce its private carriage costs, he 
destroys the basic concept of transportation regulation. These practices, only 
occasional a few years ago, have now become quite common, and are causing 
mounting diversions of traffic from regulated carriers and are on their way to 
destroying our rate structures. 

In our territory, cotton, lumber, sugar, and fertilizer are items that figure 
prominently in operations such as I have described. 

But this practice is by no means confined to those or related items. For 
example, our attention has been directed to an instance where a legitimate 
private carrier was transporting his own commodities in one direction and 
transporting ammunition boxes in the opposite direction. Ammunition boxes 
are in no way connected with the principal’s business and the carrier had no 
authority to transport ammunition boxes either as a common or contract carrier. 

The commodity moved, however, under the subterfuge of the carrier’s owner- 
ship. Frequent and widespread employment of such practices has an adverse 
effect on our public transportation system. 

During the past year a number of recommendations for amendatory legislation 
were submitted to the Congress, each of them designed to subject to regulation 


* AAR Trends in Railroad Operations, December 1957, p. 34, table 25. 
21278—58—pt. 1——_85 
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all forms of for-hire motor transportation in interstate commerce. Among them 
was the Interstate Commerce Commission’s recommendation No. 4. Another 
recommendation was submitted by the Association of American Railroads. The 
adoption of either of those proposals would, in my opinion, go a long way toward 
outlawing and stopping the extremely harmful practices to which I have re 
ferred, and at the same time would not interfere with bona fide private carriage, 
Whether or not either of these specific remedies is adopted, some such legislation 
is absolutely necessary if a healthy national transportation system is to be 
preserved. I strongly urge that the Congress give this problem its most serious 
consideration and adopt remedial legislation. 

Appreciating the fact that a number of railroad chief executives have been 
invited to appear before the committee and to submit a statement of views, I 
have emphasized the need for corrective legislation in the field of private ecar- 
riage so as to in a measure reduce repetition of subject treatment and also to 
insure adequate coverage of a’ given subject. I wish to make it clear, however, 
that this action on my part is in no way an ‘indication that I consider the proper 
legislative treatment of private carriage as the most important of the matters 
I have urged or that any of the others are any the less important. 

We on the G. M. and O. feel that the prompt repeal of the transportation 
excise tax, freedom to competitively price our product, the imposition of equita- 
ble user charges for the use of public ways and terminals, a reasonable limitation 
in the exemption of agricultural commodities for transportation, as well as a 
fair redefinition of private carriage, all are high on the list of “musts” of any 
program of real relief for our national transportation system and its largest 
single segment. Steps such as these would go a long way to remove some of 
the artificial barriers which over the years have been imposed on the railroad 
industry on the theory that it enjoyed a monopoly in the field of transportation, 
Railroads do not in any sense of the word occupy a monopolistic position in our 
national transportation system, yet we continue to legislate and regulate on 
matters affecting their interests just as if their position in the scheme of na- 
ional transportation had not changed from what it was in the last century. 

The fact that the railroads in this country have managed to continue to exist 
under such handicaps and in the face of strong, aggressive, imaginative com- 
petition by other modes of transportation is a fine tribute to the soundness of the 
basic concept on which it is built—that the flanged steel wheel on the steel rail 
is still the safest, surest, swiftest, and most economical way to provide mass 
transportation. 

Mr. Brock. Thank you, Mr. Chairman. 

My name is G. P. Brock. I am president of the Gulf, Mobile & 
Ohio Railroad, with headquarters in Mobile, Ala. 

The Gulf, Mobile & Ohio Railroad extends from Chicago on the 
north, and Kansas City on the west, southward through St. Louis to 
Memphis, New Orleans, Montgomery, Mobile, and Birmingham. It 
is a relatively new system, having been created since 1940. In the 
late 1930’s we had 400 miles of railroad known as the Gulf-Mobile & 
Northern. In 1940 we merged with a railroad in receivership, the 
former Mobile & Ohio, and created the Gulf, Mobile & Ohio. 

In 1947 we merged with the bankrupt Alton, which extended north 
to St. Louis, and extended our lines into Chicago and Kansas City, 
We now have a property of somewhat less than 3,000 miles. 

In 1946 we had 12,753 employees. 

The properties had been pretty well rundown. They had been 
financial or physical failures. We immediately instituted a program 
of improvement. 

We were the first major railroad in the United States to become 
completely dieselized. We had made that determination in 1939 and 
completed it in 1949. We are now in that 10-year cycle with our 
diesel locomotives which began coming to us in 1946. 

Over the period of years we have averaged a net income of about 
$6,250,000. In 1957 our net income was 44 percent off from that 
10-year average, and 32 percent down from the year 1956. 
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In the beginning of 1957 it became quite apparent to us that with 
a 2 percent drop in volume in the first quarter, a 5-percent drop in 
volume in the second quarter, a 7-percent drop in the third quarter, 
and a 10-percent drop in the fourth quarter, that we were pretty well 
on our way to a new period, a new era for the American railroads; 
a depression in a period of unprecedented economic prosperity, in 
peacetime, in the United States. 

We did not, however, begin definitely to hedge, to curtail. We had 
previously made a 3-year contract with our labor that carried with it 
a progressive series of increases in wages, pretty well tied to the cost 
of living and the escalator clause. We knew that we were going to 
be confronted with that aspect on the Ist of November 1957. “We 
worked pretty fairly full speed ahead until that date. Since that 
time we have reduced our employees approximately 1,000. We have 
today about 7,600 or 7,700 employees. Employees that we lost and 
furloughed, and who are standing by, perhaps drawing unemploy- 
ment compensation, or have found work in other industries, are still 
on our seniority lists. They are scattered over our seven States. 

The remainder of the men, the 7,600, we will say, are now drawing 
in compensation $72,000 a year plus the payroll tax more than we 
were paying the 12,753 in 1946. 

Senator Smaruers. Mr. Brock, would you go back over that again? 
I didn’t quite follow it. 

Mr. Brock. In 1946 we had 12,753 employees. Today we have 
7,600. We have lost 5,000 employees. The 7,600 employees we have 
left on our payroll today are drawing $72,000 more than the 12,753 
were drawing in 1946 plus the payroll tax, without any payroll tax 
in that picture at all. The average rate of pay at that time, in 1947, 
was $2,900. Today it is $5,000. 

Senator Smatuers. Let me ask you a question. Did you not men- 
tion a figure regarding the unemployed and what they were drawin 
in unemployment payments? Do you have any estimation of that? 

Mr. Brock. No, I do not, except I might just make this one state- 
ment that might be helpful. That is our payout. While we had 
reduced our payroll about $25 million on today’s costs, we made no 
headway, in effect. We are paying to the employees we have left 
substantially the same amount of money that we were paying to the 
12,753 in 1946 in dollars. 

The payroll tax alone, this year, on the payroll of the employees 
that we will have in service, will be an amount equivalent to 50 per- 
cent of the total gross revenue of the 400-mile railroad with which 
we started. The taxes that we will pay this year are double the 
annual gross revenue of the 400-mile railroad with which we started 
17 years ago. 

I am not recounting that situation with any other purpose than to 
show that it is extremely difficult to make any headway. Our em- 
ployees are perhaps like all other railroad employees the most loyal 
and efficient group that you have in any of the American workmen 
groups. They are loyal, they are faithful, they are experienced, they 
are railroad people, and they want their job, they want to stay there. 
But when we hit these periods of decline, we always have some of this. 

But for the first time in my experience on the American railroad 
scene we have an entirely different situation than just a decline. 
There is no depression in the intercity traffic movement. It is up 3314 
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percent from 10 years ago, with all modes of transportation. There 
1s no depression in the movement of ton-miles intercitywise in this 
country, except for the railroads. 

Now, for the first time in a period of prosperity, we find ourselves 
depressed. We find that in the last 10 years our volume of the inter- 
city traffic on a ton-mile basis has gone down, and our own particular 
ton-miles have gone down 5 percent in that period. That pretty well 
I would say characterizes the drop in the gross ton-miles on the 
American railroads as a whole. 

Now, it shouldn’t be that way. And why shouldn’t it be that way? 
Because we have developed on the American railroads with the flanged 
wheel and the steel rail, the most economical mass transportation 
agency in the world. And the American people cannot get the bene- 
fit of it because of the competitive situation of which you have heard 
so much about. 

We are not being illegally dealt with. We are being more or less 
crucified legally. It is the legal aspect. 

Senator Smaruers. Mr. Brock, right on that point, you say that 
the Ameriacn people are not realizing the benefit of this cheap trans- 
portation by legal means. Do you mean by that to say that it is be- 
cause of the theory of the Interstate Commerce Commission that they 
will not permit you to lower rates for fear that you will get more 
than your fair share of the traffic and take away or injure some other 
mode of competing transportation ? 

Mr. Brock. I join, Mr. Chairman, pretty well in all that I have 
heard here. But the main thing that we cannot do, we cannot give 
the American people the lowest freight rate that should be made 
available to them in this country when it can be made compensatory 
to the owners of the American railroads and when it can be non- 
cliseriminatory. 

We are almost bitter that we have to hold an umbrella over our 
competitor, that we can’t give to our shippers the low rate that we 
could give to them. And when we go to the Interstate Commerce 
Commission with our rate adjustments, we know that overhanging 
us is that theory or interpretation that we must hold, be forced to 
hold an umbrella over our competitors. 

The common carrier truck is in somewhat the same category that 
we are in, except he is getting the cream of the freight and making 
perhaps 5 or 6 cents on a ton-mile basis while we may be making 1.38, 
But he is a common carrier as we are. The private carrier is manu- 
facturing his product and hauling it out and delivering it to a custo- 
mer. He wouldn’t be in there perhaps if it wasn’t for the trans- 
portation tax which gives him an incentive to get in the transportation 
business; a 3-percent advantage in the beginning. 

But we must remember that one of the fundamental principles of 
economics in transportation is that you have to have a haul both ways, 
the larger the unit, the longer the haul, but never a one-direction haul. 
You want it two ways. If you can’t get it two ways, you won’t stay 
in any semblance of the private carriage business or the transportation 
business when you go beyond the ordinary limit of private delivery, 
like a pulpwood truck coming out of the woods and going to the 
paper mill. : 508K 

So you have there the incentive to the private carrier in manufac- 
turing. He delivers his manufactured goods and brings back per- 
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haps an exempted commodity. But he gets in the for-hire business 
in that back haul. 

When we reach decline in business on the American railroads, his- 
torically we curtail, we conserve our cash, we go to the extent that it 
is necessary in reducing our rail requirements for steel, in our case 
75 percent this year; in ties something like 20 percent; in ballast, car 
repairs, car programs. Every expense that we can safely get along 
without, except in the line of research and development, we curtail it. 

We conserve our cash because our situation is this: Our labor prett 
well prices their own work; industry its own goods; but we are al- 
ways forced to buy in a seller’s market, and we always sell in a buyer’s 
market because of this competitive situation. 

If we had something like the construction reserve today and we 
could now go into the market and buy, we would be buying in a buyer’s 
market and thereby we would make much less deeper the depth of any 
economic recession, and much less high the peak of a period of pros- 
perity. But we are never able to do that. We are just never able 
to do that. Because when we hit this sort of thing we conserve our 
cash, because our credit declines, our income begins to vanish, and we 
begin to get on the defensive, and we cannot get on the offensive. 

e just want a fair chance to play in this game of transportation 
in this country under the same rules and with the same sort of ref- 
eree as do the people with whom we are competing. That is all we 
ask. We just want a chance. 

It could be that we failed miserably in not having a long time ago 
told this story to more and more people. But we have told it to 
each other over and over again. And we agree with each other 
pretty well on most things. But now for the first time, before 
the finest body and the most powerful governing body in the world 
we have finally come to the right place at the right time to tell a real 
story to the right people. 

And it has been a privilege and an honor, I assure you. 

Senator Smatuers. Thank you very much, Mr. Brock. 

Are there any questions ! 

Senator Lausche ? 

Senator Lauscue. No, sir. 

Senator Smaruers. Senator Schoeppel ? 

Senator Scuorrren. No, sir. 

Senator Smaruers. It has been a very moving and eloquent plea. 
Your testimony has been most helpful to us. 

Mr. Brock. Thank you, Senator. 

Senator Smatuers. The next witness is the president of the Denver 
& Rio Grande Western Railroad, Mr. G. B. Aydelott. 


STATEMENT OF G. B. AYDELOTT, PRESIDENT, THE DENVER & RIO 
GRANDE WESTERN RAILROAD CO. 


Mr. Aypre.orr. Senator Smathers and members of the committee, 
for the record, my name is G. B. Aydelott. I am president of the 
Denver & Rio Grande Western Railroad Co., a publicly held common 
carrier railroad company serving the territory between Denver and 
Pueblo, Colo., and Salt Lake City and Ogden, Utah, with much 
branch line mileage in the State of Colorado and Utah in addition. 

The character of our property is a dual one in that it is a vital link 
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in the hauling of transcontinental traffic between its connections on 
the east and its connections on the west, and also performs vital local 
service to agriculture and the steel industries in the States of Colorado 
and Utah. 

Senator Scuozrre:. Mr. Chairman? 

Senator Smaruers. Senator Schoeppel. 

Senator Scuorrren. Mr. Aydelott, I understand that the former 
distinguished chairman of this committee, and a former colleague and 
former governor of the State of Colorado is on your board of directors, 
So the members of this committee might have a perfectly good entree 
to someone who understands our picture as well as some of your 
problems at the moment. 

Mr. Aypevorr. Yes,sir. Ed Johnson is on our board. However, at 
present he is in Phoenix, Ariz., getting a bit of sunshine. 

First I wish to express my thinks for the opportunity to comment 
on the situation as it exists today, a situation described as deteriorat- 
ing, because that is exactly what it is, and it is not a new thing. The 
only thing new about the present situation is that there has been 
precipitous decline in operating gross revenues on the part of most 
of the railroads in the country. This includes the Rio Grande Rail- 
road, also. 

It has been brought out more recently, I think, to everyone’s atten- 
tion because of this sudden decline in revenue which has occurred, 
on our property since November principally, while at the same time 
the inflationary factors involving wages and costs of material are 
still with us. Costs are still going up, and wages are still going up, 
and as Mr. Brock mentioned before me, we, too, are mixed up with a 
3-year wage agreement. 

Leaders of our industry have, prior to this, called this situation to 
the attention of many people. We have been before the Interstate 
Commerce Commission with requests for increases of rates, not based 
on increased costs alone, but also to recompense for a proper and suit- 
able return on investment. These factors have been with us for many 
years, but there was sufficient traffic moving in the past several years 
so that the gross income of our company, for the most part, covered 
the higher costs and did leave something over. Something over, by 
the way, which was for the most part reinvested in the properties in- 
volved. 

Now with the gross income disappearing rapidly to a large extent, 
there is an immediate danger, I think, connected with the situation. 
And the hearings which you are conducting are indeed very timely. 
We are in an emergency situation, I feel. 

I have submitted written testimony which covers principally how 
the factors involved affect the Rio Grande Railroad. I think I would 
now, at this opportunity, rather indicate that the situation I have just 
described—I think the basic causes of this situation have been de- 
scribed many times—I would categorize them in three major classes: 
(1) subsidized competition; (2) compelled wasteful practices; and 
(3) adverse legislation, adverse judicial extension of interpretation, 
excise taxes, and things like that. 

Subsidized competition has been dealt with considerably here, I 
think, in the previous testimony, and I won’t go into any details 
other than what you might wish to ask me. But I feel that the way 
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to correct the subsidized competition situation, the only way to cor- 
rect it, is not to indicate a requirement for further subsidy for rail- 
roads or any other group, but to turn the railroads loose; the only 
thing we need to do 1s to compete with other modes of transportation 
on the same ground rules. if. some of our shackles were removed, we 
could do this. I think we would all stand our chances and compete 
with everybody for hauling of goods in intercity traffic. Subsidized 
competition would require, if it were somewhat removed, the payment 
for the use of governmental-supplied facilities on a user bees by 
other modes of transportation who do not now make complete pay- 
ments toward their use. 

In the compelled waste category—lI refer to instances where railroad 
managements are not permitted to use their own judgment to reduce 
loss operations, but are compelled by local and State utility commis- 
sions to continue to operate losing passenger trains, to continue to keep 
stations open that are no longer necessary—it has even gotten to the 
point among some of us that we are almost precluded from going to 
a commission because of the reception we would get. 

The way to fix some of these things, I think, would be to adopt 
legislation which would repeal immediately the excise taxes on trans- 

rtation. The revenue picture, I suppose, is serious to the Treasury 
of the United States, but there are many other ways that any loss in 
revenue occasioned by repeal of a 3-percent transportation tax could 
be made up. 

Senator SmaruHers. On that point right there, is it your view that 
if this 3 percent transportation tax were removed your business would 
improve, and, of course, your income would be greater therefore, and 
then your taxes would be greater, and therefore the Federal Govern- 
ment and the Treasury would get more money? Is it not feasible to 
say that this business would be taken away from some other business- 
man, and that the man who lost the business would pay less taxes and 
his business would go down and his payments to the Treasury would, 
of course, be less, and that therefore we would not end up with any 
net increase to the Federal Treasury ¢ 

Mr. Aypetorr. To the first part of your statement, Senator 
Smathers, I would say “Yes.” And to the latter half, “No.” It 
would be my opinion—and I can use an exact example in the territory 
in which we serve, where businessmen have gone into private trans- 
portation of their own product, sometimes in both directions, some- 
times with a return haul with an exempt commodity. And the excise 
tax itself is what makes it cheaper for him to go into that business. 
If the excise tax were removed, giving the railroads a chance to use 
their large investment property to do this service, the businessman 
who went into private transportation would not lose any business; he 
would merely transfer his freight transportation back to an agency 
which is equipped to handle it. 

Senator Smatuers. Thereby he could actually run his business more 
profitably, and thereby create a greater tax to the Federal Treasury, 
and thereby the net to the Federal Treasury would be greater; is that 
your contention ¢ 

Mr. Aypetorr. Yes, sir; that is my contention. Plus the fact that 
there is considerable Treasury money being spent in the maintenance 
of harbors and rivers, and in the building of larger highways and 
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things like that, which could very well be reduced to make up for the 
loss of an excise tax. This is my opinion, not necessarily others’. 

Senator Smaruers. Go ahead. 

Mr. Aype.orr. Another area where help would be very material to 
the Rio Grande and to many other railroads in our territory would 
be further restrictions upon exempt commodity hauling. This has 
bred a new breed of cats in the transportation industry which I don’t 
think Congress intended when agricultural commodities were ex- 
empted from publishing rates and tariffs and being under regulation. 
It ae gone to the point now where our traffic in the potato business 
and in the peach business has dropped well over 50 percent because 
an exempt commodity hauler can come in knowing full well what our 
published tariff rates are; he can cover them, make a trip, and take 
the business away from a railroad which can support a proper market 
for the commodity and not even injure a shipper’s commodity. 

Some indications have been presented here as to improvement, as 
to cost situations with regard to railroads. The Rio Grande has a 
reputation of being one of the most modern and one of the most 
efficient railroads in the country, and we are very proud of that 
record. For the past 10 years, since we have come out of our last 
trusteeship, we have spent over $80 million put back into the property 
to make this a truly high-grade, competitive transportation piece of 
property. 

Now, when traflic is moving by truck, on subsidized highways, and 
by airplane, and subsidized airports, our very expensive, well nail 
tained property sits out there with traffic artifically diverted away 
from it because of this subsidized competition. 

Senator Scuorrre,. And, Mr. Aydelott, you are going to get more 
and better and faster improved highways, and you are going to get 
better, faster, and more improved airways, so the situation looks a 
little rough at the moment, from your point of view, doesn’t it / 

Mr. Aypvevorr. It certainly does, Senator Schoeppel, especially 
when the jet air age has now come into the picture and most airports 
of the country are undergoing a revamping, and most of the people 
in the country are furnishing money, through airport authorities, 
where the cities back up the bonds to extend these runways and make 
them suitable for the jet air age. I have no complaint of anybody 
who wants to ride the aaleadtbocwene they are faster, but when it is 
because they are cheaper, there is something wrong, and that is what 
is happening. 

Senator Lauscur. Mr. Aydelott, have you gone through two 
trusteeships or more ? 

Mr. Aype.orr. “Or more” would be proper, as far as the Rio 
Grande is concerned, Senator Lausche. But 1 have not been familiar 
with those in the past. 

Senator Lauscue. You are not able to tell, then, whether the re- 
organization or the receivership that occurred in the depession period 

vashed out any of the securities held by your investors? 

Mr. Aypevorr. Yes, I can tell you this, Senator Lausche, that the 
receivership into which we went in 1935, which I think is the one you 
refer to, did wash out all of the common stockholders. 

Senator Lauscue. What was the value of that common stock that 
was washed out? 

Mr. Aypetorr. That I do not have. I do not know that. 





PROBLEMS OF THE RAILROADS 549 


Senator Lauscue. Did you go through another receivership? 

Mr. Ayveworr. No, sir; that is the most recent. That trusteeship 
lasted from 1935 until 1947, in April, when we emerged. But during 
the trusteeship, under the guidance of the Federal District Court in 
Denver, the railroad was not merely maintained as an operating prop- 
erty, it was improved tremendously. And as I mentioned, in the last 
10 years since coming out of trusteeship, we have expended another 
$80 million on further improvemen ieselization, hump yards, and 
things like that. 

Senator Lauscue. Then in that trusteeship all of the common stock 
was washed out. Were any of the bonds washed out ? 

Mr. AypreLorr. Some of the junior bondholders’ equities were ma- 
terially reduced and the senior bondholders ended up with new bonds 
and capital stock. 

The Missouri Pacific Railroad, for example, who, before the last 
trusteeship, owned 50 percent of the property, ended up with some 
shares of the common stock in the present company because they held 
senior mortgage bonds, also. 

Senator 4AUSCHE. What is your fiscal position right now, as you 
see it ? 

Mr. Aypetorr. At the present date we are in good financial posi- 
tion. Our 1957 period, the way estimated results look now, is going 
to be better than 1956, so far as gross earnings and net earnings both 
are concerned. But if the fiscal year began November 1 for our prop- 
erty, certainly 1958 is going to look about 30 percent off in net. The 
months of November and December have both shown a sudden drop. 

Senator Lauscur. What have been your net average earnings, say, 
over the last 10 years? 

Mr. Aype.orr. It would be difficult to average, because ever since 
we came out of trusteeship the past 10 years our net income has in- 
creased each year. Our gross income has increased almost every year 
except 1954, when I think there was a setback in the economy of the 
country. But our net did increase because of cost-control methods. 
Right now, as a figure, Senator Lausche, in 1956 we grossed $83 
million, and we netted $12,200,000. In 1957, it looks like we will 
gross around $84 million and net around $12,900,000. 

I think in 1955 we grossed $81 million, and netted $11,900,000, along 
in that area. 

Senator Lauscur. That is after taxes? 

Mr. Aypetorr. That is after taxes, and after funds; yes, sir. 

Senator Lauscue. Thank you. 

Mr. Aypexorr. That is all the testimony that I have, sir. 

Senator Smatuers. Thank you very much. 

Senator Schoeppel, do you have any questions? 

Senator Scnorrren. I don’t believe that Ido. Thank you. 

(The prepared statement of Mr. Aydelott is as follows:) 


STATEMENT OF G. B. AYDELOTT, PRESIDENT, THE DENVER & RIO GRANDE WESTERN 
RAILROAD Co. 


My name is G. B. Aydelott, and I am president of the Denver & Rio Grande 
Western Railroad Co., commonly called the Rio Grande. The Rio Grande is a 
small railroad system in comparison with some of the other railroads whose 
executives have appeared or will appear before you, but it is nevertheless an 
important link in transcontinental transportation. It is an independently owned 
and operated railroad, and is a bridge carrier whose lines extend from Denver 
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and Pueblo, Colo., west through Colorado and Utah to Salt Lake City and Ogden, 
Utah. The Rio Grande and its connections make a transcontinental rail route 
lying between the Union Pacific on the north and the Atchison, Topeka & Santa 
Fe on the south. Rio Grande connects with the Chicago, Burlington & Quincy 
Railroad, the Chicago, Rock Island & Pacific Railroad, and the Union Pacifie 
Railroad at Denver, and with the Missouri Pacific and the Santa Fe at Pueblo, 
and at its westerly termini at Salt Lake City with the Western Pacific and the 
Union Pacific, and at Ogden with the Southern Pacific and the Union Pacific. 

The Rio Grande has more local rail mileage in Colorado than any other rail- 
road, and renders extensive local rail service in Colorado and Utah, in addition 
to functioning as a bridge line with respect to transcontinental traffic. Its line 
south from Denver through Pueblo and thence south and west serves an impor- 
tant agricultural area known as the San Luis Valley, which produces large 
quantities of farm products, particularly vegetables and potatoes. From Ala- 
mosa, the center of the San Luis Valley district, it has the distinction of operating 
practically the only remaining, and certainly the largest and most modern 
narrow-gage railroad system in the United States, to Durango, in the southwest 
corner of Colorado, and thence to Farmington, N. Mex., the latter towns being 
the supply points for extensive oil, gas, and uranium developments in the so- 
called four corners area, where the States of Colorado, New Mexico, Utah, and 
Arizona have a common corner. From Denver west through the Moffat tunnel, 
under the Continental Divide of the Rock Mountains, and from Pueblo west 
through the famous Royal Gorge of the Arkansas River, the Rio Grande serves 
a large farming and fruit-raising district, the center of which is Grand Junction, 
the largest city in Colorado west of the Continental Divide. Located at Pueblo 
is the large steel mill of the Colorado Fuel & Iron Co., and near Provo, Utah, 
the Rio Grande serves the steel mills of the Geneva plant of the United States 
Steel Corp., as well as an extensive industrial and agricultural district extending 
along its line from Helper, an extensive coal-mining district, through the Salt 
Lake Valley to Salt Lake City and Ogden, Utah. 

The situation of the Rio Grande is inevitably governed by the welfare of the 
larger railroad systems with which it connects, as above outlined, and the prob- 
lems faced by those roads and the remedies urged for meeting them apply also 
to the Rio Grande. However, I desire to more fully elaborate on our own 
situation. 

No one can question the fact that the railroads are essential to the national 
economy and our national defense. That was amply demonstrated in World War 
II. Rio Grande had a vital role in that war effort. It moved 3,001,088 military 
personnel over its line in special trains or in group movements on regular trains 
during the war period. No other means of transportation could move this large 
number of men over the Rocky Mountains as and when, and in the number, 
required. Most of the Government freight and other freight necessary to the war 
economy moved by rail and the Rio Grande carried approximately 13.4 percent 
of this transcontinental rail freight over its bridge line, and, at the same time, 
handled increased tonnage of local freight on its line, including the ore, coal, and 
lime rock necessary to the steel mills at Pueblo and Geneva, and the finished 
products therefrom. 

The Rio Grande has done a great deal during the past 20 years to improve its 
property and bring it up to date in order to operate more efficiently and eco- 
nomically and thus maintain its high standard of service as a vital link in the 
railroad systems necessary to the national economy and the national defense. It 
needs to do more and would further improve its property if its earning would 
permit it to do so. During the period from January 1, 1936, through November 
80, 1957, additions and betterments for roadway projects amounted to $44,834,000 
and for equipment, $109,983,000, or a total of $154,817,000. Improvements were 
made to bridges, trestles, and culverts which materially reduced the maintenance 
expense, new and improved rail and fastenings were installed, a new yard was 
constructed at Denver, an automatic retarder yard at Grand Junction, and 
improvements were made to the Salt Lake yard, new shops and engine houses 
were constructed and centralized traffic control and other signal systems were 
installed and new offtrack roadway machines were purchased. 

Rio Grande’s standard gage is now entirely dieselized and the expenditure for 
locomotives during the period mentioned was $47,576,000; for freight cars, 
$52,465,000 ; for passenger train cars, $7,211,000, and for other equipment, prin- 
cipally automotive trucks and maintenance equipment, $2,731,000. To partially 
finance this equipment, equipment obligations totaling $57,208,000, were issued, 
of which $33,102,000 of principal amount were paid off during this period. The 
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remaining cost of roadway projects and equipment was financed through reten- 
tion of income. Barly in this period a research laboratory was established and 
through its efforts Rio Grande is able to make use of lower cost fuel for diesel 


_ locomotives, which results in annual savings in excess of several hundred thousand 


dollars. New projects are under research, seeking further savings in the future. 

To make these improvements, Rio Grande, in addition to borrowing on equip- 
ment, plowed back into the property the major part of its earnings, and had it not 
done so, it would have been unable to operate under the increased wages and 
material prices which have been but partially offset by increases in rates. 

Given an opportunity to earn a fair revenue, Rio Grande would proceed to com- 
plete its projected Webster Hill tunnel, thereby eliminating considerable distance 
of sharp curves, and would also make other line changes, reducing grades and 
decreasing curvatures ; it would retire one of the double track sections of its main 
line and install centralized traffic controls on the remaining track, thus reducing 
maintenance cost, and would line certain of its tunnels with concrete, all of which 
would bring about economy of operation and faster, more efficient handling of 
passengers and freight. 

We are privately owned and such technological advances and improvements as 
we have made have been paid for from our earnings or on the strength of our 
credit. We are among the largest taxpayers in Colorado and Utah, and one of the 
largest employers of labor in those States. We provide high volume, low-cost 
transportation service upon which the economy in our territory depends, but we 
are severely handicapped, through no fault of our own, in attempting to compete 
for much of the business we handle and in endeavoring to effect economies in 
the discontinuance of unnecessary facilities, particularly branch-line passenger- 
train service. 

I have mentioned the San Luis Valley served by our railroad in Colorado. 
During the 1946-47 shipping season, the total shipments of potatoes by both rail 
and truck was 8,720 carloads. Of this movement the Rio Grande handled 7,683 
earloads and the trucks 1,037 carloads, or 11.8 percent of the crop. Ten years 
later, in 1956-57 season, the total shipments had increased to 11,491 carloads 
but the railroad handled only 2,213 carloads while the trucks moved 9,278 
carloads, or 80.7 percent of the crop. The situation was nearly as bad, consider- 
ing all San Luis Valley agricultural products as a whole. In 1946-47, the Rio 
Grande handled 10,858 carloads of perishables out of a total of 12,407 carloads, 
while the trucks hauled 1,552 carloads, or 12.5 percent, but in 1956-57 the Rio 
Grande handled but 3,732 carloads out of a total of 16,578 carloads, while the 
trucks had increased their haul to 12,846 carloads, or 77.5 percent of all the 
perishable products. 

One of the best known agricultural commodities produced in Colorado is the 
Palisade peach, which is grown in the Palisade district on our line, near Grand 
Junction. In 1947 the total peach crop was 3,317 carloads, of which the Rio 
Grande handled 2,723 carloads and the trucks 594 carloads, or 17.9 percent. Ten 
years later, in 1957, the Rio Grande’s proportion had been reduced to 1,400 
earloads, of a total of 2,247 carloads, and the trucks handled 847 carloads, or 
87.7 percent. The trucks did better with respect to all perishable crops in western 
Colorado, increasing their haul from 16.8 percent of the crop in 1946-47, to 48.9 
percent of the crop in the 1956-57 season. Other instances might be mentioned 
but the situation in the San Luis Valley and that in western Colorado are repre- 
sentative and characteristic of the experience of the railroads of the country. 

We have not sat complacently watching these carloadings gradually get away 
from us during the past 10 years. We have attempted education of the growers to 
better grading and more stable marketing conditions, based on known costs of 
transportation. We have made rate and minimum weight adjustments and 
improved loading and icing facilities and cut the transit time to markets, and 
our service is much better now than 10 years ago. We have our own trucking 
subsidiary operating as a motor carrier in these areas and we know the insignifi- 
cant volume of agricultural commodities which has been hauled by our motor 
carrier, at published tariff rates. We are also familiar with the operations of 
competing common carrier trucklines in the areas and they, likewise, are not 
handling an appreciable amount of the traffic. The business has gone to the 
itinerary trucker of exempt commodities. Our men see them unloading grain, 
citrus fruits, etc., in the areas and watch them loading at the potato cellars, 
cooperatives and distribution sheds in these districts. We do not know what 
rates the exempt commodity haulers are charging because they do not publish 
their rates. We do know that they are entirely familiar with our rates because 
they invariably get the business and our shippers tell us that they can get a 
“better deal” from the trucker. 
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This traffic is handled by the truckers under the agricultural commodities 
exemption of section 203 (b) (6) of part II of the Interstate Commerce Act, 
The traffic involved consists strictly of agricultural commodities and is not 
affected by the court decisions expanding the exemption to cover agricultural 
commodities which have been processed. We do have two canning factories 
in the western Colorado peach district, one of which freezes fresh fruits and 
we have lost most of the frozen fruit business from this factory and will lose 
considerably more, as well as the transcontinental traffic in canned goods, if 
the definition of agricultural commodities should be extended by court deci- 
sion to include canned fruits and vegetables. 

We favor the amendment proposed by the Interstate Commerce Commission 
which would confine the exempt transportation of agricultural commodities 
from the point of production to the primary market. We do not believe that 
the Congress, in exempting agricultural commodities, intended to foster the de- 
velopment of an entirely new class of carriers specializing in the transportation 
of agricultural products, without regulation, to the detriment of the regular 
carriers, both rail and motor. We think it was the intention to permit the 
farmer to get his products to the point of sale without being handicapped by 
the regulations affecting carriers for hire. It does not work out that way, 
The Colorado farmer and fruitgrower is not benefited by this exemption. He 
does not ship his produce to the major eastern markets. He sells to a broker 
or to a cooperative or dealer in his local town, which is served by the railroad 
and the certificated common carrier truckers, and the only exemption the 
farmer needs is for the purpose of getting his commodities from the farm to the 
point of sale. Under this exemption it is the commercial interests or the 
middleman and the itinerant trucker who receive the benefit, and not the 
farmer. While we favor S. 1689 and H. R. 5823, which would enact the recom- 
mendations of the Interstate Commerce Commission into law, as the solution 
to our problem, nevertheless, if there is no fair prospect of passing this legisla- 
tion, we certainly support S. 2553, introduced by Senator Smathers, as a long 
step in the right direction. 

Closely connected with the problem of exempt commodity transportation is the 
situation with respect to the private transportation. We have no complaint 
concerning bona fide private carriers, i. e., the transportation of one’s own ma- 
terial, supplies, and products, in his own vehicles. We do have just cause to 
complain of private carriage used as a subterfuge for public or for-hire trans- 
portation. One of the common methods used is the execution of a fictitious 
bill of sale whereby a trucker, for instance, takes a load of potatoes, an exempt 
commodity, from a dealer in the San Luis Valley, to an eastern market such 
as Kansas City or St. Louis, and on the return trip brings back a load of farm 
implements for the dealer under a bill of sale issued to the trucker. The 
trucker considers the farm implements a back-haul which he can transport 
cheaply rather than return empty, and the dealer saves the difference between 
the cut rate of the trucker and the tariff rate of a regulated carrier, plus the 
3 percent transportation tax. The situation is sometimes reversed, with the im- 
plement dealer transporting to market livestock or agricultural products for his 
local customers and bringing back farm implements and machinery for his 
store. The public loses in the long run because the ability of the regulated 
earrier to provide service is weakened and nothing is gained by the public 
because the farm implements are still sold at list price to the customer. 

There is also an actual purchase plan engaged in by reputable concerns to 
reduce their transportation costs. These concerns will deliver their own manu- 
factured products or stock in trade to customers and then purchase merchan- 
dise or products foreign to their own line of business but which are in demand 
in their own locality, and haul such merchandise or products back and resell 
them at a cut price for enough profit to equal or somewhat exceed their trans- 
portation expense. 

The recent redefinition of contract carriage (Public Law 85-163), approved 
August 22, 1957, 203 (d) of the Interstate Commerce Act, now prohibits “for- 
hire transportatiuon business by motor vehicle” without a certificate or permit 
authorizing the transportation. This takes care of the situation where it might 
be claimed that the particular transportation, while for-hire, was neither com- 
mon carriage nor contract carriage, but it does not cover the situation of the 
psuedo-private carrier. We urge the amendment to this section advocated by 
the American Association of Railroads during the hearings last year on S. 1677, 
pursuant to which section 203 (c) would be amended as indicated by the italicized 
language as quoted below: 
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“Except as provided in section 202 (c), section 203 (b), in the exception in 
section 203 (a) (14), and in the second proviso in section 206 (a) (1), no person 
shall engage in any for-hire transportation business by motor vehicle, in inter- 
state or foreign commerce, on any public highway or within any reservation 
under the exclusive jurisdiction of the United States unless there is in force with 
respect to such person a certificate or a permit issued by the Commission authoriz- 
ing such transportation nor shall any person in any other commercial enter- 
prise transport property by motor vehicle in interstate or foreign commerce unless 
such transportation is solely within the scope and in furtherance of a primary 
business enterprise (other than transportation) of such person.” 

Under this amendment the transportation of one’s own property or the products 
handled in one’s own business would not be affected but the transportation of 
other products without the required certificate or permit would be illegal. Under 
such circumstances we feel that many concerns would discontinue the trans- 
portation of their own merchandise, especially if the unfair burden placed on 
transportation by the transportation excise tax was removed. 

The 3 percent transportation excise tax is a substantial burden of the for-hire 
carrier, whether rail or truck, in meeting private carriage competition. The 
10 percent tax on passenger transportation also operates to the great disadvan- 
tage of the railroads and other carriers of passengers because it increases the 
cost of carriage as compared to the use of the private automobile. It was enacted 
as a deterrent to travel during the war and the conditions causing its enactment 
have long since disappeared. The transportation tax is particularly burdensome 
in the West where commodities are carried long distances to market and where 
manufactured articles are similarly shipped from the manufacturing centers in 
the East. The higher freight charges necessary to cover the transportation of 
these commodities are increased by a much higher charge for excise tax than 
applies with respect to commodities destined to and from communities in the 
East, closer to manufacturing and producing areas. We firmly believe that the 
added income tax of shippers after elimination of the transportation excise tax 
as an expense and the added income tax which the for-hire carriers would pay 
because of a recovery of the business now handled by private carriers, would 
return to the Government a substantial part of the overall amount of the trans- 
portation-tax revenue. 

There is another regulatory matter which prevents the railroads from handling 
the volume of traffic which they should be handling in the public interest and 
which denies to the railroads the benefits, revenuewise, of an advantage which 
is inherent in railroad operations. I refer to the matter of competitive rate 
making with respect to other modes of transportation. When we propose a 
rate it must meet three tests: First, is it reasonably compensatory ; second, will 
it unjustly discriminate among shippers; and, third, will it tend to supset the 
competitive balance between the railroad and regulated trucks. We do not 
question that a rate must be reasonably compensatory and we agree that rates 
may not be unjustly discriminatory among shippers—those tests are in the 
public interest—but the third test is not. 

I claim that if our railroad is able to handle a commodity without discrimina- 
tion among shippers at a rate which will pay our cost for the service and return 
to us a reasonable net out of which we can continue to improve our property and 
attract investment capital, and at the same time reduce the cost of the transporta- 
tion to the general public, then we should not be restrained from doing so in order 
to maintain an artificial competitive balance between our rates and the truck 
rates. If the shipper prefers the railroad from the standpoint of service or for 
some other reason he should be permitted to use the railroad without being penal- 
ized by a rate fixed on the basis of maintaining a competitive balance between 
the railroad and the truck lines, and, similarly, if he prefers the truck lines to 
the railroad he should get the advantage of whatever rate the truck lines can 
make without regard to what the railroad charges for the same transportation. 

The principal inherent competitive advantage of the railroad is low cost. The 
principal inherent advantage of the regulated truck line is fast service and great 
flexibility. Each mode of transportation should be permitted to make rates based 
upon its own conditions so that each would find its proper place in the overall 
transportation needs of the country. To this end the Interstate Commerce Act 
should be amended to provide that the Interstate Commerce Commission shall 
not, in considering the rates of one mode of transportation, take into account the 
affect of such rates on the traffic of another mode of transportation, or their rela- 
tion to the charges of any other mode of transportation, or whether such rates 
are lower than necessary to meet the competition of another mode of transporta- 
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tien. H. R. 5523 and H. R. 5524, now pending in the House of Representatives, 
would do this, and the public could then make the choice between the different 
modes of transportation, and the choice would depend upon the kind of trans- 
portation desired, cost and service considered. We urge passage of these bills 
so that we will be free to establish rates based on our own conditions and not 
governed by the conditions of our truck competition. 

The proposal for the removal of special restrictions imposed upon the entry of 
the railroad into other means of transportation, particularly with respect to 
motor transportation, is of vital importance. I have referred briefly to motor 
operations of a subsidiary of our railroad, Rio Grande Motor Way. This sub- 
sidiary is neither fish nor fowl, in that part of its operations, commenced or 
acquired prior to the Federal Motor Carrier Act, as unrestricted, while certain of 
its late operations are restricted pursuant to section 5 (2) (b) of the Interstate 
Commerce Act. Its operations commenced in 1926 on a local basis, under local 
Colorado regulations, in order to meet truck competition and to effect rail econo- 
mies in the handling of less-than shipments. It was gradually expanded 
to serve most of the territory of the railroad in Colorado, and I will say it is in 
active competition with other motor carriers and also with its parent railroad, 
for which, as stated, it also provides substituted service. At about the same time 
and for the same reasons Rio Grande Motor Way commenced common Carrier 
truck service in Utah, under regulations of the State of Utah. Unfortunately, 
the Colorado route extends west only to Grand Junction, and the Utah route ex- 
tended east from Salt Lake City to Price, leaving a gap of 168 miles through a 
sparsely settled, barren country, between the two operations. In view of the 
special restrictions applying to railroad motor carrier subsidiaries, Rio Grande 
Motor Way, after having been denied a certificate by the Interstate Commerce 
Commission to extend its lines to close this gap, merged its Utah operations 
with those of an independent competitor, taking a minority stock interest, which 
results in two short line connecting motor carriers under separate management, 
instead of a direct route under one management between Denver, Colo., and 
Salt Lake City, Utah. 

The two majority stockholders controlling the merged company now desire 
to sell their stock and Rio Grande Motor Way desires to buy the stock, but the 
operation would be worthless, limited to service auxiliary to or supplemental of 
rail service and with the possibility of key point restrictions, because while the 
line renders substituted motor service for rail service in Utah, and between Utah 
points and Colorado points, such traffic would not begin to pay the operating 
expenses of the line. To say that control and operation of this line by our sub- 
sidiary motor carrier would restrain competition seems fantastic when it is con- 
sidered that 7 of the strongest and largest motor carriers in the country 
operate between Denver and Salt Lake City, 1 of them over this same route, 
Nevertheless, we are advised that no such special circumstances exist which 
would lead the Commission to vary from its rule of requiring conditions limiting 
service to that which is auxiliary or supplemental! to the railroad as a condition 
to approval of purchase of the operation. 

I have heretofore expressed support of proposed legislation which I feel is 
necessary in the public interest and for the economic welfare of the railroads 
and, particularly, the railroad which I represent, to the end that the railroads 
may continue to maintain a transportation system adequate to meet the needs of 
commerce and the national defense, but I now wish to briefly express opposition 
to certain pending bills which I believe are not justified and which, if enacted, 
would be harmful to economic and efficient railroad operation. 

S. 3186, the power brake bill, and S. 1672, S. 2480, and H. R. 7308, to amend 
the Hours of Service Act, are, in my opinion, supported by railroad labor for the 
purpose of “making work,” in the case of the power brake bill by bringing about 
limitation of train length, thus requiring more crews, and with respect to the 
hours of service bill by shortening the maximum working hours and extending 
the coverage to employees not now subject to hours of service without thereby 
increasing safety of railroad operations. 

I am also opposed to enactment of S. 1313 and H. R. 4353, to provide substan- 
tial increases in the benefits paid under both the railroad retirement and unem- 
ployment systems, and also greatly increase the taxes to be paid. The railroad 
retirement benefits would be increased 10 percent, which is over and above a 
10-percent increase provided for in the law passed in 1956. The benefits are 
now much more liberal than under social security laws and the additional 
increase would further widen the gap. The increase in the tax from the present 
614 percent to 744 percent during the first year, then to 8% percent in 1970 and 
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9 percent in 1975 on an increased base of $400 per month, will place a terrific 
burden on the payrolls of the railroads for the retirement part of the system 
alone and would place the railroads at further great disadvantage with regard 
to truck competitors who are covered by social security. 

As to unemployment benefits, the daily benefit rate would be increased from 
50 percent to 60 percent of the daily rate of pay, with the maximum raised from 
$8.50 to $10.20 per day. The length of benefit time would also be increased 
beyond the present limits and the cost, to be borne entirely by the railroads, 
would increase from the present 2 percent of $350 per month to 4 percent of $400 
per month per employee. The benefits are much higher than paid under State 
systems and the length of time they are available is much longer and, in some 
cases at least there would be little inducement for a sick or injured employee to 
return to work. Our tax for unemployment benefits would be four times the 
tax for State unemployment coverage which is paid by our motortruck competi- 
tors. The vicious circle of higher wages, higher taxes, and increased rates is 
driving our business to private carriage and to the for-hire trucks. 

In conclusion, it is my firm belief that the Congress should take “constructive 
action to help the railroads to help themselves” in the following manner: 

(1) By amending section 203 (b) (6) of the Interstate Commerce Act, as 
recommended by the Interstate Commerce Commission, and as proposed in 
H. R. 5823 in order to confine exempt transportation of agricultural commodities 
from point of production to primary markets. 


Senator SmarHers. Thank you. Your testimony has been very 
helpful to us, Mr. Aydelott. 
ur next witness is Mr. Murphy, the president of the Burlington 
Railroad, Mr. H. C. Murphy. 
Mr. Murphy, you may go right ahead. 


STATEMENT OF H. C. MURPHY, PRESIDENT AND CHAIRMAN OF 
EXECUTIVE COMMITTEE, BURLINGTON LINES 


(The complete statement of Mr. Murphy follows:) 


STATEMENT OF H. C. MurPHY, PRESIDENT OF BURLINGTON LINES, ON THE 
DETERIORATING RAILROAD SITUATION 


Mr. Chairman, my name is H. C. Murphy. I am president of the Burlington 
Lines, with headquarters in Chicago. These lines embrace the Chicago, Burling- 
ton & Quincy Railroad Co., the Colorado & Southern Railway Co., and the Fort 
Worth & Denver Railway Co., which, collectively, operate almost 11,000 miles of 
roid and over 16,000 miles of track in 14 midwestern States. Roughly, we serve 
the territory between the Mississippi River and the Rocky Mountains. 

‘he Burlington is one of the few major railroads which has an unbroken 
record of annual dividend payments since the Civil War, and has never defaulted 
or. a debt obligation. We have had our ups and downs but have always success- 
fully come through the panics, depressions, recessions, and other gyrations of 
the business cycle which have occurred during a corporate life of more than 100 
years devoted to public service. 

I mention this in no boastful sense—because most of this good record was made 
before my time—but rather because it reflects the intensity and gravity of the 
current “deterioration” in the earnings of the whole railroad industry. When a 
railroad lik the Burlington—with its traditional stability of earning power and 
its sound and conservative debt structure—begins to feel the pinch of reduced 
net income; and when many of our less fortunate neighbors—despite excellent 
management—are barely able to make ends meet; without any cushion for 
needed improvements or for an adequate return on investment ; the danger signals 
are clear. For the reasons stated by Mr. Loomis and others, they involve our 
whole economy and the whole future of our country. I congratulate Senator 
Magnuson, Senator Smathers, and the members of this committee upon their 
foresight and good judgment in scheduling these hearings, and thus providing 
evidence of your desire and intention to help solve this problem of major national 
importance. 

As I understand, you want us to tell you the reasons for “the deteriorating 
railroad situation” and what we think can be done about it, first, through self- 
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help, second, by the executive departments or administrative agencies, and, 
third, by this committee and the Congress. I will try to give you my thoughts 
in each of these categories but, before doing so, would like to say that in my 
opinion our basic difficulty is subsidized competition. We have other problems, 
of course, but our inadequate earnings, and reduced share of total traffic, are 
directly traceable—I think—to the fact that our charges must and do reflect 
the full cost of our service, whereas the charges of our competitors generally 
do not include the full conomic cost of their services. 

When you buy a ticket on an airplane, the general taxpayer stands beside 
you and contributes to the cost of your trip. When a bus or truck transports 
you or your property over the public highways, the private motorist joins the 
general taxpayer in sharing a part of the cost of your trip or your shipment. 
And every time a barge tow moves down one of our improved inland waterways, 
the shipper or owner of its cargo pays only a part of the cost of the service. 
The Federal Government pays for that part of the cost involved in creation 
and maintenance of the channel, the navigation aids, and other related expenses, 

The railroads thus operate under severe handicaps which make it increasingly 
difficult for them to participate in the movement of freight and passenger traffic. 
This economic injustice gets worse each year because we must spend more and 
more on the maintenance and improvement of our roadway, and pay more and 
more State taxes on such property, while the Government concurrently spends 
more and more on airways, highways, and waterways, for the use of our com- 
petitors who contribute little, if anything, to the cost of local government 
through ad valorem taxes. 

This would be tragic enough if the only result was a traffic-starved and 
financially weakened system of railroad transportation. But the implications of 
this policy go much deeper. These false and distorted standards of transporta- 
tion cost frequently divert traffic into unnatural and uneconomic channels; 
encourage operations which, if self-supporting, would be marginal at best; and 
penalize the true low cost form of transportation—the railroads. The result 
is that the overall cost of transportation is higher than it should be, and higher 
than it would be if each form of carriage stood on its own feet, without subsidy, 
and the full, true, economic costs of transportation were included in the charges 
of our competitors. 

Except for the pipelines, oceans, and Great Lakes, the railroads are the most 
economical form of mass transportation, when all true economic costs are con- 
sidered. Of course, cost is not the only factor. Speed, convenience, and flexi- 
bility would take some traffic or travelers into the air, or onto the highways 
in any event, and without regard to the inherent low cost advantage of the rail- 
roads. Likewise, barge traffic would continue to move over our inland waterways, 
in any event, because slower movement reduces warehouse charges, because of 
special loading or unloading arrangements, or for other reasons, 

But, if a way could be found to abolish all forms of subsidy to all forms of 
transportation, and each could compete with the other on terms of absolute 
equality, I think “the deteriorating railroad situation” would cease, abruptly, 
to exist. Instead you would see a regeneration or renaissance of the railroads, 
the overall cost of transportation would be reduced, and the Nation would enjoy 
the best possible transportation at the lowest possible cost. 

And this would tend to bring progressively better service at progressively lower 
costs because of the unique characteristics of railroad transportation. Unlike 
most of our competitors, we can add another car to a train without a proportion- 
ate increase in our costs. It is an axiom in our business that as traffic volume 
goes up, unit costs go down. Manpower, and fuel for motive power, are used 
to the greatest possible advantage. This was demonstrated during two World 
Wars when it became apparent that railroad transportation would conserve man- 
power and fuel, as well as critical materials such as rubber, in contrast to the 
much less provident use of manpower and materials involved in highway and 
airway transportation. 

In fact, you may have heard that “there is nothing wrong with the railroads 
which a 20 percent increase in traffic wouldn’t cure.” This oversimplifies the 
problem, but illustrates the point. If all transportation subsidies could be 
abolished, the inherent cost advantages of railroad service would attract more 
and more traffic, and this, in turn, would lead to lower and lower unit costs, 
to the ultimate great benefit of the public, the railroads, and the whole economy. 

I repeat, therefore, that the most important reason for the deteriorating rail- 
road situation is subsidized competition. This is a basic evil which underlies 
most of our trouble; creates and encourages uneconomic transportation; dis- 
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torts and confuses the shipper’s choice of transport methods; and deprives the 
public of the inherent advantages of railroad transportation with the progres- 
sively lower transportation costs which thus could be made available. I ask 
that you bear this thought in mind as I come to a more specific discussion of 
the questions raised by this inquiry. 


I 


Self-help is generally the best help, and it is certainly appropriate for this 
committee to ask what we think we can do for ourselves. Of course, each rail- 
road executive spends most of his time trying to answer this question. On most 
railroads, including the Burlington, the constant effort of the staff is to find 
ways and means to increase revenues, reduce expenses, and otherwise improve 
net income by more efficient operations. Most railroads, including the Burling- 
ton, have extensive improvement programs, involving projected capital ex- 
penditures of millions of dollars. These programs are subject to continuous re- 
appraisal with a view to adoption and promotion of those projects which will 
yield the greatest return on the investment. 

For example, during the 10 years 1947-56, Burlington’s gross capital ex- 
penditures amounted to $327,991,578. The net cost of additions and betterments 
during this period, after credits for retirements, was $226,804,574. These capital 
expenditures resulted in increased efficiency. They provided the improved tools 
and equipment that made it possible to offset, in part, recurring increases in 
operating expenses and, at the same time, enabled the company to furnish an 
improved service. It would prolong this statement unduly to give you the 
details of this improvement program but, during this decade, our company (1) 
constructed our Centennial Cutoff in Missouri, which shortened our distance be- 
tween Chicago and Kansas City by 22.25 miles and eliminated many sharp 
curves and steep grades on the old route, (2) substantially completed the 
dieselization of our motive power, (3) maintained and improved our fleet of 
freight and passenger equipment, (4) installed many miles of new and heavier 
rail, strengthened and rebuilt bridges, installed more centralized traffic control, 
improved signal and communication facilities, increased the mechanization of 
our accounting procedures, acquired new equipment for maintenance of our 
roadway, etc. 

At Chicago this year we are just completing a new modern classification yard 
with electronically controlled retarders and other improved yard facilities, which 
will cost about $4 million. A freight car will move through this new yard about 
3% hours faster than at present and this investment will produce operating 
savings estimated at $750,000 per year. A new freight house at Berwyn, IIL. 
which will be open for business shortly, will cost about $3 million. It is needed 
for the efficient handling of merchandise traffic; will make additional warehouse 
space available at two of our older freight houses; and will produce estimated 
operating savings of about $185,000 per year. 

These are just two current examples of the type of self-help in which the 
railroads are engaged. In addition to more or less routine additions and 
betterments, our long-range improvement program includes projects on which 
we could spend to advantage at least $10 million per year during the next 
10 years, and obtain a return on our investment of perhaps as much as 15 
to 20 percent on the average. But, regrettably, and because such improvements 
generally must be financed out of earnings which are inadequate by any 
standard, most of such projects must be deferred, and we can proceed only 
with those involving the greatest urgency and highest possible return on the 
investment. 

My point is that we are doing what we can to help ourselves by such im- 
provements, but we could do much more if our net earnings were such as to 
permit full exploitation of the many opportunities for this kind of constructive 
work. 

In any discussion of self-help for the railroad industry we must not forget 
several limiting factors. Chief among these is the factor of inadequate earn- 
ings, which reflects itself in low working capital, and often makes it necessary 
to defer needed improvements. Another limiting factor is found in State 
laws and labor agreements which often make it difficult to get a day’s work 
for a day’s pay, and to obtain maximum efficiency from our working force. 

It should be borne in mind, also, that the railroads operate under a rigid 
system of regulation. Quite generally we must seek and obtain permission from 
the ICC, or some State authority, before effective action can be taken te 
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eliminate or curtail wasteful expenditures. Illustrations are the abandonment 
of unprofitable lines of railroad, mergers and coordination projects, closing 
stations which are no longer needed, and discontinuance of unprofitable passenger 
trains. Most industries can take action, overnight, to eliminate an unprofitable 
service or line of merchandise, but in our industry such steps take months, 
or even years. 

But, notwithstanding the many limitations upon our opportunities for self- 
help, and notwithstanding our inability to do anything about our major prob- 
lem—subsidized competition—I think we should— 

(1) Continue to tell our story to the public, the press, the Congress, and 
others. The American people believe in fair play. They will not tolerate, 
indefinitely, a system which penalizes, unjustly, one of their most important 
public servants. 

(2) Continue to reexamine our pricing policies in an effort to make sure—by 
research, experimentation, and otherwise—that our rates and charges are 
established upon levels which will produce the maximum volume of traffic and 
maximum net income. 

(3) Resist to the utmost all make work proposals from whatever source, while 
striving constantly to pay adequate wages for efficient and productive work. 

(4) Intensify our efforts to provide better, more dependable, more attractive, 
and more complete service by promotion of new concepts such as piggy-back 
service, and by installation (when earnings permit) of new electronic devices, 
such as push-button classification yards, centralized traffic control, mechanized 
accounting, improved communications, signals, ete. 

(5) Continue and intensify our efforts to reduce operating expenses by elim- 
ination or curtailment of unprofitable and unneeded services and facilities, and, 
by joint efforts with other railroads, to merge, consolidate, or coordinate oper- 
ations which can be conducted more economically, more efficiently, and with 
greater public benefit, under unified control. As you know, several such merger 
studies are now under active consideration, including one involving the 
Burlington. I think more such studies should be undertaken. 

It will be observed, from this brief catalog of self-help opportunities, that, in 
substance, they involve simply a continuation or intensification of activities now 
in progress. We are already doing what we can to help ourselves, and we will 
continue these efforts unremittingly. We are never satisfied, but, for the rea- 
sons stated, including (a@) subsidies to our competitors, (b) inadequate earnings, 
and (c) rigidity of regulation, we are confronted by several severe limitations 
in our efforts to solve our own problems. We must look elsewhere—which 
brings me to the next question: What can be done, under existing law and with- 
out further congressional action, by other branches of Government, including 
the ICC? 

II 


First let me mention a recent encouraging and constructive development which 
promises some help from all arms of Government. I refer to bulletin No. 58-3, 
issued November 13, 1957, by the Bureau of the Budget, to the heads of all 
executive departments and other Government establishments, which directs them 
to develop an equitable and uniform governmentwide policy on charges for 
Government services, property, and facilities. Clearly, this contemplates a 
system of user charges for publicly owned or provided services and facilities 
which are involved in transportation— 

(a) Tolls on inland waterways which will cover the cost and maintenance of 
improved channels, navigation aids, weather services, ice breaking, harbor and 
dock facilities, ete. 

(b) User charges which will cover the cost and maintenance of all publicly 
provided airports and airways, including land, structures, meteorological data, 
aids to navigation, communications, warning and protective devices and serv- 
ices, etc. 

(c) Charges for the use of public highways, to be assessed against heavy com- 
mercial motor vehicles, in conformity with the sound policy adopted in the 
Highway Act of 1956. 

If this program is carried forward, as it should be, by all Government depart- 
ments and agencies, it wil lay the foundation for a long-range fundamental attack 
upon our most pressing and jmportant problem—subsidized competition. I hope 
you will use your influence to make sure that this project is carried forward ex- 
peditiously, and that you will act promptly when specific legislative proposals 
are submitted for your consideration. 
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A word, now, about the ICC. Although the Commission is an arm of Congress, 
it is not a legislative body and, in a strict sense, can have no policy of its own 
except to carry out the policies declared by Congress in the applicable statutes. 
I have great respect for the Commission as an institution, and for the indi- 
vidual Commissioners who, I am sure, intend to carry out the wishes of Congress. 
I think the Commission in recent years has adopted a more encouraging attitude 
toward the problems of the railroads. But, within the framework of existing 
statutes and congressional policy, I think the Interstate Commerce Commis- 
sion could be helpful if it would— 

(1) Accord greater weight to the views of competent traffic officers when it 
becomes necessary, in their judgment ,to seek general increases in our rates, 
fares, and charges. The Commission must assume at least partial responsibility 
for the fact that in recent years the return on net investment has averaged only 
about 3% percent for the class I railroads. 

(2) Give us greater freedom to adjust our rates downward, in conformity with 
modern competitive conditions and without regard to the effect of such reduced 
rates upon the traffic of our competitiors. When we can earn some additional 
net revenue by the establishment of a reduced rate on a particular commodity, 
between specified points or localities, we should be permitted to do so even if 
we thus recapture some traffic from a competitior, and even if the Commission 
thinks our rate is lower than necessary, or will produce a different “allocation” 
of the available traffic. The Supreme Court of the United States has suggested 
the soundness of this viewpoint, and I hope the Commission will heed the Court’s 
admonition. 

(3) Continue to support our efforts to eliminate unprofitable branch lines, 
and to improve efficiency by consolidation, merger, and coordination of service 
and facilities. The Commission’s recent record, in these respects, is good. Most 
of our applications for authority to abandon branch lines have been granted, 
and the recent L. & N.-N. C. & St. L. merger was approved in a sound and well- 
written opinion. These constructive trends in regulation should be, and doubt- 
less will be, continued. 

(4) Encourage bold experimentation by the railroads in offering new kinds 
and classes of service. Examples are piggyback service, trainload or multiple- 
ear rates, family fares, all-commodity rates and classifications, substituted 
motor service, released or agreed values for claim purposes, ete. Many of these 
concepts are in the early stages of their development. Some do not conform 
to, or fit the precise pattern of, timeworn or time-honored principles. They 
can be aborted, or their healthy growth impaired, by rigid adherence to out- 
moded theories. Explorers in these new fields should be encouraged. 

(5) Reject or discourage burdensome, costly, and unnecessary inspection re- 
quirements, or other make-work schemes advanced in the name of “safety.” 
This is a delicate subject. Everyone favors safety. Safety first is a cardinal 
principle of railroad operations throughout the land. But to require repeated 
inspection of the same motive power or other equipment, at unnecessarily fre- 
quent intervals, imposes a burden upon railroads beyond any similar require- 
ment for other carriers; frequently creates serious delays in transit which 
impair our ability to provide fast and dependable service; and serves no just 
or useful purpose. The modern diesel locomotive does not involve the same 
hazards which characterized the operation of a steam engine. 

The modern freight car is a far cry from its counterpart of old. Inspection 
requirements which ignore these facts, or give little heed to them, are not con- 
sistent with efficient and economical railroad operations. 

I pass now from the ICC to other Government departments, and refer, first, 
to the Department of Defense. 

In view of the dependence upon the railroads for reliable transportation in 
time of serious emergency, and particularly in time of war, it has been a source 
of wonder to me that the Department of Defense has not strongly insisted upon 
just treatment of the railroads. Other agencies of transportation, with all their 
convenience and other merits, are quite limited in their spheres of action or so 
extravagant in their use of manpower and critical materials that the railroads 
again would have to be the “workhorses” to serve the country’s needs in a 
national emergency. 

These important facts are sometimes forgotten when the Defense Depart- 
ment—and other Government establishments, such as the General Services Ad- 
ministration—designate the routing of Government freight. The railroads 
transport large quantities of Government freight, and are properly grateful, but 
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it would be quite helpful if we were given the same percentage of Government 
traffic that we handled during World War II. 

The Post Office Department could be helpful if it would restore more mail 
to the railroads, with adequate payments for our service, and stop the so-called 
experiments under which 3-cent mail is given airmail service. 

The Department of Justice, and counsel representing other departments, 
notably the Department of Agriculture and the General Services Administration, 
could refrain from intervention against the interest of the railroads in cases 
pending before the ICC and the courts which do not directly involve the Govy- 
ernment as a plaintiff or defendant. Here, again, I do not suggest that a 
xyovernment lawyer should never oppose a railroad in litigation, but private 
litigants can protect their interests in such litigation, and reasonable restraint 
on the part of Government agencies in such cases would provide some relief. 

These are just a few practical suggestions in response to the second question 
propounded by your committee. Generally, they involve changes in policy, atti- 
tude, or emphasis which could be made effective without more than a simple 
directive from the proper department head or other official. They would be 
helpful, I am sure, but, to a considerable extent, the hands of such individuals 
are tied by the statutes which they execute or administer. The ultimate, effee- 
tive remedy for the deteriorating railroad situation will be found in legislation. 
I turn now to that third, and final, part of this important inquiry. 


Ill 


I have no detailed knowledge concerning the existing statutes relating to 
transportation—much less a clear understanding of all the proposed and pend- 
ing bills before the Congress. However, I do have a fair appreciation of some 
of the problems which beset our industry, and I believe that many of them can 
be solved only by further legislation. I think I will be most helpful to the 
committee if I outline a few of these more pressing problems and, in appropriate 
cases, give you reference to the pending bills which I believe would provide a 
measure of relief. 

From a long-range viewpoint, we need legislation which will remove the sub- 
sidies enjoyed by our competitors. User charges for services and facilities 
provided at public expense, and used by our competitors in their respective 
commercial enterprises, will provide the only true answer to the deteriorating 
railroad situation. Until the full, true economic cost of all transportation 
service is included in the tariff charges of all carriers, discrimination will con- 
tinue rampant; the traveling and shipping public will have distorted standards 
by which to judge the relative merits of different forms of transportation; the 
railroads will be deprived of their inherent advantages; and the people of the 
United States will pay more, overall, for their transportation service, than 
would be necessary under a system of free, equal, and unsubsidized transporta- 
tion. We have the best transportation system in the world, but it would be 
much better, and less costly in the aggregate, if the principles of private enter- 
prise could be applied, uniformly, fairly, and effectively, to our transportation 
system. 

But this will take time. Legislation is needed, but it must await completion 
of the studies undertaken by the Bureau of the Budget, the drafting and con- 
sideration of specific legislation, and, without doubt, protracted hearings at 
which those who now enjoy a preferred position, at the expense of the general 
taxpayer, would seek to preserve that position. I hope this committee will 
cooperate with the Bureau of the Budget in furtherance of its objectives, and 
will give favorable consideration to user-charge legislation when it is brought 
before you in due course. But, meanwhile, this committee, this year, could 
sponsor and recommend legislation which would be helpful. For example: 

(1) The transportation excise tax should be repealed forthwith. It was not 
originally a revenue measure but, instead, was a part of the war effort to elimi- 
nate nonessential passenger transportation. It is still eliminating or reducing 
transportation via the railroads and other common carriers of all kinds, and 
diverting much-needed revenue from these essential common carriers to non- 
essential and largely unregulated transportation. I understand that everyone 
except the Treasury Department wants this tax repealed and, from the stand- 
point of tax revenue, the Interstate Commerce Commission has demonstrated 
that repeal would involve little, if any, loss of revenue to the Government. 

(2) The Interstate Commerce Commission, in considering rate reductions 
proposed by the railroads, should be directed to ignore the effect of such changes 
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upon the rates and traffic of our competitors. We think this is the congressional 
intent under existing law, and the Supreme Court of the United States has said 
that “the ability of one mode of transportation to operate with a rate lower 
than competing types of transportation is precisely the sort of ‘inherent ad- 
vantage’ that the congressional policy requires the Commission to recognize” 
(Schaffer Transportation Co. v. United States, decided December 9, 1957). But 
this should be made crystal clear by enactment of H. R. 5523, H. R. 5524, or 
similar legislation. 

(3) The so-called agricultural exemption, under which motor vehicles used in 
earrying agricultural commodities are exempt from economic regulation, should 
be repealed or, at least, the scope of the exemption should be curtailed. Mr. 
Loomis covered this subject, quite thoroughly, in his statement to this committee. 
Accordingly, I shall say no more than point out that the Burlington is a granger 
road which has been victimized severely by this kind of unregulated transporta- 
tion, and to urge that you give prompt and favorable consideration to the com- 
promise bill, S. 2553, which was drafted after a great deal of constructive work 
by your able subcommittee chairman, Senator Smathers. 

(4) Pseudoprivate carriage should be condemned by appropriate amendment 
of part II of the Interstate Commerce Act. Private transportation which is con- 
ducted solely within the scope and in furtherance of a primary business enter- 
prise, other than transportation, is all right; but transportation for hire, which 
is conducted under the guise of private carriage, should not escape economic 
regulation. An amendment to make this clear was submitted to your subcom- 
mittee during the course of hearings on 8S. 1677, and I hope you will conclude that 
this amendment should be favorably reported. 

(5) The railroads should be given more just and realistic treatment with re- 
spect to depreciation, retirement, and replacement of property. As explained by 
Mr. Loomis, these proposals involve (a) the 30-percent depreciation reserve to 
correct existing inequities, (b) a proposal for a depreciable life not in excess of 
20 years for railroad property, and (c) a proposal involving a ‘construction 
reserve deduction.” I have no special competence to discuss these technical tax 
questions, but I do know that our depreciation charges fall far short of the 
amounts necessary to build or buy replacements. I am also convinced that any 
plan for a quicker writeoff of new capital investments, through a “construction 
reserve deduction” or otherwise, would provide a powerful stimulus for increased 
and sorely needed capital improvements by the railroad industry. I ask simply 
that you, and the other interested committees of Congress, give careful consider- 
ation to these recommendations. 

These are a few specific legislative proposals which, if enacted during the cur- 
rent session of the Congress, would provide some relief in the “deteriorating rail- 
road situation.” Of course there are others, but those I have mentioned already 
have passed through several stages of the legislative process and seem to be ripe 
for the final impetus which this committee can provide. 

You can also be helpful if you will try to protect the railroad indutsry against 
burdensome, expensive, and generally unjustified, proposals which are brought 
before you, year after year, under the guise of safety or social welfare. On 
eareful analysis, however, it generally appears that such bills would interfere 
with the efficiency of our operations; inject others, from outside the industry, 
into the day-to-day management of our operations; increase our costs unneces- 
sarily and out of proportion to the supposed benefits ; and—all too frequently— 
fall into the category of make work schemes. Examples are the so-called power 
brake bill, S. 1386; bills which would further limit the hours of service of our 
employees, such as S. 1672 and S. 2480; the so-called track motor car bill, 8. 1729, 
and others. In a related category are the perennial bills which would increase 
pension and unemployment benefits and, of course, concurrently increase the 
taxes which support these programs. 

With respect to pensions and retirement benefits, the railroad worker already 
enjoys more generous payments, as well as a system of reserves which is more 
sound financially, than do workers in other industries which are subject to 
social security. We want our employees to have generous pensions, and we want 
the money to be available for them when they reach retirement age, but our in- 
dustry simply cannot afford the increased taxes which would be necessary to 
extend and increase these already generous payments. 

With respect to unemployment insurance, any further increase in taxes and 
benefits at this time would be deplorable. On the contrary, simple justice and 
commonsense suggest that this trend should be reversed. Is there any justice 
in a statute which compels the railroads to pay, from their meager and declin- 
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ing earnings, substantial unemployment benefits (a) to employees who are on 
strike against the industry, (b) to employees who voluntarily quit the industry, 
and (c) to employees discharged or suspended for just cause. During the last 
fiscal year those provisions cost over $15 million. And, I cannot refrain from 
paying my respects to the maternity benefits which are unique in our industry 
and which cost roughly about $3,700,000 per year. 


CONCLUSION 


In conclusion, I want to thank you for hearing our story, and again express 
the hope that you will do your part to bring about early enactment of the specific 
legislation which we have advocated and supported in these hearings. I have 
great faith in the future of the railroad industry. Under equality of regulation 
and opportunity, which you can help to provide, the railroads can and will give 
to this country the best and most economical transportation which the mind of 
man can conceive. 

Mr. Murruy. Mr. Chairman and members of the committee, I am 
happy to testify here this morning and give my ideas about the rail- 
road situation. 

Certainly we who are in that business appreciate the committee’s 
scheduling these hearings. We have every confidence that there will 
be an objective study made of thef acts that are presented here. 

Senator Smaruers. Mr. Murphy, we are hoping that more than a 
study will come of this. Certainly we are going to study, but we are 
hoping that we can take some constructive action which will help 
ameliorate the situation with which the railroads are confronted. 

Mr. Moreuy. That is certainly very assuring. I didn’t mean to 
imply that I didn’t expect some good, a lot of good, to come out of it. 

enator Smatuers. There have been so many studies, that we want 
to shy away from that where and when we can. 

Mr. Mourpny. I certainly do agree with you, and it is wonderful 
to hear somebody in your — say that, because there is probably 
very little that has been brought out here so far that hasn’t been 
brought out in principle at least numerous times before. 

The situation now has gotten to the point where there just must be 
some remedial action taken. Of course, the sooner the better. 

At the outset I would say that I don’t know that I should spend any 
more time on dealing with the specific issues that have already been 
dealt with very capably by my predecessors. All of the problems that 
have been mentioned, what we Cees to be the inequities of transpor- 
tation, the lack of an adequate depreciation rate, one that really re- 
flects the situation, the wear and tear that occurs on property, that has 
all been very capably handled. With respect to competition, and 
competitive ratemaking, you have heard all that I might have to offer 
on that, and probably it has been better said than I would say it. 

First I would like to talk something about the Burlington, because 
it is a western railroad. It is what we call a granger railroad. 

The Burlington Lines consist of the C. B. & Q., the Colorado & 
Southern, and the Forth Worth & Denver. We serve an agricultural 
territory. The life and prosperity of our railroad is pretty much tied 
in with the prosperity of the farmer. Industrialization hasn’t moved 
far enough west in our territory to be of a great deal of benefit to us, 
although we are very much encouraged by the fact that industry in 
Denver is growing. The same can be said of Lincoln, and certainly 
of Omaha. But by and large the territory that we serve, that Bur- 
lington proper serves west of the Missouri River, is an agricultural 
and not an industrial economy. 
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We operate from Chicago to the Twin Cities, Chicago to Denver, 
Chicago to Kansas City, and St. Louis. 

And our Colorado-Texas lines from Denver to Fort Worth, Dallas, 
Houston and the gulf at Galveston. 

Unfortunately, our situation differs from some of our neighbors’ in 
that we serve some rather sparsely settled States. And that poses 
problems which are difficult for the simple reason that even in good 
years we render a service there that represents the minimum that we 
can give to that territory and take care of it properly. So that when 
bad times come upon us and our business falls off on the rest of the 
railroad, we have very little ground on which to retreat in much of the 
territory west of the Missouri River. That is particularly true of 
certain States such as western Nebraska and eastern Colorado. We 
barely get into a corner of South Dakota, but serve much of Wyoming. 

Just in the matter of passenger-train service, and I mention this be- 
cause we feel that there are certain things that we must do in the terri- 
tory we serve to be a good neighbor and a good citizen in that 
territory. 

There isn’t a passenger train in that territory that is profitable. 
There might be an occasional moment in which it will show an out-of- 
pocket profit, but by and large it scarcely carries its weight. But 
we feel that we have an obligation there. We feel that our invest- 
ment in that service at the time it is not paying is a long-term gamble 
that the country must have, a measure of passenger transportation 
service to develop. 

That is just one of the problems that add to our difficulties at a time 
when there is a backing off of business, as there is now. 

Incidentally, I assume my written statement will be included in the 
record ? 

Senator Smatruers. Yes, sir, Mr. Murphy. I meant to make that 
statement to you at the outset. We are going to make all of these 
prepared statements a part of the record, and that will also naturally 
include your extemporaneous remarks. 

Mr. Mourreuy. When anything is wrong with transportation in this 
country, any segment of it, it is a serious thing. We are told that the 
United States spends more than $60 billion, which is probably about 
one-fifth of the national income, on transportation. So when the 
transportation, and particularly the common-carrier segment of it, 
gets into difficulty, it is bad for the country. 

I think the common-carrier segment of transportation, whether it 
is rail, highway, barge, or whatever it is, it seems to me that its health 
and its ruggedness is even more important than that of the so-called 
private or contract carrier, or unregulated carrier, because it is upon 
the common-carrier segments of the transportation industry that the 
| nang general, the big shipper, the little shipper, nearly everyone, 

epends. 


Public welfare, it seems to me, is inextricably tied up with the 
common-carrier transportation industry. 

I only want to speak, of course, for the railroad segment of that 
industry. Of course, it is trite for me to say that the railroads are 
the only true common carrier of all commodities and that hold out to 
handle anything, anywhere, any time, at rates that are published and 
known to everybody else. 








564 PROBLEMS OF THE RAILROADS 





One of our difficulties, of course, is in knowing where our com- 
— is in the matter of rates, knowing as much about him as he 
ows about us. 

We got into the truck game early. In 1934 we decided that it was 
part of our business as a railroad to position ourselves to render as 
complete a service to the public as possible. Moreover, we knew from 
studies that were made that the two were complementary in a sense, 
It just so happened that we had an empty-freight-car movement west- 
bound, and the trucks that we acquired we soon found out had an 
empty-truck movement eastbound. So it made an excellent opportu- 
nity to marry the two situations, and by so doing we were able to give 
a more frequent service, daily instead of triweekly in some cases, an 
early-morning or before-noon delivery instead of afternoon or late 
afternoon in other cases. 

From the outset we started with the idea that that particular opera- 
tion would be a part of the trucking industry. 

We never got into it with the idea other than the fact that there 
was a place for trucks. We recognize that. There are certain places 
up to certain mileages where they are able to give better service and 
probably at a lower cost than the railroads. Beyond those distances, 
the trucking operation, all costs considered, are definitely uneconomic, 
To the extent they are uneconomic and are diverting traffic from the 
railroads, we think that that is not in the public interest. 

But, of course, the $64,000 question is what is the distance up to 
which the trucks are more economical and can handle traffic better 
than the railroads and where beyond such distances the railroads have 
the better of it. There is no set formula. It is one of those things 
that cannot be determined precisely. But I believe the average haul 
of trucks, as shown from some of the Interstate Commerce Commis- 
sion’s reports, is something less than 200 miles, although we know 
there are trucks that operate over that. Our trucks do. But I am 
giving you just the average haul. That sounds to me low, and per- 
haps the figure I saw is not right. 

But when you get into long-haul truck traffic, we think an objective 
study that would include all elements of cost—not only those that the 
truckers pay but those that Government or the taxpayer pays, or the 
private automobile pays for the use of the highways—we think that 
the railroads definitely would be shown as the more economic form 
of transportation for the longer hauls, and I would say when you get 
up to 250 or 300 miles, servicewise or costwise, we are equal or better. 

One thing that is plaguing us in the case of the trucks—and the 
trucks are most serious competition—is the fact that they have their 
right-of-way furnished them. Of course, it is an oversimplification 
to say that their payment for that highway consists of registration 
fees, license fees, tax on rubber tires, their fuel, their lubricating oils, 
and so forth. But I am sure that when that is gone into, you would 
find that it is percentagewise, or any way you look at it, much less 
than the railroads have to assume in owning, maintaining, and paying 
taxes on their right-of-way. 

Senator Lauscue. At that point, Mr. Murphy, are you able to tell 
what percentage of your income goes to the payment of taxes and the 
maintenance of your right-of-way? | There was testimony given 
on that subject this morning by one witness. Can you give relative 
figures as they apply to your company ? 
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Mr. Murrnuy. When you say income, you mean our gross revenue 
dollar, don’t you? You don’t mean net income! 

Senator Lauscue. The testimony given this morning was that for 
every dollar of income, 22 cents hl to be expended for taxes and 
maintenance of right-of-way 

Mr. Mourreuy. That sonnel approximate ours. Take, for instance, 
our maintenance-of-way ratio. That will vary by months, depending 
on the season and the amount of work we can do. But it will vary 
anywhere from 12 to 15 or 16 percent of our dollar. The operating 
ratio for maintenance of way will vary anywhere from 12 to 15 per- 
cent of the operating revenue dollar. Then on top of that you have 
taxes. 

I would say it is somewhere in the neighborhood of 20 to 22 cents. 

Senator Lauscue. In the neighborhood of 20 to 22 percent ? 

Mr. Murpuy. Yes, sir. 

Senator Lauscue. Twenty-two cents of every dollar taken in? 

Mr. Mourpny. Yes, sir. I can give it to you very quickly. I have 
the annual reports and I can give it to you very quickly. If my recol- 
lection is wrong I will correct it. I mention that as a distinction 
between our problem and that of our chief competitors, the trucks. 

I think I have said we know there is a place for the trucks. We 


have no idea, if we are permitted, as we think we should be permitted, 
to engage in trucking, subject to the same ground rules that anybod 

else is subject. There are places where we would like to have addi- 
tional trucking, paralleling our line, but we probably would be unable 
to get it because we would have to prove public convenience and 
necessity the same as anyone else, and sometimes it is not too easy for 
us to do that. Certainly I think that the railroads should be per- 


mitted to engage in trucking just the same as anybody else. 

If a user charge or anything more were put on the trucking in- 
— for the use of the highw: ays, certainly we would be willing 

ay it. 

n enalitih I would like to say something about the airlines, just 
this much: I understand the question was raised this morning of 
one witness as to whether any railroad had endeavored to get into 
the airline business. We did. It was somewhere in the middle or 
late thirties when we tried. Shortly after we installed our Denver 
Zephyr service we tried to get into the business of bringing passen- 
gers to the mainline, to mainline points so as to build up traffic on 
that train and also to give those passengers better service to Denver 
then they otherwise might get. 

Our idea was to use helicopter service. We were denied that right. 
The denial, as I recall it, at the time, was not entirely on the basis 
that surface carriers should not be per mitted to engage in air service, 
but I think the argument was made that helicopters had not yet 
been developed to the point where they were dependable. We did try. 
And I think the records will show that the Santa Fe actually did 
have its own air service and operated it, I believe, for some time. 
And as I recall, we were compelled to discontinue in that business. 

Getting to the barges, they are becoming increasingly important 
to us, adversely, I might add, because they are taking so much more 
of our business away from us. 

I would like to cite one situation on our railroad that I think quite 
fortunately shows how serious it is to us and how much it might mean 
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to us if we were given a greater freedom than we are in pricing our 
product and exploiting in full the inherent advantages that the rail- 
roads have as a mass transportation agent. 

We have a line paralleling the Mississippi from St. Louis to Bur- 
lington, thence from Savannah, IIl., to the Twin Cities. There was 
an article in the Quincy Herald Whig recently to the effect that the 
waterway traffic through Quincy had reached an all-time high, 
8,200,000 tons in 1957. It went on to give the tonnages of the prin- 
cipal products, oil and petroleum first, coal second, and then miscel- 
laneous percentages for sulfur, salt, wheat, soybeans, soybean oil, 
and miscellaneous, including scrap. It mentioned some of the larger 
tows. There was a 16-barge tow upstream with 23,000 tons of coal. 
That was the heaviest single transit. 

Southbound the heaviest was 15 barges, 22,000 tons of wheat. I 
don’t know exactly how long the navigation season lasted this year, 
but they were still moving river traffic as late as December 10. But 
I roughed it out. Giving them the benefit of the doubt I roughed it 
out, took that 8,200,000 tons and divided it by 300 days. Therefore, 
the assumption was that navigation would only be closed 65 days of 
the year. That is not so. I am sure it is closed longer than that, but I 
took it on the basis of 300 days. 

That 8,200,000 tons, divided by 5,000, to get it on the basis of a 
5,000-ton train, produced 1,640 trains; 300 into 1,640 meant an average 
of a little better than 5 trains a day. 

We have a water grade line from St. Louis to Quincy, and from 
Savannah to St. Paul, and the rest of the railroad is a little more than 
that. We can haul almost as many cars as we want to tie together on 
a water grade line, and with the use of diesels we can haul 5,000-, 
6,000-, or 7,000-ton trains on the rest of the railroad. 

There is a situation where, were we given greater latitude than we 
have now, that I think we might do something to regain that busi- 
ness. I think we lose sight of the fact that the business that we are 
talking about is for the most part business that we at one time had. 

I think what we should be permitted to do, first, is to prevent any 
further diversion of business from the railroads to either the trucks 
or the barges, by competitive ratemaking, more freedom in it; and 
second, we would like to regain some of it. 

I know that we could make a very low rate that would be profitable. 
And we understand, of course, that any rate that we might quote to 
get that business would have to meet at least two conditions: it would 
have to be compensatory and not a burden on interstate commerce, 
and that it would have to be nondiscriminatory. We would hope 
that something could be done to give us greater freedom. 

While I think that we should have the right to go into the barge 
business if we wanted to, I doubt that we would, because we have an 
advantage, a built-in advantage of our ability to handle much in- 
creased tonnages at low rates. And of course as mass carriers our 
life and our solvency and our value to the economy as a whole depend 
and should argue for our being able to operate as mass transpor- 
tation carriers and exploit to the full, for the advantage of the econ- 
omy, our ability to handle huge volumes at a very low cost. 

I would like to mention how that would work. We have had any 
number of occasions in the last 4 or 5 years where we have been called 
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upon to handle the traffic of other railroads that, because of one or 
another type of emergency, a flood or that sort, were unable to operate 
over their own lines. We have a very heavy density—and when I say 
“density” I mean that both tonnagewise and trainwise—between 
Galesburg and Chicago. Galesburg is the hub of our eastern opera- 
tions. It is about 163 miles west of Chicago. We have seen that 
traffic doubled by the handling of the trains of other railroads. 

Between Chicago and Aurora, where we have three tracks and 
operate on signal indication, we regularly handle over a hundred 
trains a day; that is freight, passenger, and commuter, and we have 
had as many as 25 or 30 trains of other lines on there and are able to 
handle them. 

We handle some high-speed passenger trains, and some of the time, 
freight trains from Chicago to Denver on the other lines, and have 
handled them well despite the fact that the territory for the most 
part west of the river, that 485 miles particularly from Lincoln to 
Denver, is a single-track territory, but it is equipped with centralized 
traffic control. 

It is a trite saying that much of the difficulty of the railroads would 
be relieved by an increase in business. But 1 know that on the basis 
of the revenue ton-miles we handled this year that we could absorb 
a 20- or 25-percent increase in ton-miles with very little extra cost 
other than barebones transportation cost for the extra trains. We 
only have to go back, I believe, to the year 1957 to find that we han- 
dled 23 or 24 percent more revenue ton-miles than we have handled 
in 1957. Bear in mind we did not have the extent of dieselization 
then that we have now; we had not yet recovered from the war years 
in which were unable to do all of the things that we would like to do 
on track; we were limited as to the amount of rail we could have; and 
then there was limitation on forces, although we were permitted to 
use some Mexican nationals. 

But certainly as of 1957 we are much better prepared to handle a 
recurrence of volume such as we had in 1947 when we handled it then. 

sefore I leave the barge line, there is just one thing I would like 
to mention because it is something that struck me very forcibly at 
the time this project was started. About 3 years ago it was decided 
to improve lock 19 at Keokuk. Lock 19, as I remember, handled 
about a 528- or 530-foot tow. 

It was decided to increase the length of that lock to accommodate 
a thousand to a 1,200-foot tow. That project has just been completed 
at a cost of $14,275,000. When we talk about river costs of course 
the first thing that someone will say is, well, the cost of maintaining 
the waterways can’t all be charged to transportation, and obviously 
that isso. They will say that there is an element of improvement for 
recreation purposes, although you don’t need to deepen the channel 
for recreation. 

There are very few pleasure boats that draw more than 2 feet of 
water. Some will say you need it for power, others for reclamation. 
But when you talk about a lock or a diversionary canal that is strictly 
for navigation, that is something else again. 

I inescapably think of $14,275,000, what it would do for us. It 
would pay for all of our four modern hump-retarder yards. Way 
back in the early thirties we put our first hump-retarder yard in, at 
Galesburg, IIl., the hub of our tne east operations. 
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Early after Pearl Harbor we saw that we had a job ahead of us 
so we decided that we could not get along with that 1 hump-retarder 
yard and hump cars going in all 4 directions. We would have to 
put in another yard so we could handle it directionally. We did that, 
Immediately following, we put in another hump-retarder yard at 
Lincoln, Nebr., the hub of our western operations, and we are just 
finishing up one at Chicago. 

May I inquire, am I imposing on your time? If I am, I will close 
my remarks quickly. 

Senator Smatruers. Thank you, Mr. Murphy. We appreciate that. 
The Senate is in session. Many of us will have to go there. If you 
can get to your last paragraph, we will appreciate it. 

Mr. Murrny. I will close my remarks with just this, and I will say 
it as briefly as I can. 

We think the situation today confronting the railroads is more seri- 
ous than any situation that we have ever had to face. There are any 
number of reasons why. In previous depressions or recessions we 
have always had the assurance that the business was there, that there 
was nothing particularly wrong with the country, that it would come 
back and when it did we would come back with it. 

We don’t have that assurance today because at one end of the traffic 
spectrum we have the barge-line competition which takes much of our 
heavy, bulky traffic away from us, and at the other we have the trucks, 
both common carrier, private, and contract-carrier trucks which oper- 
ate pretty much on a pick-and-choose basis and as a result are able to 
show ton-mile revenue generally at least 314 or 4 times ours. And in 
between, of course, are the gypsy truckers and the wholly unregulated. 
I understand that roughly two-thirds of the trucks on the highways 
today are not regulated, and there is a very small percentage of the 
barges on the rivers that are. 

So we don’t have the assurance that we once had when business comes 
back again we will get our share of it. We haven’t been getting it. 

We think the railroads are important to the country as a whole, both 
to its peacetime economy and to its very life in times of emergency. 
They are truly mass transportation carriers. When the chips are 
down they handle business more providently as to the use of manpower 
and critical materials, and so forth. 

I would like to say, in conclusion, that I thoroughly agree with the 
recommendations that have been made by Mr. Loomis and others to 
the extent that the excise tax which is discriminatory in the first place, 
and which I believe a study of the Interstate Commerce Commission 
has shown, loses the Treasury money rather than saves the money, for 
the simple reason that the private carriers pay no excise tax. It ap- 
pears that we might get 20 percent of that back, the railroads might, 
and anything we get back we pay taxes on. They have worked it out 
so that the Treasury would be better off. 

We think that it should be preferably repealed, but certainly there 
should be a tightening up of the agricultural exemption; that more and 
more of these unregulated truckers somehow should be brought under 
regulation; and that we should have more realistic treatment in the 
matter of depreciation. There is no reason why we shouldn’t regard 
the cost of replacing freight cars as a charge for staying in business. It 
is just as much, in my opinion, a charge to operation in its entirety as 
replacing a tie or a rail. Yet a goodly portion of the money that it 
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takes to simply maintain our fleets is considered capital expense and, 
of course, paid for with 100-percent dollars. 

I could go on and on, but I think that anything that I might say 
would just add to what has been said. 

I do appreciate the opportunity of appearing here. i 

We have no ax to grind. If we got into the trucking business with- 
out restrictions, or into any other business, it would not be our pur- 
pose to try to do more than to provide the supplementary service and 
give better service. ; 

We have a good story to tell on that, and I wish I had more time, 
because you can, by doing these things, give a better service, a more 
frequent service. It is helpful to us and it is helpful to those we 
serve. 

Senator Smaruers. We are grateful to you, Mr. Murphy. Thank 
you very much, sir. We appreciate your testimony. 

Senator Lauscur. May I just ask one question, please, 

On page 11 of your written testimony you mentioned bulletin No. 
58-3, issued November 13, 1957, instructing— 
all executive departments and other Government establishments to make studies 
and to develop an equitable and uniform governmentwide policy on charges for 
Government services, properties, and facilities, which is to include studies and 
recommendations concerning the feasibility of imposing toll charges for all ex- 
penditures, toll charges to produce funds to reimburse the Government for its ex- 
penditures in the maintenance of river traffic, airport traffic, and highway traffic. 

Can you tell me what the status of that proposed study is now? 

Mr. Murpeuy. What the status of it is now ? 

Senator Lauscus. Have you heard anything further since the issu- 
ance of that bulletin ? 

Mr. Morpuy. I have not, Senator. I have not heard a thing fur- 
ther. I don’t know what its status is. But it reaffirms the right of a 
carrier to exploit and utilize any inherent advantage it has. That is 
why we think that is important to us. 

Senator Lauscne. You think the study is an important one in its 
objective ? 

Mr. Mureny. Maybe I am wrong as to the particular one. There is 
one that refers to a user charge. That is the one you are talking 
about ? 

Senator Lauscne. Yes, sir. 

Mr. Morrny. I certainly do think it is important. It is very 
important. 

Senator Lauscur. Do you know how the decision came about to 
order that study made by the various departments of the Government ? 

Mr. Murreny. No, I can’t say that Ido. No, I don’t believe I know, 
Senator. I might add that that is one of the things I would go into 
if I had more time. 

Senator Smaruers. Thank you very much, Mr. Murphy. 

Our first witness this afternoon will be Mr. D. C. Jenks, the presi- 
dent of the Rock Island Lines. 

We will stand in recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee was recessed to re- 
convene at 2 p. m.) 
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AFTERNOON SESSION 


Senator Smatuers. The meeting will come to order. 

Senator Lausche is having to attend another meeting for just a few 
moments, but he has advised us that he will be with us very shortly. 
Senator Bricker will also join us within the next 15 or 20 minutes, 
However, we will go ahead at this time. 

Our first witness is Mr. D. B. Jenks, the president of the Rock 
Island Lines. 


STATEMENT OF D. B. JENKS, PRESIDENT, ROCK ISLAND LINES 


Senator Smaruers. We will make your statement a part of the 
record in full. 

Mr. Jenxs. Thank you very much. 

(The statement of Mr. Jenks is as follows :) 


STATEMENT OF D. B. JENKS, PRESIDENT OF CHIGAGO, RocK ISLAND & PAcIFic 
RAILROAD 


My name is D. B. Jenks. I am president of the Chicago, Rock Island & 
Pacific Railroad Co. The Rock Island is a western railroad, having its main 
office and eastern terminus at Chicago, Il. 

It is one of the pioneer western railroads and had the first bridge of any 
character across the Mississippi River at Rock Island, Il. 

Its east-west operation goes through Des Moines to Denver and Colorado 
Springs. Its northern lines run to Minneapolis and St. Paul, Minn., and to 
Sioux Falls, 8S. Dak. Its southwestern lines run through Kansas City to 
Tucumcari, N. Mex., where the Rock Island connects with the Southern Pacific 
for a joint through route to the west coast. Then we have a line from Kansas 
City to St. Louis, and a line from Kansas City through Fort Worth, Dallas, 
and Houston, to Galveston, forming a through route from the Twin Cities of 
Minneapolis and St. Paul to Galveston on the gulf. There is also a line across 
Oklahoma through Oklahoma City, and across Arkansas to Little Rock and 
Memphis, with another line from Little Rock to Eunice, La. All of this may be 
seen from the system map which is attached to this statement and marked 
“Exhibit A.” 

The Rock Island operates in 14 States with 7,596 miles of mainline tracks. It 
has its heaviest mileage in Iowa, where it has more trackage than any other 
railroad. It is also one of the more important carriers in Kansas, Oklahoma, 
and Arkansas. 

Attached as exhibit B is a statement which shows, among other things, the 
Rock Island net investment and the return thereon for 1952, and subsequent 
years, including the first 10 months of 1957. You will note that the highest 
return on the net investment was 5.23 percent for 1953; that in 1956 it was 3.78 
percent ; and that for the first 10 months of 1957, it was 2.31 percent. Further- 
more, as the exhibit shows, if these figures were adjusted so as to exclude 
income-tax deferrals attributable to accelerated amortization, they would be 
4.53 percent for 1953, 3.11 percent for 1956, and 2.06 percent for the first 10 
months of 1957. 

Even though these rates of return are ridiculously low compared with those 
in industry generally, the Rock Island is in a better financial condition than 
many other railroads because it has relatively recently been through a bank- 
ruptcy by which the entire equity of its common and preferred stock was wiped 
out, and its total capitilization decreased from $437,948,000 to $331,041,000, 
which, of coure, resulted in a marked reduction in its fixed charges. In addi- 
tion, we came out of bankruptcy with about $64 million in cash, now reduced to 
about $16 million. 

From January 1, 1936, to January 1, 1948, the trustees of the Rock Island 
made additions and betterments and bought new equipment for a total cost of 
$128 million. 

During the 10-year period since reorganization, that is, since 1948, we have 
spent $201 million in improving our railroad and buying new equipment. Of 
this amount, $137 million was spent on new equipment. Our own money 
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accounted for $59 million of the $137 million expenditure, and we borrowed 
$78 million on equipment trusts or on conditional sales contract. Of the 
$78 million borrowed, we have paid off $45 million, as well as $9,500,000 of 
trustees’ certificates which the new company assumed. 

Furthermore, during this 10-year period, our indebtedness was first reduced 
by about $59 million, and then increased by $62 million, to obtain funds to retire 
our preferred stock, which resulted in a large income-tax saving. 

Overall, $329 million has been put into the property in 21 years an amount 
greater by $31,500,000 than our present total capitalization. 

These improvement have put our railroad in an excellent physical condition 
and have enabled us to provide the most up-to-date rail service. In spite of 
this, our rate of return is now only 2.06 percent (adjusted to amortization tax 
deferrals.) If our capitalization had not been reduced by bankruptcy, which 
wiped out stockholders’ equity, I would hestitae to say what our present 
financial condition would be. 

While our financial condition may be somewhat better than that of many 
of the other railroads because of the realtively low ratio of our capitalization 
to our investment, our problems are the same, our burdens just as great, and 
we have just as much right to a fair return on our investment as if our present 
return were insufficient to pay our fixed charges. I sometimes feel that there 
is an impression that the eastern railroads are the only ones having difficulties ; 
for instance, that they are the only ones having to bear a heavy burden of 
passenger operations and a consequent passenger deficit. While the Rock Island 
deficit is materially smaller than that of some of the large eastern railroads, 
proportionately it is equally great. To demonstrate that our passenger burden is 
equal to those of 2 of the heaviest passenger-carrying lines in the Hast, I call 
your attention to these figures: In 1956, the New York Central’s ratio of 
passenger train-miles to total train-miles was 50.36 percent; the Pennsylvania’s 
was 44.03 percent ; and the Rock Island’s 44.12 percent. 

Similarly, I call your attention to the ratio of passenger deficit to revenue. 
Our ratio for 1956 of $17,700,000 deficit, computed in accordance with the Inter- 
state Commerce Commission formula, to $200 million revenue is greater than 
the Pennsylvania’s $54,700,000 defict to revenue of $991 million or the New 
York Central’s $48,500,000 deficit to revenue of $780 million. 

Not only does the Rock Island have the problems of passenger service common 
to all passenger-carrying roads, but it has the additional burden of suburban 
transportation at Chicago, which is operated at an annual deficit of about $114 
million. Whatever may be said as to passenger operations in general, certainly 
a suburban operation is not one that a railroad can be expected to perform 
without some relief from the resulting ever-present deficit. In 1956, we obtained 
20-percent increase in suburban revenues which only had the effect of reducing 
our loss. Within a year, increased operating expenses had more than consumed 
all of the benefits derived from this increase, and we filed a request for another 
20 percent just to get back where we were. This case is still pending and, in 
the meantime, there have been additional increases in wages and other operating 
costs which have already consumed all of the advantage of the increase, even 
before it is granted—if it is granted. 

In order to reduce our passenger deficit, we have made every effort to dis- 
continue little used and unprofitable trains. To do this we must have the 
approval of the State commissions, which are sometimes reluctant to give it, 
even when there is no doubt that the train is losing money and is little used. 
At the present time we are running several passenger trains practically empty 
and at a subsantial loss because of our inability to obtain State commission 
approval for their discontinuance. 

For example, we are currently being compelled to carry on a stub passenger 
operation in one State, although the train runs through a sparsely settled coun- 
try, handles no express or mail and, on most trips, carriers fewer passengers than 
crew members. This stub operation has been going on since 1954, when the adjoin- 
ing State gave its permission to take off the portion of the operation lying within 
its borders. 

While I do not mean to imply that this situation is encountered frequently, it 
does exist and is not peculiar to our railroad. It is an indication of the fact that 
the matter of train discontinuances has issues which are wider than the borders 
of one State and that, even though a State commission may have conscientiously 
exercised its jurisdiction, since the operation of passenger trains almost always 
has implications on a multistate or interstate level, there is a need for some 
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overall jurisdiction such as is found in the Interstate Commerce Commission in 
regard to rates. 

Every effort within the limitations imposed upon us has been made to improve 
the efficiency of our operations, as well as the quality of our services. I have 
already stated that since we emerged from bankruptcy in 1948, we have put 
$201 million into additions and betterments to the property and in buying equip- 
ment, and that from 1936 to 1948, we have put $128 million into the property 
for the same purposes. However, this improvement program began long before 
1948. These improvements run from the smallest kind of items, such as the 
latest kind of typewriter and electronic computing machine, to line changes 
costing millions of dollars. In Chicago, we have built a new shop and diesel- 
servicing facility at a cost of $4,202,361. We have put $1,302,611 into our classi- 
fication yard and icing facilities at Armourdale, Kans. 

We have installed the most modern facilities at our classfication yard in 
Silvis, Ill, at a cost of $3,187,893. Major line changes have been made to shorten 
distances and reduce grades and curvatures, all to the end of achieving a maxi- 
mum of efficiency and service. These line changes have cost over $18 million. 
Many millions have been expended in modernizing and replacing our equipment’ 
and locomotives. It would serve no purpose to itemize further these various 
eapital expenditures. Suffice it to say that these expenditures, together with 
other measures not classifiable as capital expenditures, have not only improved 
our service, but have increased our efficiency to a marked degree. As indicative 
of the increase in efficiency of our operations, I call your attention to the follow- 
ing facts concerning Rock Island operations: 








| 
Total num- | Grosston-miles| Gross ton- 
ber of operated miles per 
employees | employees 
elbebalh deli in eet til 2 SS 
21,152 | 15, 352, 049, 000 | 725, 000 
23, 861 | 18,975, 746, 00C | 795, 000 
25, 686 | 33, 757, 748, 000 1, 314, 000 
18, 265 1, 758, 000 
| 


These figures demonstrate, I believe, that Rock Island management has 
labored conscientiously to improve its position and to help itself. I do not 
say that we have reached our full potential of efficiency; it will take more 
money for capital expenditures to do that. 

Our efficiency has not been enough to cure our troubles of increased costs. 
For instance, from 1933 to 1956, the average compensation per hour worked 
of all employees and officers has increased from 62 cents to $2.10. For Novem- 
ber 1957. the figure is $2.38 per hour. Thus, in 1956, the compensation per 
hour worked had increased 240 percent, and by November 1957, had increased 
284 percent. 

I think that it may be taken for granted that the “deteriorating railroad 
situation,” which this subcommittee is investigating, results largely from the 
ever-increasing competition the railroads are meeting from other modes of 
transportation; motor vehicles, barges, and airplanes—all receiving enormous 
public -subsidies in one form or another. The most serious competition which 
the Rock Island has to meet is that of the trucks, although we have lost much 
freight traffic to the barges and, of course, many passengers to the airlines. 

Attached to this statement as exhibit C is a graph which shows the relative 
participation of the railroads and the trucklines in intercity freight between 
1938 and 1956 in percentages, using the average of 1947-49 as 100. From this 
you will see that the total rail tonnage has remained relatively constant. The 
rail less-than-carload lot tonnage has been in a prolonged and rapid decline 
since the termination of World War II, or 1946. On the other hand, the class 
I motor carriers of property have enjoyed a rapid increase in tonnage. The 
same picture in terms of actual less-than-carload lot tonnage is even more 
dramatic, as shown by chart D, attached hereto. 

The railroads have suffered great damage from the trucklines’ practice of 
selecting for transportation the highest rated freight, the cream of the crop, 
and leaving the rest to go rail. That this is their practice is proved, I believe, 
by Rock Island statistics, as well as statistics of the railroad industry as a 
whole. In 1956, the average revenue per ton for all class I motor carriers in 
the United States was $16.53. For the railroads it was $3.31. In 1956, traffic 
transported under the classification “Manufacture and Miscellaneous,’ which 
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is one of the higher rated classifications, represented 33.54 percent of the revenue 
tons carried by the Rock Island and 48.41 percent of its total freight revenue. 
Our reports to the Interstate Commerce Commission disclose that our revenue 
derived from “manufacture and miscellaneous” dropped from $86,231,598 in 
1952, to $84,101,708 in 1956, a decrease of 2.47 percent, while at the same time 
the number of carloads in this classification declined only slightly from 461,776 
to 459,413, or .51 percent. At the same time, the number of revenue tons trans- 
ported by us actually increased, the figures being 13,453,884 tons in 1952, as 
compared with 13,775,851 tons in 1956, or an increase of 2.39 percent. It is 
ineseapable from these figures that our higher rated freight within this desirable 
classification is being hauled by some other medium, and when you look at 
the average revenue per ton of the motor carriers versus that of the railroads, 
itis very plain to see where it has gone. 

This same loss of high rated traffic can be shown by other Rock Island figures ; 
between 1952 and 1956, our carload revenue declined almost $11 million, or 
6.11 percent. Revenue carloads declined by about 52,000, and the tons declined 
by about 2 million, or 4.45 percent and 4.70 percent, respectively. Since our 
tons and cars declined much less than our revenue, it clearly indicates again 
that we are more and more being left with the lower rated commodities; and 
the comparison of $16.53 versus $3.31 as the average revenues per ton indicates 
that it is the trucks which are now enjoying the more lucrative traffic. 

In the West there is a large and growing diversion to the trucks of the 
transportation of livestock and grain, cotton, and other products of agriculaure. 
This is ironic, for the agricultural departments of the western railroads at 
great expense have made substantial contributions to the development of agricul- 
ture in their territory ; now the trucks are reaping the benefits. 

The agricultural department of the Rock Island was largely responsible for 
the introduction of peanuts and watermelon into Oklahoma. Yet some of the 
stations in the area were there is heaviest production of these commodities are 
now closed to us, substantially the entire movement being by truck. 

I think that the Rock Island can take a great deal of pride in its contribution 
to the wheat industry. In the early days, there was no agricultural commodity 
which could tolerate the dry climate in southwestern Kansas. Our agricultural 
department was responsible for obtaining from Siberia a drought-tolerant, durum 
type wheat and introducing it into that area. We found the wheat that would 
grow, but it proved to be of a variety not generally marketable in this country 
at that time. Our agents then found a market for it in the Mediterranean and 
established a rate structure on which to move it. This is the wheat now used for 
macaroni, and it now has a large domestic market. Yet we are seeing wheat 
transported in every-growing quantities by truck and by a combination of truck 
and barge, much of it so moving being transported as an exempt commodity not 
subject to regulation. 

As an example of the trend toward the movement of exempt commodities by 
truck, I would like to cite the following: 

In 1933, the Rock Island handled 1,010,735 bales of cotton as against 467,846 
bales in 1956. Certainly this shrink can only be accounted for by truck com- 
petition for Government restriction on cotton growing has not affected any such 
shrink as represented by these figures. 

In 1933, we handled 2,356 cars of dressed poultry as against 377 cars in 1956. 

In 1933, we handled 3,067 cars of eggs, but only 82 cars in 1956. 

I have taken enough of the subcommittee’s time in showing the devastating 
effect upon the railroads’ business of truck competition, although much more 
might be said. 

What is the solution? If an American businessman, unfamiliar with the law 
and regulations involved, were asked that question, it is probable that he would 
be quick to say, ““Why don’t you use trucks to compete with the trucklines for 
traffic which can best be moved with trucks, and for which truck transportation 
is desired? Other industries have changed their product to meet new conditions 
and the new demands of their market, and thereby have prospered and grown. 
Your product is transportation. Why do you not sell truck transportation to 
those who want to buy it?” 

Your answer would be incredible to him, that the law had deliberately and 
according to plan placed unnatural restrictions upon the use of trucks by rail- 
roads for the sole purpose of preventing them from competing with trucklines 
not affiliated with railroads. He would hardly take you seriously when you 
told him about such things as “key point restrictions,” a term which I will 
explain later. 
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However, it is quite true that restrictions for such purpose are imposed upon 
truck operations by railroads and their subsidiaries. That these restrictions 
are artificial, arbitrary, and carefully designed to prevent the railroads from 
furnishing any significant competition to the independent truck companies, no 
matter how large, may be demonstrated by a statement and description of them. 

The Interstate Commerce Commission has imposed these restrictions upon 
rail-owned truck operations for the purpose of carrying out what it conceives to 
be the intent of Congress as set forth in the Interstate Commerce Act, including 


the national transportation policy, which is stated as a preamble to the sub-. 


stantive provisions of the act. Until recently, most if not all, railroad lawyers 
working in this field strongly felt, to say the least, that the Commission was not 


required by the statutes to impose these restrictions, that it had the power, . 


within it discretion, to discard entirely this restrictive policy. However, a recent 
decision of the Supreme Court of the United States in a Rock Island case has 
confirmed as a matter of law the Commission’s present policies. I shall speak 
more fully of this decision subsequently. 

The specific language from which is derived the power of the Commission to 
impose these restrictions is a few words in a proviso to section 5 (2) (b) of the 
Interstate Commerce Act, a section which prescribes the requirements for ap- 
proval by the Commission of transactions involving the transfer of common 
carrier rights, including motor carrier rights. The proviso reads as follows; 
(I have emphasized the few words which, so the Commission and the Supreme 
Court have held, contain the intent of Congress virtually to exclude railroads 
from the common carrier trucking business. ) 

“Provided, That if a carrier by railroad subject to this part, or any person 
which is controlled by such a carrier, or affiliated therewith within the meaning 
of paragraph (6), is an applicant in the case of any such proposed transactions 
involving a motor carrier, the Commission shall not enter such an order unless 
it finds that the transaction proposed will be consistent with the public interest 
and will enable such carrier to use service by motor vehicle to public advantage 
in its operations and will not unduly restrain competition.” [Italic supplied.] 

Section 207 of the act provides for the original issuance of certificates of au- 
thority for motor carrier operations as opposed to the acquisition thereof pur- 
suant to the provisions of section 5 (2). Unlike section 5 (2), no special 
mention is made of railroads. It would seem, at least to a layman, that this 
failure to distinguish railroads from other applicants, after having done so in 
section 5 (2), constitutes conclusive evidence that Congress intended to put rail- 
roads on an equal basis with other applicants for the issuance of original certifi- 
cates authorizing truck operations. However, I am told by our lawyers that the 
Commission and the Supreme Court have found Congress’ intent to be to the 
contrary and have held that the requirements of section 5 (2), relating to rail- 
roads, are to govern section 207 applications, except where “special circunh- 
stances” are shown to exist. I am told further that “special circumstances” 
are usually found to exist only where the application covers, or includes, service 
which is so unprofitable that independent truck companies will not perform it. 

With this background, I now come to the precise nature of the restrictions 
which the Commission places upon truck operations in acquisition cases, and in 
application cases in the absence of “special circumstances.” 

I am told by our lawyer that the Commission now construes “service * * * in 
its operations” (from the proviso to sec. 5 (2) (b), quoted above) to mean service 
which is “auxiliary and supplementary” to rail service, and in order that it be 
so the following concrete limitations are usually imposed : 

1. No motor service shall be rendered to or from any point not a station ona 
rail line of the railroad. 

2. No shipments shall be transported by motor carrier between certain 
named points, or through or beyond any such points. This is the so-called 
key-point restriction. It has for the most part replaced a former restriction of 
motor transportation to shipments having a prior or subsequent rail haul—a re- 
striction which the Commission found to be uneconomical, inefficient, and incon- 
sistent with the very purpose of substitute service; that is, the elimination of 
slow, costly, and generally inefficient service by way freight trains. A replace- 
ment of the prior or subsequent rail-haul conditions by key point restrictions 
may have effected some economies and efficiencies, but it is apparent that the 
result of key points is to prevent the railroad from effecting operating economies 
and efficiencies which would be possible by the use of motor trucks not 80 


restricted. 
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I am informed by our law department that the first Commission decision 
imposing key points in place of requiring a prior or subsequent rail haul is that 
of Kansas City Southern Transport Co., Inc., Application (28 M. C. C. 5, 1941), 
in which the key-point restriction is stated as follows: 

“3. No shipments shall be transported by applicant as a common carrier by 
motor vehicle between any of the following points, or through, or to, or from, 
more than one of said points: Kansas City, Hume, and Joplin, Mo., Pittsburg, 
Kans., Shreveport and Lake Charles, La., Beaumont, Tex., Texarkana, Ark.-Tex., 
and Fort Smith, Ark. Nor shall they be transported from Kansas City, Mo., to 
Neosho, Mo.” (28 M. C. C. at p. 25). 

The effect of this restriction is such that a shipment originating in Kansas 
City may be moved southbound by truck only to the first point north of Hume 
(a distance of 74 miles), but not to Hume or beyond it. If there is a shipment 
to Hume, it must be moved by rail. In the reverse direction, a shipment origi- 
nating at Hume may move to any point up to the first point south of Kansas City, 
but may not move to Kansas City or beyond it by truck. However, a shipment 
originating at some point intermediate between Kansas City and Hume could 
move southbound through Hume to the first point north of Pittsburg, for the 
language of the restriction permits the movement of freight through one key 
point by motor service. Generally, key points have been imposed on the route 
directly under consideration, but in at least one decision the Commission has 
imposed key points beyond the route in question, such case being Rock Island 
Motor Transit Co., Extension-Trenton, Mo. (43 M. C. C. 470 (1944)). In that 
proceeding the Commission substituted a key-point restriction in place of a 
prior or subsequent rail haul restriction imposed in a prior report and to which 
the carrier had objected. The route under consideration was between Atchison, 
Kans., and Trenton, Mo., and passing through intermediate points which are 
stations on the railway of the Rock Island. The key-point restriction reads: 

“3. No shipment shall be transported by applicant as a common carrier by 
motor vehicle between any of the following points, or through, or to, or from 
more than one of said points: Topeka, Kans., Kansas City, and Trenton, Mo., 
Beatrice, Nebr., and Centerville, Iowa” (45 M.C. C., p. 475). 

None of these key points was on the route applied for, but were located in a 
circle at a considerable distance around the route. The Rock Island has never 
exercised the authority granted in this proceeding, because the off-route key 
points entirely nullified the economies and efficiencies desired and made the 
operation even more expensive and time consuming than straight rail service. 

An examiner of the Interstate Commerce Commission has stated that the 
key-point restriction was designed ‘“‘to insure that shipments will be transported 
by the most economical and efficient method, generally speaking, by rail for 
long distances, and by motor vehicle for short distances” (Frisco Transp. Co. 
Extension-Joplin-Miami, M. C. 89913, Sub 1 (proposed report)). However, the 
Commission has never included key-point restrictions in certificates of motor 
carriers not affiliated with railroads, nor has it done anything else calculated 
to confine motor transportation generally to short hauls. In fact, the average 
length of hauls by some of the trucklines far exceed the average length of hauls 
of rail carriers. In this connection, I refer you to exhibit E, attached hereto. 
In addition, I give the following examples: 

In 1956, Denver-Chicago Truck Co., Inc., of Denver, Colo., had an average 
length of haul of 1,515 miles; Illinois-California Express, of Denver, Colo., 1,152 
miles; and Trans-Con Lines, of Los Angeles, Calif., 1,373 miles. These are, it is 
true, some of the largest average lengths of haul by trucklines. Consequently, 
for purposes of comparison, I give the largest average length of haul among the 
rails for 1956. That is the Union Pacific, with 601.12 miles. Exhibit E shows 
what is happening in Rock Island territory. While we do not have as long an 
average length of haul as the Union Pacific, as railroads go, it is not too bad. 
However, it is rather small when compared with motor carriers in our territory. 
The exhibit shows that we have an average length of haul over the years of 
about 300 miles, while the 8 class I motor carriers shown now have an average 
length of haul twice that of Rock Island. At the same time, our motor-carrier 
subsidiary, engaged in peddler operations, rocks along at an average length of 
haul of less than 200 miles. 

3. Shipments transported by motor carrier shall be on rail rates and rail 
billing. Under such a restriction, the motor service is merely service by the 
railroad, with the transportation between the rail stations being performed by 
truck over the highway instead of by train over the company’s rails. This 
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so-called substitute service may effect economies and efficiencies in railroad 
service, if it is not too cut up by key points, but it provides no opportunity for 
the railroad truck subsidiary to obtain business of its own. 

It is obvious that under these restrictions the railroad companies cannot go 
into the business of transporting freight over the highway on an equal, competi- 
tive basis with the independent trucklines. 

There have been suggestions that this situation has been changed by the 
recent decision of the Supreme Court of the United States in the case of Ameri- 
can Trucking Associations, Inc., et al., Appellants v. United States of America, 
et al., October term, 1957, which I have mentioned above, and that perhaps no 
legislation is now needed in order to give railroads the right to engage in common- 
. earrier trucking operations on an equal basis with motor-carrier companies 
having no rail affiliations. I am told by our lawyers that this is a misconcep- 
tion of the Court’s holding. The decision was, of course, a complete victory for 
the Rock Island, and it was important to the whole railroad industry in that it 
rejected the American Trucking Association’s contention that the Interstate 
Commerce Commission was powerless, as a matter of law, to grant common- 
carrier rights to a railroad-owned trucking company, even in a section 207 pro- 
ceeding and even upon a showing of special circumstances. I am not qualified 
to discuss all the legal implications of this case, but I may say, upon the 
authority of our law department, that the Supreme Court decision confirmed 
and crystallized into law the restrictive policy of the Interstate Commerce Com- 
mission described above. The Rock Island obtained its authority in the case 
upon an overwhelming showing of special circumstances. 

I think every railroadman will agree that highway transport has a degree of 
flexibility which makes it superior to rail transportation as to certain kinds of 
traffic, and that changing industrial conditions are making highway transport 
advantageous for more and more kinds of traffic. Each year, more of this traffic 
is hauled wholly by truck, and the rails, under their burden of restrictions, can 
do nothing to get it. As the new multi-billion-dollar highway program unfolds, 
the picture will get darker for the railroads if they are not permitted to enter 
the highway-transport business on an equal, competitive basis with others. 

In describing the erosion of rail traffic resulting from competing forms of 
transportation, I have confined myself almost entirely to truck competition. 
However, I did not intend to leave the impression that competition by water 
and by air is not growing more and more serious. In principle, there is just 
as much to say in favor of permitting the railroads to enter these growing fields 
of transportation as there is in favor of permitting them to enter, unconditionally, 
the field of highway transportation. : 

This subcommittee has stated in the notice of its hearings that ‘attention 
should be given to constructive action to allow the railroads to help themselves 
before the situation has deteriorated to the point at which drastic action would 
be necessary.” I know of no action that Congress could take that would be 
better calculated to achieve that result than to enact legislation making it amply 
plain that railroad companies may enter all fields of transportation, unencum- 
bered by any special restrictions. The form such legislation should take is a 
matter for experts in drafting legislation, and I shall not deal with it: However, 
let it be something that will permit railroad companies, like other companies, 
to adjust their product to changing conditions and demands, to diversify their 
product in view of technological advances. The railroads’ product is transpor- 
tation. Let them provide it by rail, by highway, by water, by air—just as 
manufacturing companies may fabricate their product of wood, steel, aluminum, 
plastic, or Fiberglas. 

I do not want to be understood as advocating these measures only as a solu- 
tion for the financial troubles of the railroad companies as companies. For 
railroad companies to gain prosperity as companies at the cost of railroads as 
a form of transportation would be a public tragedy. Railroads are still the 
mainstay of transportation in peace and war and the most efficient method of 
mass transportation of freight and passengers yet devised. The inherent ad- 
vantages of this mode of transportation must be preserved. 

I believe wholeheartedly in the policy that the inherent advantages of each 
mode of transportation—rail, highway, water, and air—should be recognized 
and preserved. However, the obligation to recognize and preserve the inherent 
advantages of rail transportation seems to have been lost in the tremendous 
efforts to protect the inherent advantages of other modes of transportation. 
If these efforts were to protect infant modes of transportation, it goes without 
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saying that they are no longer necessary. These “infants” are grown up and 
quite able to take care of themselves. 

It has been argued that the inherent advantages of each mode of transporta- 
tion can be preserved only by a policy of separate ownership of competing forms 
of transportation. This policy, so far as preserving the inherent advantages 
of rail transportation, has failed. This investigation by the subcommittee, I 
believe, proves it. 

Making it possible for transportation companies to use all methods of trans- 
portation would do much to insure to each mode a full recognition of its inherent 
advantages. Each such company would be in competition with many other 
such conipanies, as well as with companies using only 1 or 2 forms of transpor- 
tation as they might desire; and managements of all of these companies would 
be under economic compulsion to furnish the kind of service demanded by users. 
The incentive would be for a company to move traffic in the most efficient and 
economical way. To permit the railroad companies to become transportation 
companies certainly would be in the public interest, as well as a partial solution 
of the difficulties in which they find themselves. 

The most frequent argument heard against permitting the railroads to enter 
freely into other forms of transportation is the threat of monopoly. If this argu- 
ment ever had any vadidity, it has disappeared under present-day regulatory 
and economic conditions. The railroads are not seeking freedom to purchase and 
operate any truckline, airline, or barge line that strikes their fancy. With the 
entire removal of special restrictions, the railroads, like anyone else, will have 
to prove to the appropriate regulatory body that their entry into another trans- 
portation field is required by public convenience and necessity, or is in the public 
interest, as the circumstances may require. Furthermore, the use of other forms 
of transportation by railroad companies does not even tend to eliminate com- 
petition. Individual companies would still be in competition with each other 
the railroad companies are in competition with each other today, and the fact 
that they had an additional tool for providing transportation would in no way 
tend to eliminate such competition. 

I wish to talk now of the competition which the railroads are receiving from 
so-called contract and private carriage of freight. 

The contract carrier is one who makes a contract with a shipper to carry his 
goods at a rate agreed upon between them. In order to engage in this business, 
the contract carrier must secure a permit from the Interstate Commerce Com- 
mission, but he can charge what he wants to each shipper, only being required to 
file with the Commission a statement of such charges. All that the contract car- 
rier is required to prove in order to secure the permit is that his operations will 
be consistent with the public interest. In practice, contract carriers serve only 
shippers with large volumes of regular traffic. They are, therefore, an adjunct 
of big business, the little shipper having no opportunity to get the contract 
rate. 

The position of the contract carrier is to be contrasted with the position of the 
common carrier, whether by rail or by truck, which publishes rates which are 
available to all shippers, whether the shippers be big or little, and whether the 
traffic be occasional or regular. 

A private carrier is a carrier who transports his own products in his own 
truck. A private carrier is relieved from all regulation by the Interstate Com- 
merce Commission, except as to the safety of the truck and the hours which his 
employees can work. While the private carrier is relieved of obligations of all 
regulation, except as to safety features, he is rewarded by being exempt from 
the transportation tax. I do not advocate taxing the private carrier. The dis- 
crimination in favor of the private carrier should be removed by the elimination 
of the tax. 

In practice, however, the distinction between a private carrier and a contract 
carrier has been partially obliterated in two ways: In the first place, a company 
engaged in transporting its own products will contract with a shipper at the 
point of destination of the company’s own trip to haul back this other shipper’s 
product, but attempting to make it legal by doing it under the guise of purchas- 
ing the shipper’s products and hauling it back as the private carrier’s own 
property or of leasing his truck to the shipper. By adopting this method, the 
private carrier-owner of the truck evades the regulation of the Interstate Com- 
merce Commission, and he escapes the transportation tax. 

Again, people who are really engaged primarily in transportation go through 
the form of buying property and then transporting it to some point, selling it at 
the original cost, plus an increment which is essentially a transportation charge. 
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In many of these cases the whole transaction is prearranged ; that is, the seller 
furnishes the purchaser or the purchaser arranges the movement. Again, not 
only is this transportation furnished free of regulation and in competition with 
common carriers who are required to publish tariffs open to all, but the trans- 
portation tax is avoided. The volume of transportation service thus rendered 
is large but cannot be determined precisely because it is handled secretly and 
not reported. 

To cure the two evils which I have just mentioned, we advocate legislation 
such as that described by Mr. Loomis in his statement to this subcommittee, 
This would not prevent a bona fide owner of goods from hauling them to point 
of sale, nor would it prevent one who is engaged in the bona fide business of 
buying goods at points A, B, or © and selling them at point D from hauling 
them from points A, B, or C to point D. It would prohibit a manufacturer at 
point A from carrying his goods to point D and pretending to buy another prod- 
uct not associated with his business and hauling it back to A where he would 

retend to sell it. Likewise, it would prohibit a man who was engaged solely 
n the transportation business from buying any product and moving it to another 
destination under a prearranged scheme for purchase and sale, pretending to 
be a private carrier. 

As common carriers, we should be regulated; but we should be protected 
against people who are engaged in transportation for hire and who evade the 
obligations placed on us. It is unfair competition, not only as to the railroads 
but as to the common-carrier truck companies. 

T have stated that freedom to engage in other forms of transportation would 
not only improve the position of the railroads as companies, but would go far 
in preserving their inherent advantages as a form of transportation. How- 
ever, diversification of the transport services of rail companies involves a 
long-range program; and if the full advantage of the efficiencies and economies 
of rail service are to be recaptured and preserved, other and immediate relief 
from the competitive burdens under which they operate must be forthcoming. 

Inequities in regulatory policies should be removed, The railroads should 
be permitted greater freedom in competitive ratemaking. They should not be 
prevented from making reduced rates that reflect their inherent advantage of 
low-cost transportation merely because of the effect of such reduced rates on the 
flow of traffic of competing forms of transportation. The exemption from 
regulation of the transportation of agricultural products should be narrowed in 
its scope—if not eliminated. 

It is unfair both to the railroads and to the taxpayers that competing forms 
of transportation have so many of their facilities supplied by the general pub- 
lic—not the shipping public. There seems to be a growing sentiment in favor 
of charges to those who use those facilities. However, user charges will have 
to be increased greatly in amount and in number before the cost of the facilities 
of transportation to the trucklines, the barge lines, and the airlines even ap- 
proaches the cost to the railroads of their corresponding facilities of transporta- 
tion. The relative costs of competitors are, of course, a vital factor in their 
competition; and the extent to which the costs of one competitor are reduced 
from external sources will determine the position of each competitor in the 
competitive race. 

I respectfully submit that if the railroads are permitted freely to make com- 
petitive rates (within the limits of what is compensatory) and if competing 
forms of transportation are required to pay for their costs to the same extent as 
do the railroads, the railroads will go far in regaining the place in the transpor- 
tation field to which their inherent advantages entitle them. 
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Mr. Jenxs. My name is D. B. Jenks, president of the Chicago, 
Rock Island & Pacific Railroad Co. 

It is certainly a privilege to be able to talk to you here today. The 
Rock Island has about 7,600 miles of railroad. We operate from Illi- 
nois to Colorado, and from Tennessee to New Mexico; and, as well, we 
operate from Minnesota down through Texas. In general, it is a rather 
lightly populated territory, and the density of traffic in this area is 
rather light. We do have lots of railroad competition as well as other 
competition in the area. 

Our rate of return in 1957 on our investment was 2.3 percent, in 
spite of the fact that our traffic held up rather well. Our carloadings 
are only down 214 percent below 1956. 

We had a rather drastic, in fact, one of the most drastic reorganiza- 
tions on the Rock Island, ending in 1948. We are rather like the man 
who has recovered from polio; he isn’t liable to catch it again, and 
on that account we are pretty nearly bankruptcy-proof. 

In this reorganization our old stockholders were wiped out. The 
capitalization was reduced over a hundred million dollars, to a total 
of $331 million. 

However, in the last 21 years we have invested in the property $329 
million in improvements. That means line changes, equipment, new 
developments, electronic equipment, better communications, and so on. 

This investment is greater by $31 million than our present capitali- 
zation. It amounts to about $110 per common share that we have put 
in the property in the last 21 years, and the shares are now selling 
on the market for about 21. 

These improvements, of course, have enabled us to increase our effi- 
ciency quite a little. Back in 1933, when business was pretty low, we 
had 21,100 employees. And they produced 725,000 gross ton-miles 
per employee. 

In 1945 we had 25,600 employees, and they produced 1,314,000 ton- 
miles per employee. 

In 1956 we had 18,200 employees, and they produced 1,758,000 gross 
ton-miles per employee. 

At one time, I am told, we had 42,000 employees on the railroad. 
Now we are just down to over 17,000, the smallest number we have ever 
had. In fact, to hold our expenses down with the recent reduction in 
traffic, it was necessary to take off about 1,200 people. And we are 
getting down pretty close to the minimum. 

But in spite of all this, this increased efficiency, research, new devel- 
opment, and so on, and other reduction in force, our return is still 2.3 
percent. That is based on an investment of $540 million, the ICC 
valuation less depreciation, plus material and supplies and cash. 
Incidentally, the cash is kind of small now. The property is modern, 
because over 60 percent of this total investment has been spent in the 
last 20 years. 

I mentioned that we are close to bankruptcy-proof. A railroad 
shouldn’t have to be close to bankruptcy in order to get the fair and 
equitable treatment to which we feel we are entitled so as to get a 
fair return on our investment. 

One of the reasons that we are getting such a low return is the 
passenger situation. You have heard about the plight that some of 
the large eastern railroads are in, as far as their passenger operations 
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are concerned. We had last year a deficit of $17,700,000, based on 
the ICC formula, on our passenger operations. Forty-four percent 
of our train-miles our total train-miles, are passenger. This deficit 
of $17,700,000 is greater in relation to our gross income than is the case 
on either the New York Central or Pennsylvania. And this deficit 
includes $1.5 million loss on our suburban operations in Chicago. We 
handle about 30,000 commuter trips per day. 

We are very definitely against any Government subsidy. But on 
the other hand, we don’t care to have our stockholders subsidize our 
passengers, and that is just what is happening. Take the suburban 
operation alone, we are subsidizing the individual commuter 10 cents 
a day. 

We want to stay in the passenger business. We have some good 
trains. Our long-distance trains, generally, are doing quite well. 
It is the local passenger trains that are losing the money since the 
people have gone more and more to the automobiles. But we have a 
very hard time in taking off these losing services. 

A good example is the case in Louisiana where we have been trying 
for 7 years to take off a passenger train that doesn’t serve any large 
towns. The average revenue on that train is 13 cents a mile. It is 
about as cheap an operation as we can have, a single diesel-electric 
car, and the out-of-pocket cost is $1.13 a mile. So we lose $1 a mile 
for every mile that that train is operated every day. 

Senator Smaruers. On that point, how many times have you been 
before the State regulatory agency with that request ? 

Mr. Jenxs. We started about 1951, and after a long time we had a 
hearing in the State commission. Then we appealed that decision, 
and got a favorable decision from the court, and then the State 
commission took that case to the Louisiana Supreme Court, and it is 
still there. A continuation of that same run in Arkansas we were 
able to take off after only 4 years of trying. 

This brings out—I can cite a good many cases such as this—that 
this matter of discontinuance of losing passenger service or stations 
that aren’t being patronized should be under the jurisdiction of the 
Interstate Commerce Commission so that we could get the same treat- 
ment in each State and a more objective view, so that they will be re- 
lieved from the local pressures. Actually, on that train I mentioned, 
there are less passengers than there are crew riding the train. 

I am not going to discuss all the things that are causing this 
trouble. I certainly subscribe to the program that has been outlined 
by Mr. Loomis so effectively. There are two things that I would like 
to discuss, however. 

First is this matter of diversification. There are plenty of prece- 
dents for railroads being in the transportation business. I believe it 
was the Illinois Central and the Santa Fe that were in the air trans- 

portation business for a while, but were forced to discontinue. I know 
the KCS, at one time, was in it, too, running freight. 

I recall when my father was an officer with the Great Northern he 
had charge of steamships on the Pacific, as well as being general man- 
ager of the S. P. & S. Railroad, and also had charge of trucklines 
and buslines. The Great Northern, at one time, had steamships on 
the Great Lakes. So they were really in the transportation business. 
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There is more and more traffic moving by truck. And in some ways 
this truck transportation is better, and where the rail terminal opera- 
tions are involved, certainly cheaper, and more flexible than the rail- 
road service. We visualize the type of service where we can use 
truck to its greatest advantage and to use rail to its greatest ad- 
vantage, using containers or piggyback service. 

We want to offer the kind of a service that the shipper wants, 
which means attracting more traffic to the railroad and doing a 
better job. We feel that we can do a better job with this type—hav- 
ing more than one mode of transportation under one management 
than if it is in several managements. 

Senator SmaruHers. Mr. Jenks, you spoke about the early days 
when your father was not only the manager of a railroad but of 
certain barge lines and trucklines, in your reference to the aviation 
industry. Can you tell me for my information, and I presume some 
of these other Senators know it, but I don’t, was there ever any law 
passed by the Congress which prohibited you people as railroad 
people from going into the truck business ? 

r. JENKS. In a sense we are in the truck business in a very limited 
way, and I will enlarge upon that now. I don’t think the original 
intent of Congress was to limit us in the way that we are limited in 
truck operations. We have a subsidiary called the Rock Island Motor 
Transit, where we operate in many States—I can give you an excel- 
lent example of that. 

We tried, for example, to get an extension of our line, of our motor 
transit line, from Trenton, Mo., to Atchison, Kans. This was back in 
1940. And it was needed. Twenty-two public witnesses appeared in 
support of the application. The first time the case was called no 

rotestant appeared, and later one came in, and that was Watson 
gros. ‘Truck Line which operated between Atchison and Hutchinson. 
That was the Sole witness against our petition. 

Later in the case the railway labor executives asked to intervene, 
and three chambers of commerce. The chambers of commerce wanted 
to intervene in our favor. The labor people were permitted to inter- 
vene, but the other three were denied. 

The proposed report came out approving our application, but it 
provided a prior and subsequent rail haul provision as well as a 
restriction to rail rates and rail billing. This was to serve stations 
on our line. 

In 1942, Division 5 of the Commission added a new condition to 
the effect that no shipment could be moved beyond the route in ques- 
tion, except by rail. In other words, a prior or subsequent rail haul. 
_ In 1944, Division 5 removed the prior and subsequent rail haul but 
imposed key points at the off-route points of Topeka, Kansas City, 
Beatrice, and Centerville. We didn’t exercise our rights under that 
provision. We couldn’t afford to. 

Senator Smarners. Could I interpret what you are saying that 
the limitation which actually exists which limits you people from 
getting into other transportation mediums, is not a limitation in 
view of the specific expressions of Congress; but rather, it is a limi- 
tation which has grown up from Interstate Commerce Commission 
decisions, and possibly court decisions ? 
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Mr. Jenxs. Yes, sir. It is really just an interpretation of the 
wording. I am not enough of a lawyer to explain these things in 
detail. But it is based on certain wording that was in the act, as 
the courts have interpreted it and as the Commission has inter- 
preted it. 

Senator Smaruers. There is no law that you know of on the books 
that prohibits one medium of transportation from going into another 
field ¢ 

Mr. Jenxs. Not as far as the truck operations are concerned. As 
far as the barge operations, I believe there is, but I am not too sure 
of the details of it. 

These key points that we are faced with are a rather unusual 
thing, and I would think that anybody in any other business would 
be rather astounded by it. The first time the key points were specified 
was in a case involving the Kansas City Southern. They asked for 
truck rights from Kansas City through Hume to, as I recall, Pitts- 
burg, Kans. Hume is 74 miles from Kansas City. 

They placed a key point at Hume, and at Pittsburg, and at Kansas 
City. The key points meant that you could, on a shipment from 
Kansas City to Pittsburg, take it to the first station short of Hume, 
and then it has to move by rail from there. Or it could move from 
the first station beyond Kansas City—or the first station toward 
Hume from Kansas City—and then go through Hume, but it could 
not go to Pittsburg. In other words, it ties you up so that you 
cannot operate efficiently. 

According to Supreme Court decisions, the only time we can have 
common-carrier truck rights is where there are special circumstances. 
The special circumstances really amount to circumstances where no 
regular truckline can afford to handle the business. In other words, 
common-carrier peddler service at intermediate points. 

We had a recent case in Iowa where we were serving the intermediate 
points but handling business from the other trucklines. They didn’t 
want to handle it. And so we did get some common-carrier rights 
there just to sweeten up the very high cost business that we were 
engaging in. And we got it largely as a result of the demand of the 
shippers in question. 

nother point I want to make is that we are losing a very large 
amount of traffic to carriers for hire who operate under the guise of 
private carriers. <A private carrier transports his own property in 
his own truck, free from ICC regulation except hours of service and 
certain safety provisions. I think that one of the best examples is 
covered in the report of the Interstate Commerce Commission. I 
would like to read that if you don’t mind: 

One of the problems of most serious concern to the Commission in its admin- 
istration of part II of the act is the growing practice of persons engaging in the 
“for hire” transportation business under the guise of private carriage for the 
purpose of evading the Commission regulation to which common and contract 
carriers are subject. The subterfuge most commonly used in this connection 
is the buy and sell method of operation, whereby bills of sale, invoices, et cetera, 
are issues to make it appear that the commodities being transported are those 
of the vehicle owner. This practice does not in our opinion constitute private 
carriage as defined in the Lenoir Chair case. It is on the other hand a growing 


menace to shippers and carriers alike. It is injurious to sound public trans- 
portation, promotes discrimination between shippers, and threatens existing rate 
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structures. Legislation amending the private carrier definition was introduced 
in both Houses at our request during the last session of Congress— 
And so on. 

If you wish I have various examples of the buy and sell type of 
private carriage—but I don’t think that we need to go into those 
unless you specifically want it. 

We do feel that the law should be amended to prevent this abuse 
of privilege by unregulated and tax-free pseudoprivate carriage. 
The railroads are not Tate on account of the recent reduction in car- 
loadings. The troubles are much more deep-seated than that. The 
real question is, do you want to have railroads or not? And if you 
mont them, there are three ways in which to have them. One is 
subsidy. 

It is possible, it seems to me, that something like the Symes plan, 
or the RFC, might lead to having the Government engaging in the 
railroad business, since if the Government doesn’t get its money back 
on some of these obligations, it has to get in the railroad business. 
So that may end up in subsidy. We don’t want subsidy of any kind. 

The second thing is Government ownership, and subsidy may lead 
to that. And we certainly don’t want that. 

But the third way, and the obvious way, is to give us equality of 
Seportenity, which can be achieved by the programs which we have 
advocated here this week. If this program is put into law, you don’t 
need to worry about the first two alternatives. But we must have 
legislation to get this equality of opportunity. As Mr. Brock said, 
we just want to play the game under the same rules that the other 
team has. 

That is about all that I have, gentlemen, other than the written 
testimony which has been submitted to you. 

Senator Smaruers. Thank you very much, Mr. Jenks. Your state- 
ment has been made a part of the record in full. 

Senator Purtell ? 

Senator Purret.. I want to thank you for your help in the testi- 
mony you have given. You suggest in your recommendations that 
Congress should enact legislation making it amply plain that rail- 
road companies may enter all fields of transportation, unencumbered 
by any special restrictions. 

Mr. Jenks. Yes, sir. 

Senator Purrety. You also said that we are facing the question of 
do we or do we not want railroads. In my opinion we must have the 
railroads. We must have the railroads in good shape, if for no other 
reason than for defense purposes. 

Mr. Jenks. Right. 

Senator Purrety. But isn’t it possible, isn’t it likely, as a matter 
of fact, that if this opportunity for getting into all types of transpor- 
tation other than railroads is given to you unencumbered, as you say, 
7 any restrictions, what we are in fact doing is starting out to prob- 
ably use trucks for short-distance hauling, but ultimately you will 
be using it to the disadvantage of the railroads themselves as far as 
hauling goes? 

Mr. Jenks. I don’t think there is any danger there. I don’t think 
competition ever hurt anybody, working on a fair basis. 
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Senator Purrery. Wouldn’t you find yourself, sir, in a situation, 
assuming that you could go out and compete with the truckers today, 
with better roads that we are building, with the roads that will prove 
to be shorter between large metropolitan areas, that you might well 
find it perhaps, from a business angle, wiser to continue to develo 
your fleets of trucks if you are permitted to get into the trucking busi- 
ness, to the deterioration of the railroads themselves ¢ 

Mr. Jenks. No, sir; no, sir, on account of the fundamental econom 
of railroad operation. It is the cheapest way to move goods. 
don’t see any danger there. 

Senator Purrety. Actually if you don’t mind my saying it, testi- 
mony here indicated that what you are suffering from, of course, is 
the action of the regulatory bodies, and then the indirect subsidization 
on the part of the Government of your three types of competition? 

Mr. Jenks. Right. 

Senator Purrety. So that assuming that we will continue to subsi- 
dize—if that is what you wish to call it—or indirectly support 
trucking, airlines, and so forth, you are going to continue to be faced 
with that type of subsidization; are you not? And your problem 
today is that you are unable to meet this type of competition, not 
only because of the regulatory bodies’ regulations, but also because of 
the advantages to the shipper in many instances of shipping by truck? 

Mr. Jenxs. That is why I say we want to be able to give a complete 
transportation service. Actually the main trucklines are getting 
along quite well. The average haul of some of these trucklines is 
much larger than any railroad. I checked 3 of them the other day, 
and they average from 1,100 to 1,500 miles, average haul, and that 
compares with, I think, 600 miles for the Union Pacific and 500 miles 
for the Santa Fe, and 300 miles for the Rock Island, and a little under 
200 miles for our truck subsidiary. 

Senator Purreti. What I am trying to point out, sir, is that if we 
followed your suggestion, and the railroad companies were allowed to 
enter all fields of transportation, unencumbered by any special re- 
strictions, then we would be likely to find that you are able to enter 
the trucking field, and you enter the air transportation—and that of 
course is a growing industry—and to the extent that you engage in 
that, to meet that type of competition, to that extent you reduce the 
importance of the railroads themselves in transporting goods in 
peacetime. 

Mr. Jenxs. No, I don’t think so at all because actually we would 
use it to bring more traffic to the rails, to get a better utilization of the 
railroads, to do the thing best that we can do best. 

Senator Purrett. You think the combination of the two is the 
ultimate ? 

Mr. Jenks. Yes, actually. As I tried to point out, if we acquire 
a truckline, or try to extend our authority, we have these key points 
put on us that restrict our activities so much that in many cases we 
just can’t afford to operate. 

If one truckline acquires another truckline, there are no key points 
put on it. The key point thing to me is just indefensible. 

Senator Bricker. Mr. Charirman ? 

Senator Smaruers. Senator Bricker. 


Se a 
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Senator Bricker. Is it your idea, then, in entering into the truck 
business, to do only satisfactory ancillary service for your mail serv- 
ice, pickup and delivery and the like ? 

r. JENKS. We would like to do more than pick up and delivery. 
We can do pickup and delivery now. For example, let’s say we have 
a branch line that isn’t making money, where we are losing money on 
it. We go to the Commission and ultimately abandon that line. On 
the Rock Island I think we have abandoned 650 miles of line in the 
last 20 years or so. 

If we have a truck operation we can continue to serve those points 
without the very high investments in trackage and right-of-way and 
so on. 

Senator Bricker. A great portion of that is intrastate work; isn’t 
it? 

Mr. Jenks. Well, the business that we are handling is interstate. 

Senator Bricker. Interstate business? 

Mr. Jenks. Yes, sir. 

Senator Bricker. But that determines your right to a franchise 
under the State laws. You have to go to the State commissions to 

t a certificate of convenience and necessity. In most industrial 

tates there is a section of the law, which requires that the Commis- 

sion give those established carriers the right to prove their service for 
ublic convenience and necessity, if they so desire, before they can 
ave certificates; is that right ? 

Mr. Jenks. You are getting me a little out of my depth. I am no 
lawyer, sir. 

Senator Bricker. I know, but that is a provision. That is the 
reason that you can’t get a local truck certificate. 

Mr. Jenxs. In most cases, as I understand the picture, we need inter- 
state authority for handling interstate business. And of course we 
serve 14 States. Many of these lines are in 2 or 3 States. 

Senator Bricker. I wonder whether or not the Interstate Commerce 
Commission could authorize an intrastate delivery service on a terri- 
tory that has been abandoned by the railroad if there are already 
trucks operating over that route? Iam just trying to get at the prob- 
lem of what Congress can and cannot do if they so desire to do it. 

Mr. Jenks. I would think that if the wording of the Transportation 
Act were changed somewhat—just as an example, when we started our 
motor-carrier operation the Commission required us to adopt the 
motor-carrier tariff. 

Senator Bricker. You mean the Interstate Commerce Commission ? 

Mr. Jenks. Yes. 

Senator Bricker. But you obtained your certificate from the State, 
didn’t you? They have jurisdiction over the use of the highways 
within the State. 

Mr. Jenxs. I think we have both intrastate and interstate rights 
onthat. Iam not toosure. 

Yes; that’s right. 

We were required by the Commission to adopt the common-carrier 
tariffs. That was in 1938. 

_ That was again affirmed in another case in 1944, where we were 
involved. 
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Then in 1946 they required the prior and subsequent rail haul and 
set up these key points. In fact, as an example, I was talking to the 
manager of our truck operation the other day and I asked him how 
he would move a shipment from Chicago to Joliet, Ill., a distance of 
about 40 miles. We have key points at Chicago and we have them at 
Joliet. 

He said: “Well, we would move it by truck to the freight house at 
Blue Island”—our Chicago freight house—“then it would go by rail 
to Ottawa”—84 miles from Chicago—“then we could transfer it to a 
truck and haul it back 40 miles by truck to Joliet.” That is the way 
the key points work. 

Senator Smaruers. Are there any other questions ? 

If not, thank you very much, Mr. Jenks. 

Mr. Jenxs. Thank you, sir. 

Senator Smaruers. Our next witness is Mr. D. J. McGanney, vice 
president of Southern Pacific. 

We will make your printed statement a part of the record. 

Mr. McGanney. That is Mr. Russell’s statement. 

Senator Smatuers. Mr. Russell is president of the company, but 
you are pinch-hitting for him? 

Mr. McGanney. Yes, sir. 

Senator Smatuers. We will make his statement a part of the record 
in full, and receive your remarks as you may care to present them. 























STATEMENT OF D. J. RUSSELL, PRESIDENT, SOUTHERN PACIFIC CO. 
(The printed statement of Mr. Russell follows :) 


STATEMENT or D. J. Russet 














My name is D. J. Russell. I have been president of Southern Pacific Co. since 
January 1, 1952, and practically all of my working career has been with that 
company. 

The Southern Pacific transportation system and its wholly owned subsidiary 
companies operate 13,468 miles of line in Louisiana, Tex., New Mexico, Arizona, 
California, Nevada, Utah, and Oregon. Southern Pacific owns 90 percent of 
the capital stock of the St. Louis Southwestern Railway Co. which operates 
1,560 miles of line in Illinois, Missouri, Arkansas, Tennessee, Louisiana, and 
Texas. Through subsidiaries, Southern Pacific also operates 23,265 miles of 
truck routes and 1,345 miles of pipelines, which are located in the general area 
of its railroad operations. 

My statement will relate primarily to Southern Pacific properties and opera- 
tions although, of course, many of the topics discussed will have a direct bearing 
on the railroad industry generally. 

In the release concerning this hearing, attention was directed in the first in- 
stance to matters on which the railroads may help themselves without further 
Federal legislation or change in Interstate Commerce Commission practices. I 
shall refer to what we on the Southern Pacific have done to help ourselves, indi- 
eate what further things may be done, and conclude this phase of the discussion 
by pointing out the disappointing results, overall, to the company from our 
measures of self-help. 

The plant and facilities of the Southern Pacific transportation system have 
been substantially expanded and improved since World War II. The system and 
its solely-controlled subsidiaries in the 12 years beginning with 1946, invested 
approximately $1 billion in capital improvements. To give perspective, it may 
be noted that the total net book value of the investment accounts of the system 
and these subsidiaries on January 1, 1946, was approximately $1,462 million. 























In 1957 some $125 million was put into our capital spending program. 
During the 1946-57 period, $303 million was expended in the purchase of 
2,003 diesel-electric locomotive units. The economies and other benefits arising 


from the substitution of diesel for steam power are well known. The transporta- 
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tion system is completely dieselized except for a limited number of steam loco- 
motives held in reserve, none of which were used in 1957. 

Another major outlay was for the acquisition of 51,604 new freight cars since 
the beginning of 1946 at a cost of approximately $313 million. The system’s 
freight-car ownership was increased from 58,221 to about 82,500 cars. Further- 
more, the new cars are larger, and incorporate many improvements. The cost of 
building up the freight-car fleet during this period was heavy, for a 50-ton, 40- 
foot boxcar which cost $2,880 in 1940 currently costs $8,380, and the larger cars 
presently being constructed are even more expensive. Our ratio of bad order cars 
is low, being only 2 percent as of December 15, 1957. 

Automatic freight car classification yards have been constructed and put in 
use at Los Angeles and Roseville, Calif.; Houston, Tex.; and Eugene, Oreg. 
These yards have produced savings, reduced man-hours and expedited flow of 
traffic. 

Since the beginning of 1946, centralized traffic control has been installed on 
439 miles of line which has greatly increased track capacity and permitted trains 
to move with minimal delays. Along with installations of CTC, we have built 
longer sidings, and have constructed and are planning bypass lines around 
congested metropolitan areas. 

A great deal has been done in the way of communications. Train radios and 
mobile radios for maintenance-of-way forces are now commonplace. Our 
company telephone network utilizes intercity direct dialing in seven States. 
Business machines are linked with multichannel teleprinter circuits, auto- 
matically translating tapes to punched cards and vice versa. Between 75,000 
and 85,000 on-line freight car movements are accounted for each day in this 
manner. To keep communications open in the worst of weather, a microwave 
system has been installed over mountains. 

Extensive mechanization has vastly increased the work capacity of our 
maintenance-of-way forces and produced important savings. 

In these and other ways the capacity and efficiency of the transportation plant 
have been greatly improved. Without these capital expenditures and improve- 
ments with resulting reduction in transportation expenses, it would have been 
impossible to absorb the spiraling costs of the past decade. 

We have put our energies into research and in developing improvements in 
our practices. Our research activities extend into many fields. I shall mention 
some developments which have been brought about. 

With the aid of Southern Pacific’s testing laboratories, an economy distillate 
fuel has been developed to replace more expensive grades of diesel fuel and to 
trim our fuel bill by an estimated $10 million in less than 4 years. Going beyond 
that, we have developed and installed a dual fuel system on a number of our 
locomotives, which now start on the customary distillate fuel and automatically 
shift to a heavier, less costly oil when the locomotive is under load. 

Another development in which we have pride is an entirely new idea in freight- 
ear construction, the hydracushion underframe—a unique, shock-absorbing unit 
built into cars used for fragile freight. We now have 351 of these cars in use and 
they are proving very popular with shippers. 

We are using electronic computers in a number of ways: For example, in 
accounting, in setting up an inventory control and purchasing system, and in 
rapidly digesting boxcar supply information from several States to guide man- 
agement in directing the flow of empty cars into the fastest and least expensive 
routings. 

We do not think it sufficient to improve plant and physical devices. It is also 
necessary, for best results, to improve our personnel. We are carrying out a 
program of sending our men of management potential to school, at company 
expense, not only for management courses and special short courses, but also 
in many cases for a semester or two of liberal arts education. 

Southern Pacific has for years recognized the importance of cost ascertain- 
ment. Without knowledge of costs, management can only guess at the services 
which are unprofitable and which should be discontinued or changed. Without 
such knowledge, it is impossible to make necessary adjustments in a rate 
structure which, in our present competitive transportation picture, must be 
related in substantial degree to the costs of the service. Twenty-five years 
ago, Southern Pacific set up a bureau of transportation research, which has made 
significant contributions to the art of railroad cost accounting. 

The advantages of cost analysis are enhanced when similar concepts as to 
costs are shared among the several elements interested in the industry. Southern 
Pacific recently joined with other western railroads in forming research groups 
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to make objective analyses of markets and rates for transcontinental, mountain- 

Pacific, and southwestern regions. These cooperative studies hold real promise 

in showing the way for further changes in service and pricing which will hold 
and attract business to the rails. 

But with all these capital expenditures and modern innovations, there is need 
for old-fashioned economies, for finding ways to do without things formerly 
thought to be indispensable. We have endeavored to practice such economies, 
to dispense with frills and with the unneeded. We have been able to reduce our 
work forces materially. 

We have been alert to discontinue unneeded and unprofitable services. The 
people of this country are just not using trains to go from one place to another 
as they did in years gone by. The private automobile, the airplane and the bus 
have taken the lion’s share of this business. It does not make good sense to 
run trains at substantial losses when they are lightly patronized. On the South- 
ern Pacific we have appreciated and attempted to meet this problem. Obtaining 
permission from State regulatory bodies to permit discontinuance of passenger 
service is often a difficult and long-drawn-out process. We have several appli- 
cations of this character now pending in the States in which we operate. Despite 
difficulties, we have made progress. In 1946, the system’s passenger train-miles 
were 24,437,273, or over 2 million per month. For the first 11 months of 1957, 
passenger train-miles were 11,070,778, or about 1 million per month. 

The decisions which we have made in this area were not always easy or pleas- 
ant. We attempted to attract additional passenger travel by providing new and 
splendidly equipped trains but found that the patronage did not cover our operat- 
ing costs, let alone provide a return on capital investment. We do not under- 
take to abandon passenger service where it is needed by the public even though 
losses may be involved as, for instance, in the case of our commuting service on 
the San Francisco Peninsula. But where the public does not utilize a train, it 
is our view that the unprofitable operation should not be continued at the ulti- 
mate expense of our other patrons. On the Southern Pacific we are making every 
effort to meet this serious problem as best we can within the framework of pres- 
ent law and regulation. 

We are proceeding actively with the closing and consolidation of unnecessary 
stations and agencies. Originally, prior to the motor age, stations were estab- 
lished a few miles apart to serve the needs of shippers. With today’s rapid travel 
and communications, many of these are not needed and, in fact, service to the 
public is improved by consolidations at central points. Approval of regulatory 
bodies is usually required but we have obtained such approvals and closed 25 
stations during 1957 on the lines of Southern Pacific and its subsidiaries, and 
additional closings are pending. 

It is not enough, in our opinion, merely to do better the things which we have 
done before and to let go the things which can no longer be done profitably. If 
Southern Pacific is to progress with the times, it must diversify its activities so 
that new undertakings will replace, and I hope more than replace, what we must 
drop. Primarily, we seek to develop new .activities in the transportation field 
since the Southern Pacific is a transportation company. 

Southern Pacific’s subsidiaries, Pacific Motor Trucking Co., Southern Pacific 
Transport Co. and the St. Louis SouthWestern’s wholly owned subsidiary, South- 
western Transportation Co., collectively operate 23,265 miles of truck routes, 
own 5,936 units of equipment and had gross revenues of approximatly $38,150,000 
in 1957. In most, but not in all, years these operations have been moderately 
profitable. They have been seriously handicapped, however, by restrictions 
imposed by the Interstate Commerce Commission, such as the condition, in many 
certificates, that the motor-carrier service must be auxiliary or supplemental to 
rail service, or the condition which prohibits a haul through “key points,’ or 
other conditions, sometimes even more severe. 

Piggyback service offers a combination of the special advantages of both truck 
and rail service and it meets a definite customer need. Southern Pacific is one 
of the biggest piggyback carriers and the business has grown every year since it 
was commenced in 1953. Currently, we carry in piggyback service an average of 
287 trailers per business day. The service is available between many points on 
our system and over certain through routes with foreign lines. Until recently, 
the service was provided exclusively in connection with the company’s truck- 
ing subsidiaries but we are now operating, on an experimental basis, in conjunc- 
tion with other common-carrier truck operators. 

In 1955, Southern Pacific, through its newly formed subsidiary, Southern 
Pacific Pipe Lines, Inc., constructed a pipeline system for the transportation of 
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petroleum products. The main line extends westward from the refineries at El 
Paso, Tex., and eastward from the Los Angeles refining area, to consuming 
areas around Phoenix and Tucson, Ariz. Operations commenced January 3, 
1956, and have been profitable. Most recently there has been completed a new 
pipeline system connecting the San Francisco Bay refining area with commercial 
and military users at Reno and Fallon, Nev. These pipelines are in large part 
located on our railroad rights of way. 

We have not neglected other opportunities to derive revenue from our railroad 
properties, through nonrailroad uses, where this can be done without interfer- 
ing with railroad operations. We look forward to accomplishing more in this 
direction. 

I wish I could bring this part of my discussion to a happy ending. Unfor- 
tunately, I cannot do so. Despite the heavy capital expenditures and the other 
activities which I have mentioned, the financial results to Southern Pacific are 
definitely unsatisfactory. The following table shows returns on net investment 
for the transportation system: 


Percentage return on net investment 


Account amortization Account amortization 


Period 
Including tax} Excluding tax Including tax} Excluding tax 
deferrals deferrals deferrals deferrals 


Average 1951-56 _ _..-- 
1957 (estimate) - _....- 
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The rates of return are based, of course, on net investment which does not 
recognize current reproduction costs. On a reproduction cost basis, the rates 
of return of Southern Pacific would be much less. 

There is no doubt concerning Southern Pacific’s failure to participate in the 
general prosperity which has prevailed since World War II. Perhaps the most 
disturbing aspect of this appraisal of earnings over a period of 12 years is the 
declining trend since 1952, during a period when gross national product reached 
a record high. 

This discouraging result is also in the face of dramatic traffic growth. The 
following table demonstrates the extent of this growth: 


Revenue net ton-miles 


| | 
Revenue net | Ratio based Revenue net | Ratio based 
ton-miles on Period ton-miles on 
1926-30 = 100 1926-30 = 100 


Millions Millions 
40, 7: 269. 1 


42, 714 281.8 
1956 ; 42, 940 283.3 
1957 (estimate) - ---..-- 40, 900 .8 


The immediate reason for the dilemma is not difficult to find. The following 
table shows the average revenue per ton-mile in cents for a 12-year period, 1946 


through 1957: 
Revenue per ton-mile (cents) 
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The moderate increase in revenue per ton-mile on the Southern Pacific is to be 
contrasted with the increase in the costs which enter into transportation, as 
reflected in charts being submitted by Mr. Loomis. Inability to realize greater 
revenue per ton-mile is due, in part, to the failure of Federal and State regula- 
tory bodies to permit increases in rates and, especially, to delays in obtaining 
increases which are ultimately granted; in part, to the necessity of foregoing 
certain increases or, at times, even lowering rates in order to avoid traffic 
diversions to competing forms of transportation; and, in part, to changes in the 
character of rail traffic. A substantial part of Southern Pacific’s business consists 
of moving as eastbound transcontinental traffic commodities such as forest prod- 
ucts, fruits and vegetables, and canned goods. On this traffic holddowns have 
been necessary to permit these commodities to be competitive in price at destina- 
tion markets. Consequently, we have not been able to take advantage of in- 
creases on these commodities equal to the percentages authorized by the Inter- 
state Commerce Commission on traffic generally. 

The net income of Southern Pacific has not increased, despite large expendi- 
tures for improvements and new equipment. In 1950 net income of the trans- 
portation system was $50,839,000, in 1952, $61,942,000, and in 1956, $46,462,000. 
Net income for 1957 is about the same as for 1956. It is to be borne in mind that 
the totals of tax deferrals on account of amortization of facilities pursuant to 
amortization cerificates were much larger in the more recent years. Investors 
cannot be expected to provide funds for additions and betterments to a plant, 
when the evidence shows that its earning power would not be increased thereby; 
that capital improvements can at best serve only to prevent retrogression. Con- 
sequently, the main source of funds for desired improvements must be retained 
earnings, including depreciation accruals. It is obvious that this source will not 
provide enough to meet the transportation needs of the public and, indeed, to 
carry on in the future a program of improvements to match the accomplishments 
of recent years. 

Technological progress is important to Southern Pacific and we intend to con- 
tinue our efforts in that field. However, it does not offer a solution to all of our 
problems. Savings based upon improved techniques cannot be expected to consti- 
tute the source of investors’ return, a justification for increased wages, and a 
reason for not obtaining otherwise justified rate adjustments all at the same 
time. 

Attached to this statement is a tabulation of pertinent statistics concerning the 
Southern Pacific transportation system which further illustrates the points that 
I have made. 

The developments which I have related have occurred in a period of pros- 
perity and high national product. We are now entering a period of reduced 
carloadings, lower revenues, and some recession in business generally. So long 
as this reduction in activity continues, it will serve to aggravate the difficult 
position of Southern Pacific and other railroads. This leads to the conclusion 
that, although our industry can do much in the way of self-help, a vital railroad 
transportation system cannot exist unless other measures are forthcoming. 

The second heading in the committee’s release refers to “Desirable Changes in 
Interstate Commerce Commission Policy Under Existing Law.” 

It is not my intention to criticize the Interstate Commerce Commission. It 
has a long record of accomplishment and, in my judgment, the present members 
are outstanding in ability and in their comprehension of transportation prob- 
lems. I say this although I do not agree with all the views held by the Commis- 
sioners or, at times, with their decisions. 

In my judgment it would be helpful if the Commission were to change some 
of its policies and extend certain others. 

One of the desirable changes in policy under existing law would be for the 
Commission to permit the railroads to follow to a maximum degree their own 
managerial discretion in making rate adjustments. This should apply to both 
increases and reductions. 

In our western territory, well over 90 percent of our interstate freight traffic 
moves under individual commodity rates voluntarily established by the railroads 
on levels below the rates prescribed by the Commission. Southern Pacific and 
the other railroads have established these commodity rates over the years at 
relatively low levels to promote the movement of particular commodities between 
designated points and in order to meet marketing situations or competitive 
conditions. 

Since World War II the railroads, like other industries, have had to meet 
increases in operating costs incident to the inflationary cycle. To do this they 
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have been compelled to seek certain general increases in rates. Yet the Commis- 
sion has rarely granted the railroads the full amount of the general increases 
they have needed. In view of the inadequate earnings of Southern Pacific and 
other railroads, the Commission should not thus undertake to substitute its 
judgment for that of management. This is particularly true in our western 
territory where, as stated, most of the rates under which traffic moves were 
voluntarily established by the railroads themselves. Moreover, a principal 
reason advanced by the Commission, in support of its refusal to grant to the 
railroads the full increases they have proposed, is that such increases would be 
self-defeating, i. e., they would result in such a diversion of traffic to other trans- 
portation mediums as not to yield the railroads any actual increase in net 
revenues. 

So, also, the Commission has attempted to substitute its judgment for that 
of the railroads as to whether they will actually benefit from rate reductions 
they may propose. Reductions in freight rates are being continually attempted 
by the railroads to meet new marketing situations and competitive conditions. 
But the Commission all too frequently prevents the railroads from placing these 
reductions in effect, not only because of the alleged impact they may have on 
other transportation agencies, but also because of its conclusion that particular 
reductions will result in “needlessly sacrificing carriers’ revenues” or are 
“lower than necessary to meet the competition.” Here again, the Commission sub- 
stitutes its judgment for that of the responsible and experienced officers of the 
railroads as to the course of action which is in their best interest. 

In view of the present generally low levels of railroad earnings, it is clear 
that they should be permitted to adjust their rates in order to attract added 
revenue wherever they can. The Commission should recognize that primary 
responsibility for such rate adjustments rests with the railroad managements. 

One of the most serious postwar problems of the railroad industry has been 
the substantial time lag in securing authority from administrative agencies to 
put into effect general interstate and intrastate rate increases to compensate 
for wage increases and increased material costs. In September 1956 I advised 
our stockholders that the grand total of Southern Pacific system’s time lag 
losses since the war exceeded $177 million—more than 3 times our 1955 net 
income. While the Interstate Commerce Commission has sought to streamline 
its procedure in dealing with general interstate rate increase cases, for which 
it should be commended, more could be done in that connection under existing 
law. Where a State commission does not allow a general increase in intra- 
state rates corresponding to ICC authorized increases in interstate rates, the 
discrimination may be ordered removed by the Interstate Commerce Commission 
in a proceeding under section 13 of the Interstate Commerce Act. These are 
adversary proceedings and I realize the necessity of adequate time for hearings 
and, also, the press of business on the Commission. Nevertheless, the revenues 
of railroad carriers are seriously impaired during the pendency of these long- 
drawn-out proceedings and I urge that the Commission use every means to 
make its section 13 orders effective at the earliest possible date. 

Under the various laws defining its powers and duties, the Commission is 
given a considerable measure of discretion with respect to the standards and 
other requirements which may be imposed upon the railroads. Typical of such 
laws is the Locomotive Inspection Act, which provides that the Commission 
shall adopt and enforce specific rules, standards, and instructions to carry 
out the general safety purposes of the act. These rules and instructions, when 
adopted, have the force of law and are binding upon the railroads just as if 
written into the statute itself. Other similar laws include the Safety Appliance 
Act, and the Signal Inspection Act. 

The Commission’s discretion in adopting and enforcing such rules should be 
exercised with wisdom and restraint, or the result will be to saddle the rail- 
roads with regulations which, on the one hand, may have little, if any, effect 
in promoting safety and, on the other, will require additional and very costly 
facilities and operations. 

There has been a recent example of such proposed regulations. I have in 
mind the new and amended rules for the inspection and testing of diesels and 
other nonsteam locomotives, proposed about 3 years ago and now under con- 
sideration by the Commission. The railroads objected strongly to many of 
these rules, and submitted evidence to the Commission showing that the pro- 
posals would compel the major railroads to invest more than $230 million in 
new facilities and equipment, and to incur additional annual expense thereafter 
of about $80 million, solely because of the added maintenance, and additional 
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tests and inspections required. I shall say no more concerning the case as it is 
now pending before the Commission. 

While there is no question but that the Commission must take appropriate 
action to see that the railroads comply with these regulatory laws, it is also 
beyond question that the Commission should avoid extravagant and burden- 
some requirements which impede efficient operation, and contribute practically 
nothing toward improved safety. Caution in this respect is particularly in order 
at this time when the revenues of carriers are so seriously impaired. 

In a sense, what I have said is preliminary to the underlying purpose of these 
hearings, which is the development of new legislation necessary to insure a 
sound railroad industry as an integral part of the national transportation system. 

The Southern Pacific transportation system, which it is my privilege to head, 
had its origin in the overcoming of difficulties which appeared to many to be 
insurmountable. It is my belief that its officers and employees are equally 
resourceful today and that the principal aim of Federal legislation should be 
the removal of restrictions of various kinds which hamper the realization of 
objectives and the development of a vital and expanding transportation system. 

The pattern of transportation is constantly changing. It would be surprising 
if this were not the case when we consider, for example, the technical advances 
that have been made with the internal-combustion engine, the machinery and 
methods available for road construction, and the advances in the art of aviation. 
As new methods of transport develop and are perfected, it is inevitable that 
the percentage of total] transport performed by railroads will diminish, even 
though, with the growth of the country, ton-miles transported by railroads may 
hold even or increase. In terms of ton-miles, 48.2 percent of intercity freight 
traffic moved by rail in 1956. Except for the war years, this percentage has 
been continually declining. For instance, it was 75 percent in 1930 and 67.2 
percent in 1946. The percentage of intercity passenger business has declined 
much more abruptly. In 1956 the railroad share of intercity passenger traffic 
was 4.1 percent as contrasted with 15.6 percent in 1929 and 8.08 percent in 1949. 
This decrease in the railroads’ share of transportation would be more striking 
if stated in terms of revenue, since the railroads received but 1.384 cents per 
average ton-mile as contrasted with the average revenue of 5.903 cents per ton- 
mile received by motor carriers. 

I believe that railroads will continue to be the most efficient means of trans- 
portation for many commodities and movements and that they are essential for 
the economic life of the country. But I submit that we cannot have a vigorous 
railroad industry if its members are confined to a contracting field and not 
allowed to adapt operations to performance of the transportation function by 
the best means available. My first formula, therefore, for vitalizing the Amer- 
ican railroads is to take off the shackles now imposed on them by law so that 
these companies may perform a full transportation service. 

At present, surface carriers are practically prohibited from engaging in any 
form of air transportation. Carriers by rail are severely handicapped in an 
endeavor to engage in highway transportation, and very much the same situation 
exists as to water transportation. It is our thesis that any organization now 
devoted primarily to one mode of transportation should not be arbitrarily 
excluded from, or restricted in providing, other forms of transportation service. 
There is no thought that those in the railroad industry should have any advan- 
tage in entering other forms of transportation, but only that all carriers should 
be relieved of artificial restrictions imposed by present law. There is no present 
danger that the railroads could obtain a monopoly in any other form of carriage. 
Instead, the principal opponents to the removal of these legal restrictions are 
those who at present are entrenched in motor, air, or water transportation and 
who would prefer not to have new competitors. 

The ultimate test is the public interest, primarily represented by the traveler 
and shipper. It is hard to conceive how these people would be disadvantaged 
by allowing those now engaged in another form of carriage to compete in rail, 
motor, air, or water transportation. The public could then obtain the services 
of transportation companies able to furnish a full line of service or to deal with 
specialized carriers of one form, as they prefer. 

I come now to another harmful discrimination against railroads and other 
for-hire transportation. The excise taxes upon transportation of property, 3 
percent, and of persons, now 10 percent, were imposed during World War II, 
partly to raise money in that emergency and partly to discourage use of trans- 
portation in wartime by private citizens. The war has been over for 12 years, 
and no one suggests any reason at this time to discourage persons from making 









PROBLEMS OF THE RAILROADS 597 


use of our transportation facilities. The tax on freight charges is particularly 
objectionable because of its inflationary effect. It enters into the price of almost 
all manufactured products—several times if more than one transportation move- 
ment occurs in the course of production. The dollar amount taken by the Gov- 
ernment from the shipping public has greatly increased, in line with the expan- 
sion of the country’s gross national product and the inflationary trend. In 1956 
the tax on transportation of goods was $450,579,000 as contrasted with $221,- 
088,000 in 1945. This tax bears most onerously upon the shipper whose products 
must be marketed at distant points, such as the California farmer who ships 
his fruits and vegetables to consuming centers on the Atlantic seaboard, and 
“on ram lumberman, many of whose products must have a transcontinental 
ul. 

But at these hearings the particular concern is over the welfare of our trans- 
portation agencies themselves, and the vice of these taxes in this connection 
is their discrimination against transportation for hire, which is taxed, and in 
favor of proprietary business transportation, which is not. The 3 percent added 
cost for public transportation may well be the determining factor which causes 
a shipper to turn from the common carrier and to provide the transportation 
which it needs by its own or by leased equipment. I am sure that these unfor- 
tunate incidents of the transportation taxes have been recognized by Congress 
and all concerned for years. It is time for some relief to be afforded. 

I have referred to the desirability of the Interstate Commerce Commission 
giving a freer rein to managerial discretion in the fixing of rates. It appears 
that this objective would be aided if the Interstate Commerce Act should be 
amended so as to provide that the Commission should not, in considering the 
rates of one mode of transportation, take into account the effect on, or relation- 
ship with, other forms of transportation. Others will develop this subject more 
fully and I endorse the principle involved. 

A discrimination against the railroad industry is presented by what is some- 
times referred to as the agricultural exemption. Under this exemption in the 
Motor Carrier Act, adopted in 1935, commercial motor vehicles transporting ex- 
elusively agricultural commodities (not including manufactured products of 
agriculture) are exempt from the regulation by the Commission to which the 
railroads and motor carriers generally are subject. In 1951 the Commission, 
after extensive hearings, issued a decision in which it sought to classify a wide 
variety of commodities as either exempt or nonexempt. Since that time Federal 
courts have overruled certain of the Commission’s conclusions and held a con- 
siderable number of borderline commodities to be exempt from regulation. Most 
important, three of these cases have gone to the United States Supreme Court 
in the past 2 years, and that Court has held that even frozen fruits and vege- 
tables and fresh or frozen dressed poultry are exempt. 

The agricultural exemption, by very nature, and even without the extension, 
is a gross discrimination against the railroads and regulated motor carriers. 
These carriers must treat all shippers alike, must haul what is presented, can- 
not charge unreasonably high or unreasonably low rates and cannot go into 
business or extend their lines or go out of business without the approval of the 
Commission. On the other hand, the exempt haulers of agricultural products, 
with whom they compete, are free to discriminate against shippers, may cut 
or raise their rates at will, may pick and choose what they will haul, and may 
go into or out of business when they wish. The inevitable result has been a 
growing diversion of the agricultural traffic from the railroads and the 
regulated truckers to the unregulated carriers. The recent extension of the 
exemption to frozen foods has made matters even worse. Thereby, the dis- 
criminatory pattern and threat of traffic loss have been extended to the expand- 
ing frozen-food industry. To accommodate the needs of this business the rail- 
roads have invested millions of dollars to acquire necessary mechanically re- 
frigerated equipment to handle this type of traffic. 

To afford some relief on a compromise basis, Senator Smathers introduced 
S. 2553 only last summer. This bill would roll back the exemption, so as to ex- 
clude frozen fruits and vegetables, dressed poultry, and various other specified 
processed agricultural commodities, of the type recently held by the courts to 
be within the exemption. It would also prevent further extensions of the ex- 
emption by specifically excluding borderline processed agricultural commodities 
whose status has not yet been determined, such as canned goods. 

It is believed that S. 2553, while falling short of the remedy contemplated 
by the ICC determination, would halt the trend of the court decisions and 
tend strongly to prevent further broadening of the exemption. In addition, the 
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bill would roll back the scope of the exemption in respect of a number of im- 

portant commodities, since it would subject to economic regulation large 
volumes of traffic now exempt under the present law as it has been construed, 
While 8S. 2553 clearly is not a wholly satisfactory solution to the problem, its 
enactment would be constructive and would be of substantial benefit to the 
railroads and other regulated carriers. 

In my position of executive responsibility for the Southern Pacific trans- 
portation system, I have been greatly troubled by the many difficulties and 
extended delays encountered in bringing our rates and practices with respect 
to intrastate commerce in line with the national transportation policy and the 
decisions of the Interstate Commerce Commission. 

Earlier in this statement, I have commented on the delays which have oe- 
curred in making general increases, already approved by the Interstate Com- 
merce Commission, effective upon intrastate traffic. An interstate railroad is 
subject to a number of regulatory masters in respect of the various phases of 
its business. From the standpoint of rates, the most important of these is the 
Interstate Commerce Commission, since the great preponderance of Southern 
Pacific traffic moves interstate. Congress has seen fit to repose in the Inter- 
state Commerce Commission the primary responsibility for transportation in the 
Nation and for the economic welfare of transportation agencies generally. 
Chary of State rights, it did not extend that authority over intrastate trans- 
portation, as it could have done. The result has been that the Interstate Com- 
merce Commission’s determinations as to general rate levels can be made fully 
effective only after cumbersome and difficult proceedings before State regula- 
tory bodies, with an ultimate review by the Interstate Commerce Commission 
under section 13 of the Interstate Commerce Act. An example is our recent 
experience with respect to California intrastate freight rates. On March 7, 
1956, interstate freight rates throughout the Nation were increased by some 
6 percent, pursuant to authority of the Interstate Commerce Commission, to 
meet certain increased costs in wages and materials incurred at the end of 1955, 

While we had, on January 27, 1956, filed with the California Public Utilities 
Commission an application for a corresponding increase in California intrastate 
rates to meet the same cost increases, hearings on that application were not con- 
cluded until July 17, 1956, and a decision was not issued until December 11, 
1956, which decision denied entirely authority to make the increase effective. We 
immediately filed a petition with the Interstate Commerce Commission, asking 
it to act under section 13 of the Interstate Commerce Act and to order an 
equivalent increase in the California intrastate rates. Finally, after extensive 
hearings, the Interstate Commerce Commission on November 29, 1957, issued 
its decision granting us the full relief we had originally sought from the Cali- 
fornia Commission. The 6-percent increase in California intrastate rates became 
effective December 30, 1957. Although we were thus successful in finally apply- 
ing to California freight rates the full increase which became effective on inter- 
state rates on March 7, 1956, we had to wait a period of 21 months to do so. The 
amount in issue in this single adjustment was $4% million annually for the Cali- 
fornia railroads, and this delay resulted in an irretrievable loss of nearly $8 mil- 
lion in revenues. This type of problem does not have its origin only in Califor- 
nia, but has faced us as the result of regulatory action in several of the States 
which we serve. 

I am aware of the questions that are presented in regard to the respective juris- 
dictions of the Interstate Commerce Commission and State bodies. The railroad 
industry has not endorsed any legislative proposal in this respect. However, the 
problem exists and I suspect that a solution will have to be devised. The present 
level of railroad earnings is not sufficient to allow such unwarranted diminutions 
to continue to occur. Perhaps the power should be vested in the Interstate Com- 
merce Commission to order certain types of rate increases necessary to meet 
the revenue needs of the railroad industry, to apply to both interstate and intra- 
state traffic, reserving to the State commissions the power to deal with indi- 
vidual rates. 

Another phase of our problem of multiple regulation concerns service matters. 
‘The extent of the losses being incurred by railroads in passenger service has 
been a matter of concern to Congress, to the Interstate Commerce Commission 
and, indeed, to all interested in the continued functioning and well-being of the 
railroad industry. However, authority to deal with applications for the discon- 
tinuance of passenger service is vested exclusively in State regulatory bodies. 
The United States Supreme Court recently held that the Interstate Commerce 
Commission has no power, under section 13 of the Interstate Commerce Act, to 
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-yeview decisions of State commissions denying authority for the discontinuance 
of passenger service. The primary responsibility for the execution of the national 
transportation policy and for the continued efficiency of our railroad system rests 
with the Interstate Commerce Commission; but the power to deal with this 
important aspect of the railroad business is exclusively in State regulatory bodies, 
which cannot be as well informed as the Commission concerning the overall 
railroad problem and moreover are affected by local viewpoints and pressures. 
In my opinion, Congress will eventually have to pass additional legislation on 
this subject. 

I anticipate that there will be considerable discussion in the course of these 
hearings of governemental subsidies, Federal, State, and local, to competing 
forms of transportation. I do not wish to get into the detail of this but I think 
it is self-evident that our system of inland waterways is maintained at Govern- 
ment expense without substantial charge to the users, that navigation aids and 
other facilities are provided for air transportation by Government without sub- 
stantial reimbursement of expense involved and that, although motor carriers 
do pay some taxes toward the support of the highways (inadequate, I think, 
although I am aware this is disputed), the enormous capital expenditure to pro- 
vide the highways is made by Government. I was pleased to note a release of 
November 19, 1957, by the Bureau of the Budget directing that specific legis- 
lative proposals should be formulated in the executive branch to establish an 
equitable and uniform governmentwide policy on charges and fees for certain 
‘Government services and property. But past experience calls for some skepticism 
as to when a realistic policy of user charges will be established. I am inclined 
to think we have to accept as a fact of life that these financial aids will con- 
tinue to be extended to our competitors for some time in the future. 

This leads me to certain recommendations to Congress in behalf of the rail- 
road industry. For one thing, I submit that railroad companies who were 
pioneers in land transportation and are now heavy taxpayers, should not be 
denied the opportunity to engage in the subsidized forms of transportation on 
highways and water and in the air—a subject I have developed more fully pre- 
viously in this statement. I suggest that Congress should be extremely reluc- 
tant to impose heavier burdens upon the nonsubsidized railroad business than 
are imposed upon other transportation agencies which are subsidized. Every 
proposal for additional regulation of the railroads should be examined with 
the thought that further handicaps should not be imposed. Furthermore, Con- 
gress should not hesitate to adopt soundly conceived tax programs, designed to 
stimulate new capital investment, even though the railroads may be singled out 
from industry generally for such relief. Any favored treatment in that respect 
would be but modest compensation for the disadvantages which railroads suf- 
fer by reason of the subsidies and Government aids in other fields of transporta- 
tion. 

It is unnecessary, I think, for me to add to the testimony of Mr. Loomis and 
others concerning desirable tax proposals which would be helpful to the railroad 
industry. I wish to comment briefly on the point that Congress should avoid 
whenever possible imposing additional costs upon railroads. 

Bills sponsored by the standard railway labor organizations are now pending 
which would substantially increase the benefit payments under the Railroad Re- 
tirement and Unemployment Insurance Acts and would also provide for in- 
creases in the payroll taxes which support the funds from which these benefits 
are paid. The railroads and the employees contribute equal amounts to the 
retirement fund; but the unemployment insurance fund is maintained entirely 
by railroad contributions. 

The benefits under these acts, presently enjoyed by railroad employees and 
their dependents, are substantially greater than are paid in industry generally 
under the social security system and the unemployment plans of the various 
States. The proposed amendments would widen these differences, and thus 
confer still more preferences upon railroad employees while subjecting railroad 
employers to still more disadvantage. 

The Railroad Retirement Board has calculated that the organization proposals, 
if adopted, would increase the tax burden of the railroad employers by $200 
million per year immediately and eventually by $260 million per year. The 
additional payments by railroad employees would be about $100 million per year. 
The annual tax payments of Southern Pacific alone would be increased at once 
by about $14 million, and ultimately by about $18 million. 

The railroads on their part have proposed, in bills now pending, to eliminate 
some of the plainly improper payments now provided by the Unemployment 
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Insurance Act, such as payments to employees on strike, to those discharged 
for misconduct, and to those absent because of maternity. The Retirement 
Board estimates that the total reductions under these proposals would be about 
$33 million per year. The burdens on the railroads would be reduced in the 
same amount, because the fund from which these benefits are paid is entirely 
made up by railroad contributions. 

There are several other legislative proposals before Congress which, if 
adopted, would hinder the railroads in their efforts to provide efficient on-time 
transportation. These include: S. 1386, the airbrake inspection bill; S. 1672 
and companion bills, to amend the hours of service act; H. R. 182 and com- 
panion bills, to require the application of luminous or reflecting materials on 
the sides of railroad equipment, particularly freight cars; S. 1729 and other 
like bills, to require track motor cars to be operated under the same rules and 
methods as trains, and thus subject to train orders, block signals and central- 
ized traffic control systems ; and H. R. 897, to authorize the Commission to order 
the installation of telephone, radio, or other systems of communications on the 
railroads, and to prescribe rules for the use and maintenance of such systems. 

Each of these bills is claimed to be necessary for safety reasons, but the acci- 
dent record of the railroads affords no basis for this claim. The reports of 
the Interstate Commerce Commission show that accidents and injuries occurring 
in the circumstances which these proposals attempt to cover have become less 
and less frequent in recent years, and today constitute only negligible hazards. 

The adoption of these proposals would thus be of very slight benefit, if any, 
from the standpoint of safety. However, the proposals would contribute greatly 
to the expense and difficulty of railroad operations. I do not know of any pre- 
cise estimate of the cost of any one of these proposals, but I am certain that it 
would be substantial. 

The airbrake inspection bill, for example, would require more inspections to 
be made, in greater detail, and thus the employment of more inspectors. Other 
results would be more delays to trains, and potentially the operation of more 
trains than otherwise needed. The proposal for the illumination of rolling 
stock would require the application of luminous paint or reflecting material to 
about 2 million freight cars and continuous maintenance thereafter—all at very 
substantial expense for labor and materials. The proposed restrictions on hours 
of service would compel the hiring of more employees to perform the same tasks 
as at present; this notwithstanding that many employees operating trains now- 
adays usually complete their day’s work in much less than 8 hours, and often 
in as little as 4 or 5. 

The proposal to require track motor cars to be operated in the same manner 
as trains would involve the issuance of orders for such movements, and thus 
the establishment of more train-order offices and the employment of more dis- 
patchers and operators. Due to the many more train orders thus required, 
delays to trains and hazards to train movements would increase. 

The proposal to give the Commission power to prescribe communication sys- 
tems, and to make rules for their use, would clearly be of no benefit from the 
safety standpoint. The railroads would, however, be hampered in their efforts 
to develop and improve their telephone, radio, and other means of communica- 
tion because their efforts would be exposed to constant interference from the 
new bureaucracy of inspectors set up to enforce the new rules. All this would 
be undertaken in a field where, without any regulation, the progress of the rail- 
road industry has been outstanding, and substantial advances have been made 
toward safer and speedier train operation. 

In this day and age, when many railroads are hard-pressed merely to break 
even, notwithstanding constant improvements in facilities and methods, the 
imposition of added burdens such as these will make it all the more difficult 
to insure the soundness of the railroad industry. 

I have not attempted in my statement to deal with each and every legislative 
proposal concerning the railroad industry, but have concentrated on the pro- 
posals which seem particularly important to the Southern Pacific. There are 
various proposals which I have not discussed, such as the proposal for redefini- 
tion of private carriage, which have my full support. I feel that the discussion 
of these matters can well be left to others. 

I express my appreciation to this committee for its invitation to appear and 
outline the problems of the railroad industry as they appear to us on the South- 
ern ‘Pacific, and to suggest the character of desirable new legislation for its 
consideration. 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics By Decades, 1926 through 1956 


Unprofitable passenger train service was discontinued, with passenger train miles 
operated in 1956 only about two-fifths of 1926, 


Passenger 
Year Train Miles 


1926 30,318,238 


20,776, 537 


24,437,273 


12,601,257 


Unprofitable branch lines were abandoned so that at the close of 1956 miles of road 
operated were 1,027 less than in 1926. 


Dec. 31, Miles of Road 


1926 13,416 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics By Decades, 1926 through 1956 


Road and yard operations have been fully dieselized. ‘The 257 steam locomotives at 
close of 1956 were held in reserve for possible standby peak service only. 


_Locomotives_ 
Dec. 31, Diesel Total 
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In spite of fewer units, the aggregate tractive effort of locomotives on December 31, 
1956 was about two-fifths greater than 1926. 


Aggregate 
Dec. 31, Tractive Effort (Ibs.) 


1926 94,132,000 


88,116,000 
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130,879,000 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics Bv Decades, 1926 through 1956 


During the last 10 years ownership of freight carrying equipment has been increased 
by over 20,000 cars. 


Freight Cars 
Dec. 31, in Service 


1926 76,712 


Average capacity of freight cars increased from 46.7 tons in 1926 to 51.1 tons in 1956, 
and aggregate capactity as follows (tons): 


Aggregate 
Dec. 31, Capacity 


1926 3,580,260 


2,924,970 


2,824,266 


3,954,775 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics By Decades, 1926 through 1956 


More freight cars were made available for service by reducing the number in bad 
order to less than 2°. 


Freight Cars 
Year Unserviceable 


1926 6.2% 


Movement of traffic over the road was expedited through installation of Centralized 
Traffic Control in certain heavy traffic territory. 


Dec. 31, Miles CTC 


1926 2.5 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics By Decades, 1926 through 1956 


Other major improvements include installation of gravity switching yards with push- 
button control, extension of sidings, heavier rail and mechanization. Through a 
continuing program of improvements, Southern Pacific’s gross investment in trans- 
portation property has grown to over two billion dollars, or one-third larger than 1926. 


Gross Investment 
Transportation 


Year Property 


1926 $1,403,299,714 


1,467,153,996 


1,536,569,924 


2,086,432,509 


These vast capital outlays have enabled the Southern Pacific to improve operating 
efficiency. For example, gross ton miles per freight train hour in 1956 were threefold 
that of 1926. This average is a measure of efficiency giving effect to both train load- 
ing and speed at which trains are moved over the road. 


Gross Ton Miles 
Per Train Hour 


| 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 


Historical Statistics By Decades, 1926 through 1956 


With these capital improvements it was possible to move in 1956 three times the 
volume of freight traffic as in 1926. 


Net Ton Miles 
Year Freight (thous.) 


1926 14,724,693 


14,756,849 


42,939,954 


This increased traffic was moved with fewer employes than in 1926. 


Number of 
Em ployes 


86,529 
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THERN PACIFIC TRAN A 
Historical Statistics By Decades, 1926 through 1956 


Notwithstanding a decrease of 14,323 or 16% in the number of employes during the 
last decade, payrolls in 1956 were $89,693,488, or 31%, higher than in 1946. 


Parsee 

92,391,502 

ee re 
Eee. 


Payroll taxes, nonexistent in 1926 and 1936, have added substantially to the cost of 
operations. In 1956 payroll taxes exceeded 1946 by $6,366,881, or 36%. 


Payroll 
Taxes 
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Historical Statistics By Decades, 1926 through 1956 


Freight revenues in 1956, like net ton-miles, were three times those of 1926, contra- 
dictory to the concept in some quarters that the railroads are pricing themselves 
out of the market. 


Rail Freight 
Year Revenues _ 


ioe $06.2, 


157,190,505 
356,292,690 


601,416,473 


Passenger revenues reflect the continued diversion to the private automobile, air- 
planes, etc. (Year 1946 was inflated by returning armed forces.) 


Rail Passenger 
Revenues 


$54,721,651 hee 


24,343,389 fi 


87,256,304 


36,916,840 [ie 
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SOUTHERN PACIFIC TRANSPORTATION SYSTEM 
Historical Statistics By Decades, 1926 through 1956 


Total operating revenues of Southern Pacific in 1956 were 2.3 times 1926, compared 
with 1.7 times for Class I Railroads, reflecting the tremendous expansion in the eight 
western states served by Southern Pacific. 


Total Operating 
Revenues 


0.00 (ES 
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(RRS ata 
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Net railway operating income, however, shows no corresponding improvement despite 
the large economies effected by capital improvements, etc.; and the 1956 experience 
is even worse when we exclude the amount of income taxes that were deferred that 
year through amortization of defense facilities. 

Operating 


Year Income 


1926 $55,796,718 


34,086,680 & 


41,524,526 


48,772,330 = (Including effect of tax deferments.) 


34,719,774 ge (Excluding effect of tax deferments.) 
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(Chart J) 


SOUTHERN PACIFIC TRANSPORTATION SYSTEM 
Historical Statistics By Decades, 1926 through 1956 


In 1956 only 7.2 cents out of each operating revenue dollar were carried down to net 
railway operating income, compared with 18.7 cents in 1926 ‘and 16.7 cents in 1936. 
Without the income tax deferments due to amortization, the 1956 experience is only 


5.1 cents. 


Cents Carried 
Year Down to Net 


1926 18.7 


7.2 eee eee (Including effect of tax deferments) 
5.1 rae (Excluding effect of tax deferments) 


Following shows the extent to which rate of return on net investment in transportation 
property has declined to an amount obviously inadequate. 


Rate of 
Return 


Rema 
Pa 
29%, I Oost cso 


(Excluding effect of 
1.99% tax deferments) 
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Historical Statistics By Decades, 1926 through 1956 


Labor costs have increased at a faster rate than earnings, with a resultant rise in the 
percentage of operating revenues required to meet payrolls. 


% Payrolls to 
Year Oper. Revenues 


1926 42.4 


The average revenue collected by Southern Pacific per net ton mile in 1956 is the same 
as in 1926, despite increases in rates. Change in the character of traffic handled and 
average distance carried contributed largely to this showing. 


Revenue Per 
Year Net Ton Mile 


1926 1.401¢ 
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Senator Smaruers. You may proceed. 


STATEMENT OF D. J. McGANNEY, VICE PRESIDENT, EXECUTIVE 
DEPARTMENT, SOUTHERN PACIFIC CO. 


Mr. McGanney. I am D. J. McGanney. I am vice president, ex- 
ecutive department, of Southern Pacific Co., and an officer of several 
of its subsidiaries, including the presidency of Southern Pacific Pipe 
Lines, Inc. My office is in San Francisco. 

My entire business career has been with the Southern Pacific, during 
much of the time in freight-traffic work, but for the past several years 
in an executive capacity. I desire to supplement the statement which 
has been filed by Mr. D. J. Russell, the company’s president, and if 
the committee has any questions with respect to Mr. Russell’s state- 
ment, I shall do my best to answer them. 

In Mr. Russell’s statement, in response to the suggestion of the 
committee, substantial space is given to the measures which Southern 
Pacific has taken to help itself, to improve its property, increase its 
efficiency, and develop sources of profit. 

We on the Southern Pacific think we have done a good job of 
railroading and of business administration. The system and its 
solely owned subsidiaries, in the 12 years beginning with 1946, in- 
vested approximately $1 billion in capital improvements, which is 69 
percent of the book value of the investment accounts of the system 
and these subsidiaries as of January 1, 1946. Of this figure of $1 
billion, $890,460,000 was spent on the railroad properties alone. 

That we have not accomplished enough, despite all of our efforts 
and the tremendous expenditures for improvement and modernization, 
is attested by the fact that in 1956 the rate of return on net investment 
in transportation property, after including tax deferrals due to accel- 
erated amortization, was only 2.79 percent. If we exclude the tax 
deferrals, the return drops to 1.99 percent on net investment. We do 
not have complete figures for the year 1957, but it is estimated that 
the rate of return in both instances will be very close to the percents 
given for 1956. 

Such a return is not sufficient to permit the company to continue 
to improve its services or expand to meet the needs of the rapidly 
growing territory in which Southern Pacific is located. I will not 
attempt to comment on all of the proposals contained in Mr. Russell’s 
statement, but this should not be taken to mean that they are not 
equally important to us. However, they are well covered in the state- 
ment, and also have been covered by others who have appeared before 
your committee. 

There are several points upon which I desire to supplement Mr. 
Russell’s statement. 

(1) Diversification of transportation services: The railroads are 
in the business of transporting persons and property. In order to 
stay in that business, they must adopt every new piece of machinery 
and every new practice that may be developed by science or by evolu- 
tion in order to satisfy the demands of their patrons, and, in order 

to operate efficiently, to keep their costs down to a point which will 
permit them to charge rates which their patrons can afford to pay. 
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The railroads, generally, have in this manner kept pace with prog- 
ress and have modernized their facilities in every respect, except 
where they have been prevented by lack of funds or the law from 
doing so. 

Roethern Pacific policy has always been to attempt to give a com- 
plete transportation service. We feel that we are in the transporta- 
tion business, and should be in a position to serve our patrons in any 
manner they desire. One of the most important activities that we 
have attempted to develop over the years is our highway motor- 
carrier service. 

As you well know, the motortruck and trailer has been greatly im- 
proved in recent years as well as have the highways, and motor- 
carrier service meets the needs of certain traffic because of speed, 
flexibility, and convenience. We have done everything that the law 
permits us to do to meet this demand, but what the law permits is 
wholly inadequate. Within the individual States, we have been per- 
mitted to operate complete motor-carrier service. Under the general 

licy of the Interstate Commerce Commission and of the prevailing 
aws, however, the usual requirement that railroad-owned trucklines 
must confine their operations to short distances between key points 
and use their trucks only auxiliary and supplementary to rail opera- 
tions are handicaps which do not permit us to make efficient use of 
our motor-carrier operations. a 

The inconsistency of the situation appears to be that it is all right 
for the railroads to operate trucks in interstate commerce for short 
distances, thus accommodating, in part, the short-distance shipper, 
but denying the same accommodation to the long-distance, interstate 
shipper. 

tis a matter of degree. If it is all right for a railroad to operate 
trucks for a short distance and for intrastate commerce, regardless 
of distance, why isn’t it equally proper to use them for a longer dis- 
tance in interstate commerce ? 

There is certain freight which, because of its character, or the area 
of movement, or whim of the shipper, will inevitably move on the 
highways. What the railroads should have, since they are in the 
business of hauling freight, is the right and freedom, equally with 
other truck operators not owned by railroads, to compete for this 
traffic. There is an increasing volume of traffic of this character 
that s being lost to exempt carriers or private or proprietary carriers. 

In our area, certificates for rail carriers or affiliates for intrastate 
truck franchises are, generally, unrestricted, and such companies 
which have interstate grandfather rights have unrestricted certificates. 

Southern Pacific truck subsidiaries operate some 20,000 route-miles, 
and such operations extend back to 1928. As indicated, insofar as 
intrastate traffic is concerned, the substantial mileage is unrestricted. 

Senator Bricker. In what States do you operate truck service ? 

Mr. McGanney. Oregon, California, Arizona, New Mexico, Texas, 
Louisiana, Nevada. There are seven States. We operate truck serv- 
ice in all States that we serve. 

Senator Bricker. Do most of those certificates have grandfather 
clauses, or have you applied for them and obtained them under the 
interpretation of convenience and necessity ? 

Mr. McGanney. For the most part, they are intrastate certificates 
which we have applied for, and obtained, from the State regulatory 
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commissions. We also have a few grandfather situations on inter- 
state, and have also obtained 1 or 2 cases of interstate full rights, 
One of them that comes to my mind right quick is in Nevada, a very 
sparsely settled area where, very similar to what Mr. Jenks said on 

e Rock Island, the through trucks would not serve the intermediate 
territory, so we were permitted to acquire another carrier that was 
unable to carry on and get full rights on interstate traffic. 

But in interstate traffic, except in a few instances, we are restricted 
by the so-called key points and auxiliary or supplementary provisions, 
thus preventing our full and adequate use of assets that stood on our 
books as of December 31, 1956, of over $22 million. 

I submit there is no present purpose in pcp. motor-carrier 
operations of railroads to be handicapped in this way. The possi- 
bility of monopoly by the railroads is no longer a threat. Probably 
the best evidence of this is the fact that our intrastate motor-carrier 
operations, in part, in the large area States of California and Texas 
and constituting about 90 percent of our gross motor-carrier revenues 
of $35 million in 1956, have not been harmful to other competing 
motor carriers nor in any manner prevented their growth. 

In seeking the removal of these unwarranted restrictions, it is not 
our purpose to suggest that motor carriers affiliated with the railroads 
will have any different situation before the Interstate Commerce Com- 
mission in justifying their applications for certificates of public 
convenience and necessity to operate. In other words, we desire only 
to stand on an equal footing with anyone else seeking such certificates, 
and, of course, our rates would be under Interstate Commerce Com- 
mission regulation the same as others, thus precluding any possibility 
of cutthroat rate adjustments, which were mentioned here earlier in 
the discussions. 

Senator Scnorrret. Mr. McGanney, in the State of California, you 
have no parallel railroad which runs down California as your com- 
petition, do you? 

Mr. McGanney. Oh, yes. Atchison, Topeka & Santa Fe. 

Senator Scuorpret. That is farther south; isn’t it? 

Mr. MoGanney. It comes out of San Francisco and Oakland and 
extends to Los Angeles and down through the San Joaquin Valley 
right parallel to us, clear to San Diego. 

nator ScHorrreL. What do you have paralleling from San Fran- 
cisco north ? 

Mr. MoGanney. Only the Western Pacific as far north as Chico. 
We have some areas in California, substantial areas, that we give ex- 
clusive service to. 

Senator Scnorrre.. On those parallel railroad lines that you have 
there, in the State of California, are they permitted to operate truck- 
lines the same as you are? 

Mr. McGanney. Yes. Santa Fe has an extensive truck operation. 
Western Pacific, I do not believe has much. But Santa Fe has a 
very extensive operation. 

enator Bricker. As I understand your suggestion here in regard 
to the rights to truck haulage, about the only difference between you 
and the ordinary carrier not affiliated with the railroad is the key- 
point provision ; isn’t it ? 

Mr. MoGanney. And the auxiliary and supplementary provision. 
In other words, the interstate movement must be incident to our rail- 
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road haul and on railroad billing. Then the key-point restriction is 
a further limitation which interferes with the length of the haul. _ 

Senator Bricker. Those have all been put on by the Commission; 
haven’t they ? 

Mr. McGanney. Yes, sir. 

Senator Bricker. Then it isn’t in the law; it is in the regulations 
by the Commission ¢ 

Mr. McGanney. Well, I don’t know that I can agree with that, 
Senator, because the Commission found wording in the law that 
prompted them to put these restrictions in our permits or certificates, 
and that has been tested before the courts in a number of cases, and 
the courts have sustained the Commission’s interpretation of the law. 
So that I think that in order to clarify or clear this situation there 
must be some words taken out of the law. 

Senator Bricker. Do they. hold that the law required them to do 
that, or did they do it under the interpretation of convenience and 
necessity ¢ 

Mr. McGanney. My understanding is that they proceed on the 
theory that they are required to do that. 

Senator Bricker. Thank you. 

Mr. McGanney. Except in exceptional cases, and Mr. Jenks out- 
lines an exceptional case that he had on the Rock Island, and as I say, 
we had a similar one in Nevada. 

Speaking about the rate problem and the possibility of cutthroat, 
competition and so forth, I am confident that than can never happen, 
and I say that incidentally, we have never had any such problem or 
activity on intrastate traffic where we operate very extensively on the 
same level as the independent truck operator and under the same 
regulation of the State commissions as an independent truck opera- 
tor operates. 

The advantage to the public in the railroads being allowed to di- 
versify their activities into other forms of transportation is twofold. 

First, the ability to utilize other forms of transportation along with 
rail transportation under a single ownership will result in a unified 
service to the public which will be superior to the services which 
it can. obtain in separate ownerships. Different forms of trans- 
portation are now being combined in the rendering of a single trans- 
portation service. I refer there to our piggy-back operations. 

The public is benefited when this service can be rendered by a single 
company which can utilize the best service available, without profit 
conflicts. 

Second, by entering other forms of transportation, the railroads 
will have the opportunity to generate new sources of income. They 
will be permitted to take advantage of the financial aids which have 
been accorded to their competitors and which were provided in part 
from their own taxes. If a railroad can improve its overall earnings, 
it will result in strengthening of each branch of its activities and will 
pel relieve the existing saileead problem of inadequate earnings. 

n connection with our plea for diversification, I would like to re- 
cite an incident which also has a bearing on competitive ratemaking. 
This has to do with our activity of being in a common carrier pipe- 
line business, which is unique. 

The Southern Pacific in 1952 and 1953 was faced with the threat 
of a petroleum products pipeline being built from El Paso, Tex., to the 
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Tucson and Phoenix, Ariz., areas by the oil companies having re- 
fineries at El] Paso, which would have deprived Southern Pacilfic of 
the haul of refined petroleum products in that territory. 

After considerable negotiation we persuaded the oil companies to 
withhold the building of the pipeline and we would attempt to publish 
reduced rates on petroleum rdanéts in tank cars that would in a large 
measure meet the transportation economies that could be obtained 
through their building a pipeline. 

Accordingly, we issued a tariff publishing such reduced rates both 
from El] Paso, Tex., and from California origins to Arizona and New 
Mexico destinations. At the request of the tank-truck operators, the 
Interstate Commerce Commission suspended our published rates, 
Extensive hearings were held and after a little over 9 months the 
Commission by a divided decision authorized the rates to be made 
effective. 

Senator Bricker. They found them compensatory ? 

Mr. McGanney. They found them compensatory and, also, I recall, 
used some rather encouraging wording by saying that this was a situa- 
tion where they were not justified in—using my language—holding 
an umbrella over the competition. 

However, the tank-truck operators appealed to the Federal court 
and a restraining order was issued, enjoining us from making the 
rates effective. Hearings were held and 7 months later the court 
decision was issued setting aside the Commission’s decision on the 
on that the Commission’s findings were inadequate because, as 

recall it, the court said the Commission had not given proper con- 
sideration to the element of national defense as called for in the Inter- 
state Commerce Act; in other words, the court indicated that perha 
a pipeline should be built and that we should not be allowed to make 
rates to deter it. So we were right back where we started from a 
year and a half earlier. 

The oil companies were restive and we were convinced they would 
not hold off another year or more while we fought out the rail-rate 
problem with no assurance of success, but that they would go ahead 
with the building of the pipeline. Therefore, being convinced that 
we were going to lose the business off the railroad, we raised the 
question of why did we not lose it to ourselves and if a pipeline was 
to be built why do we not build it as a common carrier to serve every- 
one. The oil companies were receptive to this idea and we plunged 
into the necessary investigations as to the feasibility of such a project 
and how it could be financed. 

Investigations developed the project was entirely feasible from a 
physical and financial standpoint, and that the pipeline could be laid 
upon our right-of-way to considerable extent. We, therefore, in- 
corporated Southern Pacific Pipelines, Inc., and started building the 
line both from El Paso and Los Angeles Basin at the start of 1955 
and completed the eastern end of the line from El] Paso west to Tucson 
and Phoenix for start of operations January 3, 1956—incidentally, 
the two lines were a little over a thousand miles long—and the west 
line from Los Angeles to Phoenix a month or two later, and these 
operations have been on a profitable basis since that time. 

The point I wish to illustrate is the great difficulty we experience 
in getting rates into effect when another mode of transportation 
opposes our action under the present setup, where the Commission 
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feels the necessity of what we term “holding an umbrella over com- 
tition. 

Senator ScHorpret. I would like to ask you at this juncture: 

How much of a saving could your railroad have effected had that 
authority initially been granted to you and you would not have been 

uired, as you viewed it, to build that pipeline? 
mir. McGanney. The pipeline cost us $35 million. We had satisfied 
the oil companies, with a reduction in the rates of about one-third. 
Under the pipeline setup the rates were cut just exactly in half, as 
against the former rail and also highway truck rates. 

However, I think, in all fairness, that the net result is that we are 
making more money, net, from the pipeline operation than we would 
have made by retaining the business on the railroad after making the 
rate reduction we would have to make to keep it. So that it worked 
out all right, but that isn’t the point. We don’t always have that 
op Pane 

enator Brickner. Have the trucklines competed with the pipeline 
since its construction ? 

Mr. McGanney. No, sir, except in areas where the fan-out point, 
as they term it, beyond the pipeline terminal at Phoenix and Tucson 
is a sufficient distance away from that terminal that they can compete 
to some extent from the Los Angeles Basin, mainly. 

Senator Bricker. How much business did the trucklines lose as a 
result of the completion of the pipeline? 

Mr. McGanney. Well, we are handling in the pipeline about 45,000 
barrels a day. I would say that the trucklines lost about half of that. 
And of course the railroad lost the other half. 

Senator Purret,. May I interrupt? 

Mr. McGannery. Surely. 

Senator Purret,. When you say you are making more money this 
way, that is taking into consideration the $30 million that you have 
invested ¢ 

Mr. McGanney. Yes, sir; $35 million. 

As I say, it is so difficult to get rates in effect when someone opposes 
you, and these suspensions occur. 

Also, you have these situations: Even when you are successful in 
convincing the Commission finally that the rate should go into effect, 
usually 6 or 7 months expire, and in some instances the delay has 
placed the business beyond your reach; it has gone elsewhere or other 
arrangements have been made. . 

The other point that I wish to make is that here was a situation 
where, because of lack of any restrictions, we were in a position to 
diversify our operations and go into the pipeline business, and 
promptly take the wise and profitable course. 

An additional pipeline project has been completed extending from 
San Franscisco Bay refineries to Reno and Fallon, Nev. That was 
opened on December 13, 1957. Fallon, I might say is the terminus 
of the line and there is a large naval aviation base at that point. 

Taking advantage of these. business opportunities has provided a 
source of profit for the company and an important additional trans- 
oo facility to the public and especially to the United States 

overnment which strongly supported the project on account of its 
need for jet fuel and other petroleum products at interior airfields. 
The Air Force has betittinted that as a result of our direct pipeline 
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service to 4 of their airfields in southern California and Arizona, 
they have effected a saving of over $1 million a year in transportation 
costs, 

The other example relates to coordination. Southern Pacific has 
been a pioneer in piggyback operations. It hauls on the average 287 
trailers per business day. This service is available between San Fran- 
cisco and Los Angeles, between San Francisco and Portland and in 
connection with other rails into Puget Sound points, between San 
Francisco Bay points and Nevada, Utah, and Idaho, and between 
Los Angeles and Arizona points, as well as extensively in Texas and 
Louisiana. We have been able to develop this business because of the 
availability of our subsidiary, Pacific Motor Trucking Co., to provide 
the highway transportation. Generally these shipments move on rail 
billing and PMT is paid on a contract basis a reasonable amount for 
the service it renders. We are convinced that, without a motor sub- 
sidiary which had no conflicting financial interest, the service could 
not have been developed as it has been. 

What I have said concerning the public interest and a railroad 
company engaging in pipeline and motor transportation applies 
equally to water and air transportation. The principle is exactly 
the same, so that I will not take the time of the committee to go into 
these phases. 

I do wish to point out, however, that Southern Pacific was itself in 
the water transportation business in a very substantial way in times 
past. It operated under the trade name “Morgan Line” what was for 
many years the Jargest factor in intracoastal water transportation be- 
tween gulf ports and the eastern seaboard and its operations were 
determined by the Interstate Commerce Commission to be greatly in 


the public interest. Its ships were taken over, under threat of con- 
demnation, by the United States Government in World War II and 
the service has not been reentered. 

The extensive operations of the railroads in Canada in highway 
and air transportation, as well as in other businesses, is a matter of 
common knowledge. It is time for Congress to reverse the peculiar 
pattern which oapetinentins transportation with artificial barriers 


which cannot readily be crossed in the United States. 

The second item that I would like to comment on is the agricultural 
exemption, of which a great deal has been said. 

Senator Bricker. You did have at one time, didn’t you, a transcon- 
tinental airline? 

Mr. McGanney. No, sir. I would say this, that we have been in 
every form of transportation—and I say that advisedly—except air 
transportation. 

Senator Bricker. You never had any air interests? 

Mr. McGannery. We never had any air transportation. Everything 
else that I can think of we have been in at one time or another. 

Another serious inequality under which the railroads labor is on 
account of unregulated competitive highway transportation. The 
Interstate Commerce Act was adopted in 1887 in response to a demand 
to correct the evils of unregulated common carriers. In 1935 the Motor 
Carrier Act was adopted for like reasons. If regulation is in the pub- 
lic interest, there seems no justification for a substantial portion of 
commercial transportation to be left unregulated. 
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The business of a regulated carrier, which must publish rates and 


change them only pursuant to the control of a regulatory body, is 
you might say, a sitting duck to be taken by competitive dnteguinied 
carriers who can, without notice or public knowledge, tailor their rates 
to undercut published rates and grant preferences or discriminate as 
aT please. This is what occurs with respect to the movement of goods 
under the so-called agricultural exemption. 

Undoubtedly Congress had in mind freeing the farmer and his im- 
mediate transporter from the redtape of regulation in the movement 
of his goods from the farm to the first point of sale or storage, but 
this exemption has now come to be an important factor in the move- 
ment of many goods substantially removed from their agricultural 
or horticultural origin and, if there is no legislative relief, it is hard 
to say where the expansion of the exemption will stop. I know this 
committee is very familiar with this subject and others have discussed 
it, but I mention it in order to stress its importance in our eyes as 
the largest hauler of perishables in the United States. 

As an indication of the extent of the diversion of traffic from the 
railroads by exempt haulers, we have a record of movement of fruits 
and vegetables from California to interstate destinations for the year 
1956 of the equivalent of 73,092 carloads, which is an increase of 72 
percent over 1951. 

I might add that we obtained this information accurately through 
the border check stations on the highways destined out of California. 
California maintains a border checking station for everything that 
goes through. .And we get this information at those points. 

Senator Scnorrret. They do that if you go into that State or come 
out of that State by automobile, don’t they ? 

Mr. McGanney. Yes, sir. 

Senator Scuorrret. They stopped Andy Schoeppel 3 or 4 times. 

Mr. McGanney. That is particularly so with all types of fruits, 
vegetables, or any growing thing. 

imilarly, the movement of fruits and vegetables from the Rio 
Grande Valley of Texas in the 1956-57 season amounted to the equiva- 
lent of 11,209 carloads, which is 42 percent of the total. These figures 
cover only fruits and vegetables and of course with the lengthening 
of the list of exempt commodities, the situation has grown and con- 
tinues to grow much more serious. The restriction of the agricultural 
exemption as proposed by the Interstate Commerce Commission would 
have an immediate beneficial effect on the railroads. 

The next item that I would like to comment on is the excise tax, 3 
percent on freight and 10 percent on passengers. 

This is another glaring inequity against the common carrier, which 
no doubt has developed by accident. Certainly Congress had no 
intention, in passing that. law, to create a situation where the private 
carrier would be operating on the highways in competition with for- 
hire carriers and be exempt from the tax. That is just something 
that grew after the excise tax was passed for other purposes. 

Senator Scuorrre.. I would like to ask you, assuming that that 
tax were removed—and it obviously would have to be removed by 
amendment or by law—how much of a difference would that make 
within a period of a year on your railroad? Have you ever run it 
down? Would it be an appreciable difference, do you think, an im- 
mediate benefit that you would notice, or is it just something that you 
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figure you would ultimately get by reason of these private carriers who 
heretofore, by reason of that tax, would get out of it? 

Mr. McGanney. I couldn’t give you an estimate. I heard Mr. 
DeButts make the estimate. When I heard it I was sorry I hadn’t 
made a similar study of our own. I just do not have a figure that 
would answer your question, although I am sure that it would be of 
substantial help, because this private carrier situation is growing very 


coeely- 

‘o some extent this has the tendency to promote private transporta- 
tion and to prejudice common carriers which must be the main standby 
for the small and average shipper. The tax is particularly harmful 
to the shippers on the Southern Pacific since a large portion of its 
business is transcontinental, consisting of lumber produced from the 
forests of Oregon and California, which moves transcontinentally, and 
fruits and vegetables, both fresh and canned, from California, Oregon, 
Arizona and other points, which are transported to populous centers 
in the Midwest and East. 

The long hauls make transportation charges relatively heavy and the 
additional Government exaction of 3 percent weighs heavily, depend- 
ing on the amount of the freight charge, and it is particularly burden- 
somé, as I say, to our shippers. And we have advocated its removal 
for a long time. I can say to you without any fear of contradiction 
that. it is the unanimous feeling on the part of all the Pacific coast 
producers that this charge or tax should be eliminated. 

I next come to the question of passenger service discontinuances, 
which is a very important situation with us. 

_. There has been a great deal said earlier in these hearings concerning 
the losses which are occurring in passenger transportation. Not only 
is Southern Pacific Co. not immune from these losses but, on the 
contrary, they have been relatively heavy on its lines. The welfare 
of the railroad industry demands that these losses be curtailed. One 
important means of accomplishing this result is to eliminate unused 
and unprofitable service. 

_In order to eliminate a service, it is necessary, generally speaking, 
to obtain authority from State regulatory bodies since under our 
dual ‘regulatory system authority over passenger service is not vested 
in. the Interstate Commission. The problem of the passenger deficit 
is one of national concern, but this important phase is resolved upon 
a State level... 

State commissions are necessarily affected by the considerations 
of their particular State and we have been faced with many refusals 
and delays in obtaining passenger service discontinuances. The pro- 
posal has been made by the railroads that the ICC be given authority 
with respect to passenger train discontinuances. I think enactment 
of such legislation would be desirable. 

Southern Pacific now has pending before the California Public 
Utilities Commission applications for the discontinuance of 8 trains, 
6 of them short local trains and 2 between Sacramento and Los 
Angeles. We also have pending before the Texas Railroad Com- 
mission applications for the discontinuance of four trains. This is 
something that we have not been in any manner neglectful of. 

Since 1946 we have cut our passenger-train mileage in half. This, 
however, has been an uphill struggle all the way but we are being 
persistent in our efforts to eliminate trains that do not pay their way. 
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and which never will pay their way. Examples of the difficulties in 
this regard are: 

We attempted to discontinue trains 3 and 4 between Houston and 
New Orleans. These were night trains, with very light patronage; 
and there were two other trains, namely 5 and 6 and 1 and 2, available 
for service between the same points. 

Senator Scuorrrer. Might I ask you, what percentage of these 
trains that you are seeking to take off, actually paid their way from 
the beginning? Do you have any record of that? 

Mr. McGanney. That would go back a great many years, Senator. 
That would take us back to the days before the private automobile. 

Senator Scnorrren. Those of course did ? 

Mr. McGannezy. Yes. 

Senator Scuorrre.. They paid their way then ? 

Mr. McGanney. That is right. 

Senator Scuorrret. But I mean, since the advent of the automo- 
bile, reasonably speaking, and the highway. structure, they presented 
practically a loss sheet on all of them to some degree, did they not? 

Mr. McGanney. Yes. And there was a period during the war, 
World War II, where most of these trains paid their way, where be- 
cause of the restrictions on rubber, gasoline and not having automo- 
biles available to the same extent, we had a very large passenger 
business. And I might say that we tried, after the war, to do every- 
thing within our power to retain that business. We actually spent 
$34 million to acquire new passenger cars, to modernize all of our 
principal trains, in an effort to hold the business that we had accumu- 
lated during the war. 

But after about 2 or 3 years of 5 and 6 million automobiles bein 
turned out, the tide turned and we started on a downhill pull with 
respect to passenger service or passenger patronage on the railroad. 

s I say, I was talking about trains 3 and 4. We filed applications 
with the Railroad Commission of Texas and the Louisiana Public 
Service Commission. We received authority from the Texas com- 
mission in June 1956, but could not get approval from the Louisiana 
commission. As a result, on September 30, 1956, we discontinued the 
operation in Texas, stubbing the trains to run only between New 
Orleans and the Sabine River, a distance of 250 miles, and were forced 
to operate these 500 useless passenger-train-miles daily until we fi- 
nally obtained a decision from the Louisiana Supreme Court author- 
izing us to take off the trains on December 1, 1957. 

Similarly, we have a situation in Arizona and New Mexico where 
we attempted to consolidate interstate trains 5 and 6 with trains 39 
and 40 between Los Angeles and El Paso, October 1, 1957. The Ari- 
zona Public Service Commission and the New Mexico Commission 
stepped into the picture and tried to stop the consolidation, and the 
situation is now in litigation. 

We went ahead with the consolidation anyhow. But in order to 
keep from not being in contempt of court, we were forced to operate 
2 sets of stub trains, consisting of a diesel unit and 1 coach, between 
Yuma, Ariz., and the New Mexico border, and between the New 
Mexico border and El Paso, a combined distance of about 600 miles, 
handling 2 or 3 local passengers a day. 

Senator Purre.t. May I ask you a question ? 

21278—58—pt. 1-40 
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Senator Smaruers. Senator Purtell. 
Senator Purtety. Were both of these trains serving the same inter- 
mediate points or did one serve more than the other 

Mr. McGanney. They served to some extent different points. We 
have two lines across Arizona. Trains 5 and 6, which also ran on 
through to New Orleans, operate on what we call the south line, and 
trains 39 and 40, which go on through to Chicago, operate on the 
north line. And when we consolidated them we put the consolidated 
train on the north line so that eliminated the service on the south 
line. When they get to El] Paso they are split again; one turns north 
to go to Chicago, and the other one goes out over the Texas-Louisiana 
line to New Orleans. 

Senator Purrety. My reason for the question is this: you said 
they were consolidated, which would lead me to believe they served 
all points between their point of origin and their ultimate destination. 
The fact of the matter is that when you consolidated you denied some 
service to one of the lines, is that correct ? 

Mr. McGanney. Yes; between Yuma and Tucson, Ariz. 

Senator Purretx. Thank you. 

Mr. McGanney. The next subject I would like to comment on is 
the intrastate freight rates in connection with general rate increases, 

When the Interstate Commerce Commission grants a general rate 
increase on account of revenue needs in order to meet expanding costs, 
it becomes applicable immediately to interstate commerce and the 
Commission assumes it will also be applicable to intrastate commerce, 
and the Commission, the Interstate Commerce Commission, assumes 
that we will also obtain a similar increase on intrastate commerce. 
In fact, their calculations are on that theory. The fact, however, is 
that for use to make such an increase applicable intrastate requires 
proceedings in eight States. The pattern in one of States in which 
we operate is to never permit the general rate increase to apply to the 
bulk of the commodities moving intrastate in that State and relief 
can only be obtained finally under a section 13 proceeding, years after 
the revenue needs have developed and the Interstate Commerce Com- 
mission authority has been obtained. Very substantial financial losses 
accrue to Southern Pacific by reason of this condition. It is particu- 
larly affected because it operates in the two largest States, geographi- 
cally, in the country, Texas and California, and its intrastate business 
is very substantial in volume. 

It is my suggestion, although it has not been embodied in any 
legislative proposal of the railroads, but I make it here, that in reve- 
nue cases, the Interstate Commerce Commission should have au- 
thority, upon a finding as to the financial need of the railroads, to 
order increases in rates to be immediately effective on intrastate traffic 
at the same time as effective on interstate traffic, thus avoiding the 
long delay and cumbersome process that we must go through in ob- 
taining the final relief under section 13 proceedings. 

Senator Bricker. Do you think that original jurisdiction could 
be granted under the constitutional powers ? 

Mr. McGanney. Yes, sir. 

I have only one more item to comment on and that is the question 
of competitive ratemaking. 

There are other inequalities affecting the railroad industry which 
should be corrected and a number of other ways in which aid can be 
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accorded to the industry which it needs. These have been developed 
by others and I wish it understood that by not discussing them I do 
not minimize their importance. Particularly, I have in mind the 
proposal to give the railroads greater freedom in making competitive 
‘rates. I concur in the principle behind this proposal and agree that 
it would be of real value to the railroad industry and of benefit to the 
public. I heard the statement of Mr. Dearmont yesterday with re- 
spect to barge competition, and I would like to add that what he 
said applies with equal force to Southern Pacific Lines in Texas 
and Louisiana and to our affiliate St. Louis Southwestern Railroad 
Co. 

We are there in direct competition, like the Missouri Pacific, with 
the Intracoastal Canal and the Mississippi River. 

I would also like to say that I heard the statement this morning 
of Mr. Simpson, president of the Baltimore & Ohio, dealing partic- 
ularly with competitive ratemaking and subsidized competition. I 
would like to say that I also agree with what he said. His situation, 
as he outlined, is comparable to ours. 

In conclusion, I wish to state my conviction that Congress is not 
faced with a problem that can not be solved with respect to the rail- 
roads. I have pointed out competitive disadvantages which can be 
corrected fairly simply. Merely by freeing railroads in order to take 
proper business measures, as other industries can and do, would go a 
long way toward restoring our financial position. On the other 
hand, I think it apparent to this committee that definite measures 
are required. 

Senator Smatuers. Thank you very much, Mr. McGanney. 

Are there any other questions ? 

Senator Lausche? 

Senator Lauscue. Are you familiar, Mr. McGanney, with the Bul- 
letin No. 58-3, issued by the Bureau of the Budget and directing the 
heads of all executive departments and other governmental establish- 
ments to develop an equitable and uniform governmentwide policy 
on charges for the Government services, property, and facilities? 

Mr. McGanney. I am familiar with it, Senator, only to the point 
of having seen the bulletin. 

Senator Lauscue. What is your understanding of the objective of 
that bulletin ? 

Mr. McGanney. My understanding of the objective was that the 
executive department is taking up the point of user charges, and we, 
in reading it, are very much encouraged that perhaps something at 
long last would be done. 

Senator Lauscne. Do you know how the thought was originated ? 

Mr. McGanney. No; I do not, sir. 

Senator Lauscue. And it is your understanding that the Bureau 
of the Budget is of the opinion that the charges borne by the general 
taxpayers in providing facilities for some modes of transportation 
have reached a level that justifies a study with the view to determinin 
whether there can be a recoupment in some way of those companies’ 

Mr. McGanney. That is my understanding; yes, sir. And as ] 
said, I consider it a very worthy project. 

Senator Lauscue. Do you know to what extent progress has bee 
made in the carrying out of this directive? 
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Mr. McGanney. No, I do not. 
Senator Scuorrre.. Mr. Chairman, I would like to ask a question, 
Senator Smaruers. Senator Schoeppel. 

Senator ScHorrret. You and your associate colleagues in the rail- 
road industry, those of you who have heretofore appeared, have made. 
a number of suggestions and recommendations to this committee. All 
of them of course will be considered by this committee, the subcom- 
mittee and the full committee. What ultimately will be done is en- 
tirely another question. But if you had you way about it—obviously 
all that you ask for probably can not be granted or worked out 
legally—what would you consider No. 1, No. 2, and No. 3, the most 
important phase that should be considered to grant the railroads— 
reasonable equitable relief to get your roads out of the bad predica- 
ment they are in now? 

Let’s just discard the inflationary effects of this thing, which of 
course hits everybody. 

Mr. McGanney. | will divide my answer into two parts, Senator, 
if Imay. First, 1 would say that from the standpoint of things that 
can be done immediately—and those are the things that would have 
to take the No. 1 position because immediate relief is required—I 
would put first. diversification; second, agricultural exemption; and 
third, the excise tax as granting us the greatest possible relief. In fact 
I could almost say that the way I gave them to you is about my opin- 
ion of the order of importance. 

On a long-range proposition, and something that I appreciate will 
take time, the very root of our trouble is subsidized competition. And 
if a proper system of user charges, which we would be perfectly 
willing to pay if we were on the highway or on the waterways or in 
the airways, 1f a proper and adequate system of user charges for the 
aids and the facilities furnished by Government, all types of govern- 
ment to our competitors in the transportation field, that would do 
more to put us on our feet than anything else because it would enable 
us to pane on a level of equality insofar as the Government could 
equalize the situation. 

Senator Scuorrre.. I appreciate having your answer because I 
know you and the other men who have testified here, your associates, 
know that this is a very complicated picture that we find ourselves 
confronted with, and no one, no committee, can waive a magic wand 
and straighten this thing up. Hence my reason for asking you, in 
your opinion of its importance, how you consider them. I appreciate 
your answer. 

Mr. McGanney. Thank you, sir. 

Senator Smaruers. Thank you very much, Mr. McGanney. 

Our first witness tomorrow morning will be Mr. W. J. Tuohy, pres- 
ident of the Chesapeake & Ohio Railway Co. 

We will stand in recess until 10 o’clock tomorrow morning. 

(Whereupon, at 3:23 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m., Friday, Saitnery 17, 1958.) 
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FRIDAY, JANUARY 17, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SuRFACE TRANSPORTATION, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in the 
caucus room, Senate Office Building, Senator George A. Smathers, 
presiding. 

Senator Smatuers. The meeting will come to order. 

Our first witness today is Mr. Walter J. Tuohy, president of the 
Chesapeake & Ohio Railway Co. 

We will make your statement in full a part of the record, and then 
however you want to brief the text extemporaneously, we will appre- 
ciate it. 


STATEMENT OF WALTER J. TUOHY, PRESIDENT, THE CHESAPEAKE 
& OHIO RAILWAY CO. 


(The prepared statement of Mr. Tuohy is as follows:) 


STATEMENT OF WALTER J. TUOHY, PRESIDENT OF THE CHESAPEAKE & OHIO 
Rattway Co. 


My name is Walter J. Tuohy. I am president of the Chesapeake & Ohio 
Railway Co., with headquarters at Cleveland, Ohio. 

This committee is to be commended most highly for initiating its timely in- 
vestigation. To a nation dependent upon its transportation, and to the railroad 
industry itself, it is most encouraging that the serious adverse trend of the 
railroads has become your special concern. 

It is a remarkable coincidence, too, that 21 railroad presidents, having no 
knowledge of your planned action, directed a petition to the President of the 
United States on the very day, November 22, of your announcement. The peti- 
tion requested an audience with the President for the purpose of presenting to 
him facts respecting the “precarious” condition of the railroad industry. Rail- 
road representatives, as you know, visited the White House on December 6. 

I know the railroad presidents used the word “precarious” in its full defini- 
tion: “insecure ; uncertain ; risky ; dangerous ; dependent upon circumstances and 
chance.” No more apt thumbnail description of the situation of America’s 
railroads today could be offered. 

Although many of the problems that will be presented to you require corrective 
legislation, it cannot reasonably be expected that the Congress can take care of 
all of them immediately. It is certain, however, that with your leadership 
speedy action can be procured on the most pressing of the Nation’s rail transpor- 
tation needs. Moreover, the interest you manifest will undoubtedly encourage 
new attitudes on the part of Government regulatory bodies and agencies. 

If your hearings bring into proper focus the railroads’ vital importance to the 
country’s economy and defense readiness; if the railroads’ present financial 
plight and clouded future are fully perceived in the halls of Congress and in the 
executive and administrative departments concerned, a large measure of needed 
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relief can come quickly, within existing authority. Particularly commended is 
the conscientious approach of the members of the Interstate Commerce Com- 
mission. 

This Nation cannot get along without its railroads as part of its transporta- 
tion system. This flat assertion is not an encouragement of complacency on the 
part of railroad management, since management personnel is not similarly indis- 
pensable. What I am saying is that by one system of ownership and operation 
or another, the railroads will continue to roll. 

I come before you representing a railroad that enjoys certain advantages, 
The Chesapeake & Ohio, tracing its history back to a canal company founded by 
George Washington, is blessed with a good geographical location. It carries 
more of the country’s production of bituminous coal than any other railroad. 
And its passenger-train traffic—and that service which it does operate it hag 
striven to make a good service—is really a very small portion of its total 
business. 

In 1956, Chesapeake & Ohio had net income after taxes of $67 million. In 
this, it ranked third among all the railroads in the country, and about 30th 
among all United States corporations. 

The fact that Chesapeake & Ohio should rank so high among railroads. with 
only a fair rate of return reflects the truly deplorable condition of many other 
railroad properties and the general depressed state of earnings within our 
industry. 

Since the end of World War II, Chesapeake & Ohio has spent over $700 million 
for equipment and facilities to do a better job. In terms of physical plant, it 
is practically a new railroad. Ina time of general freight-car shortages, C. & O. 
has been able to say that not a single day’s production was lost at a coal mine 
on its lines for lack of cars to load. 

These things are cited to demonstrate what a railroad with fair earnings and 
the funds to improve its property and services can do. 

At the same time, it is necessary to recognize that in the long run the fate 
of any individual railroad, including the C. & O., is tied to that of the railroad 
industry. We are an integral and inseparable part of this industry and will 
rise or fall with it. At the present time the book value of C. & O. common stock 
is more than $70 a share, yet the market price is about $50. C. & O.’s ratio of 
debt to capital structure is around 40 percent, which means that the stock- 
holders’ equity is in the neighborhood of 60 percent of this sound property. 

You will not wonder, then, that although C. & O. is by no means in distress, 
it urges with an earnestness equal to that of the other railroads your favorable 
consideration of the industry recommendations made at this hearing. It would 
be tedious were I to go over all the suggestions made by others. In a sentence, 
they add up to the hope that the railroads may have legislation, regulation, and 
taxation equal to that of their competitors on land, in the air, and on the water. 

It sounds simple, but that is really all that is essentially wrong with the rail- 
roads: their obligation to compete under ground rules that are not equally 
applicable to the other forms of transportation which are taking away their 
business. 

Granted only the will to find a way of putting the scales more evenly in 
balance, much can be accomplished, and quickly,.even without further law- 
making. As previously stated, the very fact that this committee has manifested 
such an interest in the railroad situation should be sufficient to encourage 
material relief at the administrative level. Other objectives probably can be 
attained only through legislative action. 

These longer range changes are most important. Although C. & O. is in 
favor of the industry program that has been presented to you, it is our desire 
to particularize two proposals of outstanding importance. Both can materially 
advance the public interest and strengthen its transportation system. 

The first is the need for transport diversification ; the second is the solution of 
what I will call the railroads’ duplicate facility problem. 


THE NEED FOR TRANSPORT DIVERSIFICATION 


The Chesapeake & Ohio has already taken some partial steps in the direction 
of diversification within the permission of existing law. It has an investment 
in an airfreight line and is a partner in an overseas shipping company. Through 
a subsidiary company it is participating in the development of oil and gas 
properties. In another direction we recently completed for the Post Office De- 
partment a test operation of our railvan development, a vehicle that can operate 
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on both the rails and the highway. A large-scale test operation in mail hauling 
in this vehicle is now under consideration. 

These are but tentative, partial steps which, in comparison with our rail- 
transportation business, are relatively insignificant. If the transport-diversifi- 
cation measures that have been presented to you were enacted into law, how- 
ever, much more could be accomplished. 

It may be helpful to an understanding of the public need for diversification 
of the services offered by common carriers generally, and rail carriers in 
particular, if there is first a brief review of three basic facts about our present 
transportation setup. These facts are— 

(1) The technological revolution in transportation of the last 30 years; 

(2) The importance of common carriers in the overall transportation 
picture ; and 

(3) The gradual erosion of common-carrier traffic. 


(1) The technological revolution 


In the mid-1920’s intercity transportation in this country was dominated by 
the railroads. Seventy-five percent of city-to-city freight traveled by rail; so did 
68 percent of the passengers. But then came the airplanes, buses, trucks and 
ears, and the airports, highways and guidance systems that enabled them to 
transport freight and passengers in large numbers between cities. This tech- 
nological revolution did two things: It made our overall transportation system 
infinitely faster and more flexible, and it took vast amounts of business away 
from the railroads. In 1956 the railroads’ share of freight business was down 
to 48 percent, and of intercity passengers to 35 percent. 


(2) The importance of common carriers 


As you know, a common Carrier is one that will carry any freight it is physically 
capable of carrying—whether that freight is desirable or undesirable, profitable, 
or unprofitable—and that’ makes public its ratés and adheres to these rates 
without preference among its customers. All common carriers in this country 
are strictly regulated by the Government. The need for a strong and healthy 
common-carrier system is obvious. Without such a system every shipper and 
every traveler would be, in effect, an individual negotiator with the transporta- 
tion company when he wanted to move his goods or himself from one city to 
another. 


(8) The erosion of common carriage 


Increasingly today common carriage is being eroded by the incursions of the 
specialized carriers—those trucks, barges, and pipelines that are either privately 
owned by the shippers themselves or are exempt for other reasons from Govern- 
ment regulation of their rates and schedules. Here is one index of how serious 
this erosion is: two-thirds of the trucks on the road today are either private 
or exempt carriers. As a matter of fact the railroads are the only form of 
transportation that is 100 percent common carriage with no exemptions or 
exceptions. 

Here is what the ICC has said on this subject of the withering away of 
common carriage (in a statement to the House Committee on Interstate and 
Foreign’ Commerce, 84th Cong.) : 

“* * * The constant erosion of traffic which properly should be handled by 
common carriers or regulated carriers is the major source of the problems of 
public transportation * * *, 

“* * * the continual expansion of exempt commodities and exempt carriers, 
and the growth of private transportation, are all contributing to a weakening 
of the service which the average shipper wants and needs for his protection. 
The continuance of the taxes on freight and passenger transportation which apply 
only to for-hire transportation offers a strong inducement to large shippers who 
ean affort it to engage in private transportation * * *, There are 4 million 
small businesses in this country most of which cannot afford private carriage 
and which must depend upon public transportation for services necessary to 
their survival. 

“The less traffic handled by public transportation the higher the rates will 
go and the less efficient for-hire service will become * * *,” 

Those, then, are the three basic facts of today’s transportation picture. 

Against this background, it is in the public interest to allow railroads, as truly 
common carriers, to diversify on these two grounds: 
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(1) Putting several such closely related services—trucks, railroads, and 
planes, for instance—into one system would improve efficiency and lower 
costs and allow the public to reap the full fruits of recent technological 
advances ; and 

(2) It would help to strengthen and expand the vital role of common 
carriers. 

But what does the law say on this subject? 

Under the existing law, when a railroad applies to the ICC for a certificate 
of public convenience and necessity for motor operations, the Commission usually 
finds it necessary to impose the following conditions: * 

(1) The motor service will be limited to that which is auxiliary or sup- 
plemental to the railroad’s service and must be performed under railroad 
bill of lading. 

(2) No motor service shall be operated to or from any point where the 
railroad does not have a station. 

(3) The railroad may not transport by truck any shipment between speci- 
fied key points (meaning the principal cities on the line), or through, to, 
or from more than one such point. 

(4) The ICC will remain empowered to add any specific conditions neces- 
sary to assure that the service will remain auxiliary or supplemental to the 
rail service. 

What all these conditions add up to is that a railroad may not use trucks to 
haul freight between the larger stations on its lines. This means, for instance, 
that a shipment cannot be moved in a rail-owned truck between Albany, N. Y., 
and Springfield, Mass.; it must go by rail at least part of the way. 

In the field of air transportation, the Civil Aeronautics Act of 1938 has almost 
totally excluded any surface carrier from engaging directly or indirectly in 
operating as an air carrier. 

Similarly, in water transportation the Panama Canal Act of 1912 (now see, 
5 (14-16) of the Interstate Commerce Act) denies the shipping public the benefit 
of combined rail-water service from one source under one management by limiting 
railroad entry into water transportation. 

The public will not get all the potential benefits inherent in the technological 
developments of the transportation industry of the past three decades unless 
all forms of transportation are permitted under proper safeguards to employ 
these developments to the fullest extent possible. 

It is, therefore, the railroads’ position that both the Interstate Commerce Act 
and the Civil Aeronautics Act should be amended so as to provide that a rail- 
road or a railroad affiliate seeking a certificate of public convenience and neces- 
sity for motor or air operations, or for water operations which do not use the 
Panama Canal, or authority to acquire an existing certificated carrier, shall 
stand upon the same footing as any other applicant before the Commission or 
Board and shall be accorded equality of treatment. 

In urging this the railroads do not propose that regulation imposed upon other 
forms of transportation, or upon themselves, be withdrawn. They simply want 
the artificial barriers to a more efficient overall transportation system removed. 

Such a change in the law would be clearly in the public interest because it 
would mean that: 

(1) Much unnecessary duplication of facilities would be done away with, 
resulting in improved service and lower costs. 

(2) The latest technological developments of all forms of transportation 
could be more closely integrated. 

(3) The resulting flexibility and lower costs would strengthen public 
carriage by furnishing common carriers the opportunity to provide rates 
and services which would reduce the shippers’ incentive to resort to private 
transportation. 

(4) The rails would have an equal opportunity to use the Government- 
built and Government-maintained facilities through which some other 
forms of transportation have received public aid. 


2 Unless “special circumstances” are found to exist as in the case decided by the U. 8. 
Supreme Court on December 9, 1957, in American Trucking Associations, Inc., et al. Vv. 
United States of America, et al., involving removal of certain restrictions on the operations 
of Rock Island Motor Transit. In that case the Commission found that other motor car- 
riers had been reluctant to accept truckloads of certain low-rated commodities, and that 
other “special circumstances” justified the granting of an unrestricted certificate as an 
exception to the general rule. 
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The last point above covers the railroads’ greatest competitive disadvantage. 
As taxpayers the railroads help to provide and maintain the facilities used by 
their competitors. At the same time the railroads provide and maintain their 
own right-of-way at tremendous cost. 

It costs $150,000 to build and $7,500 a year to maintain a mile of railroad. 
Add up these figures for a medium length, 5,000-mile railroad, and you have 
three-quarters of a billion dollars in construction costs and $37 million in annual 
upkeep. 

Under these conditions, it is to the everlasting crédit of the American railroads 
that they have managed to survive under private ownership. Railroads every- 
where else in the world, except one in Canada, have proved financially incapable 
of private operation and have succumbed to nationalization. 

The continuation of artificial barriers to transport diversification is hardly 
justifiable. 

It is claimed by some that the railroads, because of their size and assumed 
financial strength, might drive the operators in the other fields out of business, 
and monopolize those fields for themselves. 

This “disparity in size’’ contention overleeks the basic fact that railroad 
participation in any other form of transportation would be fully regulated. We 
are not asking for the unfettered license to enter motor, air and water common- 
carrier operations at will—merely that we be permitted to stand before the 
appropriate regulatory agency on equal terms with any other applicant. This 
situation, as the United States Chamber of Commerce has aptly pointed out, 
offers complete protection to the public interest. 

Moreover, the facts as they exist today do not support the “disparity in size” 
argument. Emphasizing the tremendous growth of the trucking industry, Bar- 
ron’s Financial Weekly for July 29, 1957, points out that since World War II, 
trucks have more than doubled their share of the Nation’s freight haulage, as 
measured by ton-miles: from 9 percent to about 19 percent. Further, in 1956, 
although common-carrier truckers accounted for less than 40 percent of total 
trucking ton-miles, their $6 billion in revenues (a 7 percent increase over the 
previous year) compared with the $9 billion total for the railroads (a 4.8 percent 
increase over the previous year). These revenues, of course, do not reflect the 
tremendous growth in contract, exempt, and private trucking going on at the 
same time. 

With respect to the tremendous growth in air and barge transportation, ICO 
Chairman Clarke pointed out in a recent address that: “After all, commercial 
aviation as well as the inland waterways are no longer infant industries pass- 
ing through the development stage.” There is a growing awareness of these 
changed conditions by other important leaders in Government. In a speech 
made at Dallas, Tex., in October 1957, Representative Oren Harris of Arkansas, 
chairman of the House Interstate and Foreign Commerce Committee, had this 
to say on the subject of “A New Era in Transportation” ; 

“* * * the regulatory agencies more or less have frowned upon a carrier con- 
ducting operations in different transportation modes. This, I suppose, was 
occasioned by belief that in the development stage, such control of common 
ownership might lead to the choking off of existing or potential competition 
from an embryonic industry. 

“It hardly needs saying, that the development stage is well over, and we have 
strong and healthy water, air, and motor industries. The needs of our expand- 
ing economy, the public interest, and the financial position of the various car- 
riers themselves, all may suggest that the time is here for a reexamination of 
the subject of integrated transport. 

“The transportation demands of the new era clearly will be such that they 
can be met only through full coordination ofall the mediums of transport into a 
unified service which offers maximum efficiency in transport and the full ex- 
ploitation of our country’s economic potential. Perhaps this best may be 
achieved through the integration of all mediums into great common carrier sys- 
tems offering across-the-board service, where shippers have available to them 
in one source the type, quantity, and combinations of service most appropriate, 
convenient, and consistent with their needs.” 

Integrated ownership of all forms of transportation would permit shippers 
to obtain the service they require from 1 source under 1 administration and 
management. Duplication of ownership or management of the several forms 
of transportation causes unnecessary effort and expense, and this tends to 
merenee overall cost to the carrier, which in turn must be passed on to the 
shipper. 
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The obstacles which prevent the public from having the benefit of maximum 
efficiency in transportation find their source in an outmoded psychology of fear, 
still reflected in the law today, that the railroads would endeavor to stifle 
motor, air, and water carriers if permitted to engage in these other forms of 
transportation. 

Progress should no longer be retarded by the historical theory laid down 44 
years ago by the House Committee on Interstate and Foreign Commerce that 
“the proper function of the railroad corporation is to operate trains on its 
tracks.” 

It has been asserted by some that a change in the law is not essential to com- 
bination of services among the various forms of transportation. Joint rates 
and through-route arrangements, it is pointed out, may be established under 
existing law, and present limitations are on ownership, not service. 

While it is true that joint rates and through routes may be established under 
the law as it exists, and that present limitations are on ownership, the fact is 
that this has not provided the public with the type of flexible, coordinated 
service which it demands and to which it is entitled. The reasons are clear: 

First, duplication of ownership or management causes unnecessary effort 
and expense which increases overall costs that in turn must be passed on 
to the shipper. 

Second, if integrated transportation service is to be achieved within the 
framework of the private enterprise system, there must be realistic in- 
centives for efficiency and self-improvement through proprietary expansion 
and development. Coordination has invariably failed in the absence of such 
incentives. 

It is unrealistic to insist that the job can be.done without these incentives, 
Consider, for example, the effect upon national defense and the public interest 
if the Government had told General Electric Co., at the dawn of the electronic 
age, that it could supply its customers with a new electronic product only if 
it obtained a component part from other companies and did not manufacture 
the complete product itself. 

Looking to the lessons of the past so that we may better prepare for the future, 
I should like to mention again that the C. & O.’s predecessor, the James River 
Co., was founded by George Washington in 1785. Thus C. & O. became known as 
“George Washington’s Railroad’—one of the monuments to his vision and 
energy. Think how progress would have heen retarded if that predecessor com- 
pany had been confined to its original purpose of building and operating a canal. 

To deny the railroads the right to avail themselves of the latest technological 
developments of all forms of transportation stifles the very growth which has 
made this Nation great. 

Let me emphasize one stark fact about the railroad situation. Our largest 
single competitor is the private shipper carrying his own commodities. The 
greatest part of the traffic not hauled by the rails is going to exempt and private 
carriage, not to our fellow common carriers in other modes. This means that if 
the rails are to survive they must be permitted to compete effectively with the 
legitimate private carrier. 

In order to do that we must be permitted to offer the shipper the kind of 
transportation service he can provide for himself. The shipper is free to own 
and use all modes of transportation, and he may combine them in any pattern 
that best suits his needs. Under the law as it now exists the railroads cannot 
do that for him—and we are in the transportation business. 

To illustrate, consider the oil companies. Some have diversified into related 
businesses, such as chemicals, others additionally into nonrelated businesses. 
Added to that, they have diversified into transportation, through extensive car- 
riage of raw materials in their own pipelines and barges and distribution of 
finished products in their own trucks. 

There is, of course, nothing improper in these diversified activities. Diversi- 
fication is the law of life in today’s complex and changing economy. But the 
freedom of other enterprises highlights the anomaly of denying the railroads 
the opportunity of diversifying even within their own field of transportation. 
Other industries are permitted to use all mediums of transportation, and they 
are not even in the transportation business. 

Under the commodities clause (sec. 1 (8) of the Interstate Commerce Act), a 
railroad is forbidden to transport any commodity that it has produced or which 
it owns or in which it has an interest. This effectively prevents a railroad from 
diversifying into other industry. If this clause were applied in reverse, it would 
prohibit other industries from engagng in transportation. 
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I think it would be wholly consistent with the public interest to give the rail- 
roads the right to engage in other fields of industry. To do this the commodities 
clause would have to be repealed. But what I wish to emphasize at this time 
is the complete incongruity of prohibiting the railroads from diversifying even 
within their own field of transportation by operating on highways, waterways, 
and in the air. 

Recognizing the public demand for flexible, complete transportation services, 
and recognizing that motor, air, and water carriage have passed through the 
development stage, it is our earnest hope that this hearing will lead to the prompt 
introduction and enactment of the bills in this session of Congress which are 
necessary to remedy the situation. 

This could be brought about in the field of motor carriage by the enactment 
of a bill which would (@) repeal the proviso in section 5 (2) (b) of the Inter- 
state Commerce Act under which the ICC now finds it necessary, in acquisition 
cases, to limit the service of an existing motor carrier sought to be acquired by 
a railroad to operations which are auxiliary to or supplemental of train service; 
and (0b) provide that in cases involving application for new certificates of public 
convenience and necessity no such limitation or other conditions shall be imposed 
by the Commission merely by reason of the fact that the applicant is a carrier 
other than a motor carrier or a company affiliated with such a carrier. 

Similarly, in air transportation the remedy would be (@) to repeal the proviso 
in section 408 (b) of the Civil Aeronautics Act under which the Board now finds 
it necessary, in acquisition cases, to deny the applications of surface carriers in 
practically every instance; and (b) to provide that no special or different stand- 
ards or limitations shall be applied or attached by the Board merely by reason 
of the fact that the person affected is a surface carrier, or an affiliate of a sur- 
face carrier. 

And in the field of water transportation the remedy would be enactment of a 
bill which would (a) amend section 5 (14) so as to limit its prohibitions to 
water carriers and vessels which are operated through the Panama Canal; and 
(bo) provide that no application for a water certificate shall be denied and no 
special restrictions attached to any certificate merely by reason of the fact 
that the applicant is a carrier other than a water carrier or affiliated therewith. 

The $14 billion which United States railroads have spent since 1943 for the 
improvement of transportation service demonstrates their willingness to embrace 
all technological advancements. The railroads have invested large sums to 
accommodate the movement of highway trailers upon flat cars, or piggy-back, 
which is essentially a rail movement that cannot be considered a substitute for 
unified rail-highway service. 

We on the C. & O., through constant research and experiment, have developed 
a new railvan, which I mentioned earlier, for combined rail-highway movement. 
This is now at the point of fruition engineeringwise, and we think that it holds 
promise of a further revolution in improved transportation service. We should 
like to be able to find out by full exploitation of its every potential. That is the 
American way of progress. 

The existing obstacles which are imposed by law cause an unwarranted in- 
crease in the total cost of moving the Nation’s traffic. The requirements of 
public convenience and necessity having been satisfied, there is no valid reason 
why a common carrier, having the ability to perform a transportation service, 
should be prevented from offering a completely rounded-out service to the public. 


THE DUPLICATE FACILITY PROBLEM 


In discussing the need for transport diversification it has been stressed that 
among other benefits it would help to eliminate unnecessary duplication of 
carrier facilities, with resultant improvement in service and lower cost. The 
problem of duplicate facilities within the railroad industry is so urgent and 
pressing as to require additional comment, 

The railroad industry is suffering from overcapacity. Many railroad lines and 
facilities are no longer needed in the light of any reasonable traffic expectations 
and the increased capacity resulting from technological improvements such as 
centralized traffic control and pushbutton yards. The public interest would be 
advanced and the financial stability of the railroads improved by the reduction 
or elimination of unneeded facilities. 

The railroads should be encouraged to deal with this situation by coordination 
of their essential facilities through trackage, joint right, or lease arrangements 
and abandonment of unneeded facilities, and through merger and consolidation 
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of their properties. Transactions of this kind can be carried out under present 
law provided each such transaction is authorized by the Interstate Commerce 
Commission. In considering such a proposal, the Commission must, among 
other things, give weight to the following considerations: (1) the effect of the 
proposed transaction upon adequate transportation service to the public; (2) the 
effect upon the public interest of the inclusion, or failure to include, other rail- 
roads in the territory involved in the proposed transaction; (3) the total fixed 
charges resulting from the proposed transaction; and (4) the interest of affected 
employees. 

There have been relatively few unification proposals in the past few years, the 
most significant being the merger of the Pere Marquette Railway Co. into the 
Chesapeake & Ohio in 1947 and the recent merger of the Nashville, Chattanooga & 
St. Louis Railroad into the Louisville & Nashville. That there have not been 
more is probably due, at least in part, to the opposition that such a proposal al- 
ways draws from affected communities and shippers, other railroads and brother- 
hoods, and dissident stockholders. Then, too, the Interstate Commerce Commis- 
sion has been loath to approve any unification that might have the effect of re- 
ducing competition among the railroads involved. 

It would clarify the situation and furnish needed guidance to the Interstate 
Commerce Commission if the Congress were to restate as a part of our national 
transportation policy the need for orderly, well-conceived coordination and 
unification of railroad properties in the interest of a sound railroad system and 
in the public interest. Possibly some new legislation would be desirable to im- 
plement this declaration of policy, although it is my view that the present statu- 
tory provisions are adequate if the Congress should restate its will in this 
direction. 

I think you will agree, in the light of the present distressful railroad picture, 
that we can not longer indulge the luxury of maintaining needless and duplicate 
facilities. 

These are the two major recommendations that I submit for your consideration. 
There are many other constructive suggestions that have not been dealt with 
only because others have submitted them in detail. 

One further that I might single out, vital to the railroads today in this era of 
inflation and high replacement costs, is the proposal for more realistic depre- 
ciation deductions for income-tax purposes. Only in this way can the railroads 
adequately provide for the heavy investment they face in replacing obsolete and 
wornout facilities and equipment. 

There is nothing inherently wrong with the railroad industry. It is neither 
dead nor dying. Railroads are the country’s lowest-cost carrier of long-haul 
general freight. The low cost agency in any field ought to be encouraged in the 
public interest. 

I have every confidence that railroad management today is fully alert to its 
problems and its opportunities. Under fair rules of the game they can make the 
railroad machine equal to any emergency and a continuing partner in our ad- 
vancing American economy. 


Mr. Tuony. Mr. Chairman and distinguished members of the com- 
mittee, my name is Walter Tuohy, and I am president of the Chesa- 
peake & Ohio Railway, with headquarters in Cleveland. I repre- 
sent — I guess, White Sulphur Springs, W. Va., the Greenbrier 
Hotel. 

This committee is to be commended most highly for initiating its 
timely investigation. I am deeply appreciative of the opportunity 
of coming before you to testify. 

I am appearing in a little different role, perhaps, from most of 
my railroad colleagues, first because my background has been two 
decades in the coal business before I came with the Chesapeake & Ohio 
in 1943. And secondly, different in that the railroad I represent is 
by no means in a precarious condition. 

The Chesapeake & Ohio, tracing its history back to a canal com- 
pany that was founded by George Washington, enjoys certain ad- 
vantages. The railroad is blessed with a good geographical location. 
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It carries more of the country’s coal than any other railroad. It 
carries some one-eighth of the country’s production, and it has bene- 
fited particularly in the last few years time from the heavy export 
business to Europe, some 23 million tons, for instance, of export coal 
shipped over the C. & O. Railway in 1957 to Germany, Italy, France, 
Holland, et cetera. That is the second reason of Seerence in the 
C. & O. from many of the other properties. 

And thirdly, the railway has but a small percentage of its total 
gross revenues in ane service. And of course the passenger 
service that we do have we try to make it good, and the best possible. 
Through the years—— 

Senator SmarHers. How much of your revenue did you say was 
derived from passenger service? 

Mr. Tuony. About 3 percent, Mr. Chairman, of the total revenues. 
About $14 million gross. 

Through the years the Chesapeake & Ohio has been favored with 
comparatively good earnings. hat has that enabled the railroad 
to do by reason of these earnings? 

Since World War II C. & O. has spent $700 million, and over three- 
hehe of it out of its earnings, to improve and modernize the 

acilities and equipment. In addition to this $700 million in im- 
proving the plant, the railroad has spent about a billion dollars in 
maintenance of the property during that same time. 

Senator Bricker. That is over a period of how long? 

Mr. Tuony. About 10 to 11 years, Senator. So with that per- 
formance it can be truthfully stated that Chesapeake & Ohio has no 
deferred maintenance. 

The money for maintenance and improvement has kept the railroad 
in a sound condition, and it has increased its earning power. As one 
typical example, and because of the stake that we have in the coal 
business, in recent years of general freight-car shortages, of which 
you have heard, not a single day’s production was lost at any of the 
300 coal mines on the C. & O. Railroad for the lack of freight cars. 

In a word, the Chesapeake & Ohio is financially and physically 
strong. It is equipped to take care of the foreseeable needs of its 
customers in a aor economy, and it is equally ready to do its 
full part of the freight transportation job in any national emergency. 

So that you will not feel, gentlemen, that I am talking for any 
self-adulation, permit me to say that these things are cited to you 
=i to show what a railroad can do with consistent, good earnings, 
and having the funds to improve its property with regularity as 
well as its service. 

I repeat that the C. & O. is sound and strong, but the fate of any 
railroad, including that of the C. & O. in the long run, is tied up to 
that of the industry. Each railroad is an integral and inseparable 
part of the Nation’s rail system, and will stand or fall withit. I think 
you might liken our industry to a track relay team. 

Senator Scuorrret. Mr. Chairman, might I ask a question at the 
outset ? 

Senator Smatuers. Senator Schoeppel. 

Senator Scnoeprex. As you indicated, you are a great coal-carrying 
railroad to meet the requirements of that industry. 

Mr. Tuouy. Yes, sir. 
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Senator Scuorrret. Does your railroad own or operate any coal 
properties ? 

Mr. Tuony. Senator, the C. & O. Railroad has subsidiaries, and 
some of those subsidiaries’ holding companies own coal lands as such 
which they lease to operating companies. They also own stock in 
coal mines that are actually operating. The C. & O. Railroad does 
not operate any coal mines as such. 

Referring to the inseparableness of any individual railroad to the 
industry as a whole, one might liken our industry to a track relay 
team, where there is no final victory for one victorious, vigorous run- 
ner if his teammates have been on a starvation diet. 

Because of that personal interest, C. & O.’s interest, I have listened 
with increasing concern this entire week. Since Monday 20 railroad 
prsneeite and the president of the Association of American Railroads 

ave presented what to me is a deeply disturbing picture. From the 
stories related, I am fearful for the industry. As part of that in- 
dustry I am concerned for the C. & O. despite its strength, and with 
the shocking conditions described, I am alarmed at the weakness of 
what should be one of strongest elements of our national defense. 

I suggest that you recall some of the stories that you have heard. 
At the outset, here the Pennsylvania Railroad comes in the person 
of its able president, Jim Symes, to bare its breast about the bleak- 
ness of its prospects; and New York Central’s outstanding president, 
Al Perlman, depicts an equally serious situation. And similarly, 
representative railroads of the South, West, the Southwest, the North- 
west, and New England, representatives from all over the country, 
have described how the difficulties in the industry have also affected 
them. 

The picture that the railroad presidents paint—and I don’t think 
it is exaggerated, I know these presidents, all'of them, and I know 
their conscientiousness, their devotion to this industry, and their con- 
cern about in—the picture that they paint should shock this Nation 
and warn it. 

You have heard the statistics and the general comments of thou- 
sands of employees being furloughed. The Interstate Commerce 
Commission has just recently come out with official figures which 
show that railroad employment is down 100,000 men from a year 
ago. One hundred thousand men. Down to 918,000, and layoffs are 
continuing, as you have heard. 

So much for manpower. You have also heard that millions of 
dollars worth of supplies and services will not be purchased by the 
railroads this year. The great tonnages of steel rail that you heard 
about, not to be laid, will certainly affect the already disturbed 
steel industry so basic to the Nation’s economy. 

As one informed president pointed out, since the war the railroads 
have contributed one-tenth—10 percent—of all the nondefense capital, 
capital expenditures of this country. Assuredly this is significant 
evidence of the importance of railroad purchases to the Nation’s 
economy. 

These are some of the results. The question may well be asked, 
why is the railroad industry in desperate straits when the current 
recession has not hit generally industry to this extent. And you 
gentlemen from the bench have frequently asked that very question. 
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The answer is subsidized and unregulated competition. Not only has 
the Government aided competition, but it has actually created addi- 
tional pomapetsiian, such as the throughways and the seaways about 
which you have heard stories. 

Over a long period of time this competition, this unfair competi- 
tion, has so weakened the railroad industry that any illness is apt to 
be critical, and that is why the railroad industry today, recognizing 
that we have had a fall off in general business, 1s different from the 
normal valleys, the expected valleys which other industry expects. 

As a result of this inequitable competitive situation referred to, the 
railroads have suffered from inadequate earnings for years. 

Seven years be. git: years ago—a Senate report, No. 1039, came 
out, and it stated, and Iwould like to read this because it goes back 
that far: 

The railroad industry stands virtually alone in its failure to share in the 
general postwar prosperity. 

The fact that railroad earnings have been. inadequate at a time when the 
volume of traffic has been at record peacetime levels indicates— 
this report says— 
that even a mild recession might bankrupt the industry. 


In addition to that kind of report, 6 years ago the Interstate Com- 
merce Commission, commenting on the poor earnings of the railroads, 
observed that it showed—and I quote what the Commission stated 
about the condition of the railroads— 


a vulnerable position of the railroads which might become disastrous with 
either; (1) severe recession in traffic; (2) continuing or unexpected increase 
in wage or material costs; or (3) further increases in taxes. 

That forewarning was given 6 years ago. And gentlemen, in my 
opinion the kind of situation that is referred to in these reports is 
upon us today. 

Again, think of the New York Central and the Pennsylvania Rail- 
roads, with a total investment of, I think, close to $4 billion—$4 
billion, those two great properties—not earning a single dollar of net 
income on their railroad operating property. Tn November, a couple 
of months ago, ordinarily a good earning month for the railroads, 
28 of the 119 class I railroads operated at a deficit. In other words, 
one-fourth of the entire railroad industry was in the red, and most of 
the other three-quarters of the railroads were adversely affected. 

It is no wonder that a railroad president, an expert in the history 
of railroad reorganizations, testified here a few days ago that some 
railroads may well be faced with bankruptcy, not in 1965 or 1960, 
but he said in 1958. 

Those are the general conditions, and I think it is irrefutable that 
the industry is in this precarious condition of which we speak. That 
is the situation. 

I think it ought to be said right here, and I know you gentlemen 
have asked the question and I would like to answer it further, that 
the railroads are not looking for someone to blame. No good is served 
by bewailing former sins and complacencies or regulation or legisla- 
tion of the past. History is history. And it is the facts of today that 
must be dealt with. The railroads exist in today’s world, not the 
world of a half century ago. 
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It has been stated by your committee, and it has been agreed to by 
our representatives, that our industry has no argument with trucks, 
automobiles, airplanes and barges as such. We have no argument 
with them. They exist, and they have their legitimate place in this 
transportation scheme and soundness for the Nation, and the Nation 
needs all forms of transportation. 

As the picture is unfolded here, the railroad witnesses have con- 
sistently stressed the need simply for a regulatory climate which ree- 
ognizes that monopoly is no longer with us. Competition is intense, 

In listening to these gentlemen I wanted to try to classify in my 
own mind how I could, as I saw it, summarize what was urged and 
where some of these various and sound suggestions might be cut into 
a few slots that could be looked at. And it seems to me that there is 
remarkable uniformity that leads up to a plea by the railroads for two 
basic opportunities. And I would like to refer to those two as I see 
them. ‘The first of these classifications is the freedom from uneco- 
nomic burdens. The second classification, I should say, is the freedom 
to compete equally. 

Now, the first of these, the freedom from uneconomic burdens. I 
would like to enumerate, as I see them, four different suggestions that 
could and do fall within that first class. 

1. Let the railroads operate passenger-train services without the 
crippling effect of staggering losses. A first step in this direction 
could well be giving the Interstate Commerce Commission jurisdic- 
tion over the discontinuance of unneeded train service and stations, 
I can’t tell you, gentlemen, in view of the recent discussions that have 
come out, even developments while this hearing has been had, whether 
in my opinion that jurisdiction should be appellate or original. I 
don’t know. But it seems to me that you probably would be in better 
shape to determine that. I do feel that the Commission is the agency. 
And may I say, while it is on my mind, that my experience has been 
that the Interstate Commerce Commission is composed of most con- 
scientious members who are calling their shots as they see them for 
the benefit of the public and for the good of all. 

2. Following the passenger train service, is let the railroads carry 
the Nation’s mail at fair rates. 

3. Let the railroads give better service by coordinating and unify- 
ing their activities. This includes the subject that has been brought 
up—mergers and consolidations—and this is something that the rail- 
roads can much do among themselves. 

As the testimony here has shown, the railroads are doing much to 
help themselves, and that one important area is that of which I 
speak—the mergers. 

It has been said—and I personally, of course, believe it—that ex- 
isting legislation is adequate to accomplish these mergers. 

But it seems to me that it would be most helpful if this committee, 
being convinced of these facts, of the desirability of mergers as a 
principle, would express the conclusion that railroad mergers, in the 
public interest, should be encouraged and expedited under the pro- 
visions of existing law. 

That is three. And the fourth, gentlemen, is what you have 
heard—a little technical, but it is most important and could be ac- 
complished quickly in my opinion—and that is to let the railroads 








PROBLEMS OF THE) RAILROADS 637 


have realistic depreciation deductions, and the construction reserve 
that has been mentioned, so that their wornout and obsolete facilities 
can be replaced. 

You have heard the incidence of where a freight car shown on the 
books of the railroads is en at about $2,500. That goes back 
maybe 20 years, and these freight cars take long lives on deductions. 
And then when the railroad today comes to the point of replacing, 
having to replace that $2,500 car, it has to replace it with $8,500, 
mostly out of earning for that $2,500 reserve. 

So a little more realistic depreciation would be most helpful and 
do what we are all trying to do; namely, make the railroads sound 
with adequate equipment and power. 

Senator Lauscue. Mr. Chairman ? 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. Is your method of depreciation fixed by the In- 
terstate Commerce Commission, or by law ? 

Mr. Tuony. I have some tax men here, Senator. I will try to an- 
swer that as I recall it. 

As I recall it, the Interstate Commerce Commission has a certain 
set of standards which provide for the number of years that a diesel 
locomotive, or a freight car, can be written off on one’s books. I 
think that is ICC standards. That is what we must employ. 

Now, in addition to that, for tax purposes, the Treasury Depart- 
ment has another set of standards, sometimes different from that which 
the Commission has. 

Senator Lauscne. What is the formula for allowable depreciation 
on freight cars? 

Mr. Tvony. Senator, I am not sure, but I think that for freight cars 
the writeoff is about 4 percent a year. I think it is a 25-year life. I 
would stand subject to correction on that. 

Senator Lauscne. Are you able to express an opinion about what 
your experience demonstrates to be the normal oneal life of a freight 
car ¢ 

Mr. Tuvony. Senator Lausche, I can express an opinion with a little 
more emphasis and knowledge if you will permit me to allude to diesel 
locomotives the C. & O. started to dieselize, despite the fact that it is 
essentially a coal railroad, about 6 years ago, although it had had 
diesels on the Pere Marquette Railway, which railroad merged with 
the C. & O. in 1947. But we were confronted with the formula, which 
I think was 20 and 25 years on diesels, road engines, and switchers, 
ee . We made a study, and we found that actually a more 
realistic life of those diesels for C. & O. operation could and would 
be considerably less than that, and after some discussions we were 
authorized to reduce—cut down that 20- to 25-year depreciation sched- 
ule to 15 and 20; cut off 5 years or increase the depreciation rates to 
that extent, which was very helpful. 

I wanted to check that that is right, and I am told that it is. 

And, gentlemen, may I interpolate there, it is illustrative of the 
encouraging new attitude, the improved attitude on the part of many 
administrative bodies. And this was the Interstate Commerce Com- 
mission at the time. 
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Senator Lauscue. Is there any depreciated value below which you 
are not allowed to go at the aad of the period during which depre- 
ciation is permitted ¢ 

Mr. Tuony. Iam awfully sorry, Senator, I don’t quite follow that. 

Senator Lauscue, Is there any residual value below which you are 
not allowed to go unless there is complete destruction of the equip- 
ment? May I give you an illustration? In hearings conducted on 
what is known as the capital-gains bill for air carriers, they are per- 
mitted to depreciate at a rate of about, I would say, 12 percent a year 
for 7 years, usually leaving a residual value of about 15 percent at 
the end of the 7 years. 

Mr. Tvuouny. I think, Senator Lausche, that the railroads have the 
same thing, yes. 

Senator Lauscue. That is, in the absence of some complete destruc- 
tion, or unusual event, you have some normal residual value that is 
allowed ? 

Mr. Tuony. That is correct, Senator. 

Senator Smaruers. Will you proceed, Mr. Tuohy? 

Mr. Tuony. I think I left off, gentlemen 

Senator Lauscue. On item No. 4. 

Mr. Tuony. Thank you very much. 

Those are the four classifications, gentlemen, under that first group- 
ing suggested ; namely, the freedom of the railroads to get out of the 
uneconomic burdens with which they are crippled. 

Senator Smaruers. Mr. Tuohy, I didn’t quite follow you. Is No. 
3 your desire, your recognition of the construction reserve ? 

Mr. Tuony. No. 4, Mr. Chairman. No. 3 would be the mergers and 
consolidations, if your committee would express an opinion about it, 
sir. 

Senator Smaruers. What was No. 2? 

Mr. Tuouy. No. 2 was to let the railroads carry the post office mail 
at fair rates. 

Senator Scnorrret. Mr. Chairman, I have a question on that point. 
Your road along with others was the recipient of certain mail rate 
increases in the last 2 or 3 or 4 years? 

Mr. Tuony. Yes, Senator. 

Senator Scuorrret. Do you cover in your statement—frankly, I 
have not read it completely—do you cover any phases of the mail 
situation in your statement filed previously ¢ 

Mr. Tuony. No, sir; because, Senator, the C. & O. Railroad, for 
whom I submitted that written statement, is not a large factor in either 
the passenger business or the mail. 

Senator Smaruers. Does that account in some respects for the 
prosperity of the C. & O. Railroad ? 

Mr. Tuony. Yes, sir. 

Senator Scnorrrer. That is, that you don’t need to carry passengers 
or mail? 

Mr. Tuony. Yes, sir. 

The second group of basic opportunities as I have seen them, gen- 
tlemen, and as referred to, might be called the freedom to compete 
equally, on equal terms with our competitors, of cours.e And there 
are five points under that general grouping that I would like to sug- 
gest, not only that I would like to suggest, but what I am doing is 
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endeavoring to summarize from my standpoint and viewpoint the 
recommendations and the opinions and what seem to be the crystalized 
ideas of most of the witnesses whom you have heard. 

(1) Remove the exercise taxes paid by the railroad customers, the 
shippers and the travelers. These taxes, the 3 percent on freight 
a 10 percent on passenger, are highly discriminatory and weaken 
all common carriers. 

(2) Impose realistic user charges for such publicly provided trans- 
ortation facilities as highways, waterways, airways, and airports, 
or the railroads have to provide their own equivalent facilities. I 

think that upon intelligent questioning by you gentlemen, you have 
certainly brought out the fairness of that suggestion. 

Senator Smaruers. Mr. Tuohy, could you give me an illustration 
of how practically you could assess a users’ tax to people who use the 
highways ! 

fr. Tuouy. Mr. Chairman, no, I can’t. You know as much as 
Ido. There are various State laws, there are endeavors, and the 
tendency is good, gentlemen, in my opinion, on the part of admin- 
istrative bodies in the principle, in the attitude—this can’t be cor- 
rested overnight—that the people who use the facilities ought to be 
the ones who would pay the fair rental for the use of those. I could 
not add to those instances that have already been put forth in this 
hearing. 

Senator Lauscue. Mr. Chairman? 

Seantor Smaruers. Senator Lausche. 

Senator Lauscue. Mr. Tuohy, you understand that there is a dispute 
concerning the legitimacy of the arguments made by the railroads 
that competing carriers are being subsidized in the manner described 
by you. Do you understand that to be a fact? 

Mr. Tuony. Yes, I suppose, Senator, that not everybody will fully 
agree that they are not paying their way. 

Senator Lauscue. I would assume that if we had representatives 
here today of your competing carriers, and the statement was made 
to them that they are being subsidized to the disadvantage of the rail- 
roads in competing, each one of those representatives would vigor- 
ously deny that fact. 

Mr. Tuony. Senator, you are probably right, although I don’t 
think that a good representative of some of those competing forms 
of carriage would deny the fact that they are getting subsidies or 
getting Government aid or assistance different from what the rail- 
roads are getting. But I think-that they. would endeavor to justify 
what they are receiving and what the railroads are not getting on the 
basis of military travel or defense, or what have you. 

Or put it on the basis that we were getting these things, when a 
hundred years ago 8 percent of the railroads got a big area of western 
wilderness and land grants, not indicating that the railroads have 
had to give land-grant rates, cheap rates to the Government. But 
I mean it would be indicated perhaps that we got these things, got the 
land-grant rates and therefore they are entitled to it. 

Senator Lauscue. Are you able to tell what percentage of each 
of your dollars in revenue is expended by way of taxes and the main- 
tenance of your roadbeds, crossing protection, and otherwise having 
a direct relationship in the provision of a roadbed on which your 
trains travel ? 
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Mr. Tuony. Senator, my vice president of finance gives me the 
precise figure of $60 million a year. I thought the illustration was 
ood, given yesterday by a witness, who stated that 22 perecnt of his 
lollar went to the maintenance, construction, and taxes over hig 
right-of-way, versus 4.2 tae a fact which you very directly 
brought out, 4.2 percent of the dollar that was paid out, I Beliora, by 
the motor carriers. 

The $60 million, Senator, represents 15 percent of C. & O.’s dollar, 

Senator Lauscue. In view of the cross-statements and the con- 
troversy concerning the true facts as to whether competing carriers 
are not being subsidized either directly or indirectly to the disadvan- 
tage of the railroads, are you able to discuss the feasibility and the 
advisability of pursuing the recommendations made in bulletin No. 
58-3, if you are fimiliar with it ? 

Bulletin 58-3 was issued by the Bureau of the Budget on Novem- 
ber 13, 1957, and directed all executive departments and other goy- 
ernmental establishments to make a study and develop an equitable 
and uniform governmentwide policy on charge for Government serv- 
ices, property, and facilities used in the common-carrier business. 

Are you familiar with that ? 

Mr. Tuony. Senator, I didn’t recognize that from the reference 
that was given, 58-3. But as soon as you started reading it, of 
course I—and I think most all railroad and other transportation 
people—are fully familiar with that. Gentlemen, for the railroad 
industry, we would love to adopt that as a constitution. We think 
that has hit it in the right way. 

Senator Lauscue. In the face of that controversy, what is your 
opinion concerning the advisability of some agency of Government 
making a study with the purpose of ascertaining the true facts on 
the question of subsidies to carriers? 

Mr. Tuouy. Senator, the railroad industry—and maybe I had 
better say specifically myself, but I think I express the industry 
view—the railroads want to know what are the facts. The railroads 
have no fear of the conclusion from a disinterested body, in the proof 
that there is discrimination and that the proper solution is that the 
users of other facilities should pay their way, and would be happy 
to have such a study made. Maybe I had better put that in the 
form of my own opinion, Senator. 

Senator Lauscue. Thank you. 

Mr. Tuony. I think where we left off I was talking about—— 

Senator Lauscue. You left off on item 2, impose realistic user 
charges. Now you go to item 3. 

Mr. Tuony. Item 3 is to provide greater freedom in ratemaking 80 
that the railroads may pass on to the public their advantages of in- 
herent low-cost transportation. 

(4) Eliminate pseudoprivate carriage and restate the agricultural- 
exemption provisions to their original scope. 

(5) Remove the artificial barriers to transport diversification so 
that transportation companies may engage in all forms of transporta- 
tion. To deny any carrier—any carrier, not just the railroad car- 
rier—the right to avail itself of the latest technological developments 
stifles the very growth which has made this Nation great. 

These five points under the freedom to compete equally represent 
the second opportunity sought by the railroads. 
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The Congress has the power to provide these two basic groups of 
opportunities. By Congress so oooae the railroads will be able to 

rform the job that they are now kept from doing. 

In addition, gentlemen, to these suggestions, in addition to the legis- 
lative benefits related, another benefit that can and, I believe, will 
result from these hearings, is the encouragement of new attitudes in 
the executive, legislative, and administrative bodies, a new attitude 
in the public at large, and, may I say, among the railroads themselves. 

It is no coincidence that this hearing is being held at a time when the 
adequacy of our country’s defense preparedness is a matter of grave 
concern. That concern goes directly to the capability of our rail- 
roads. 

As forcefully stated by you, Mr. Chairman, at the start of these 
sessions—and I couldn’t more enthusiastically applaud your ap- 
proach—and I quote you, please : 


The railroads still remain as the bedrock of transportation, vital to a vigorous 
and healthy industrial economy— 


included in your statement, Mr. Chairman— 


President Eisenhower has asked the people of America for a strong military 
posture and a strong economy. 


Both of these goals, you stated— 
demand a strong transportation system operating at peak efficiency. 


A more vivid description of the railroads’ responsibilities and needs 
could not be formulated, in my opinion, by anyone. 

I want, in conclusion, gentlemen, to compliment this wonderful 
committee. I think that the patience that you have displayed, the 
knowledge that you have shown of transportation, and particularly 
of the railroads’ problems, the extent to which you have gone in 
penetrating and helpful questions, has been nothing less than an 


iration. 
wv Phis hearing, to me, is historic. I wish I could ee ress 
to the committee the railroads’ appreciation and the public’s indebted- 
ness for the good you have done. 

I think it was the president of the G. M. & O. yesterday who sum- 
marized our feelings when he said—I don’t know that these are the 
exact words, but it is certainly the sentiment— 


I know we have come at the right time, in the right place, to the right people. 


Thank you very much. 

Senator Smatuers. Thank you, Mr. Tuohy. 

Are there any questions ? 

Senator Bricker. I would like to say, if all the roads were in the 
condition the C. & O. is in, we wouldn’t be here today. 

Mr. Tuony. Thank you very much. They can be in that position, 
Mr. Chairman. 

Senator Smaruers. Mr. Atkinson, the president of the Wabash 
Railroad, is our next witness. 

Mr. Atkinson, we are delighted to have you. We will put your 
statement in full in the record, and you may summarize it or make 
additional extemporaneous remarks, as you wish. 
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STATEMENT OF ARTHUR K. ATKINSON, PRESIDENT, WABASH 
RAILROAD CO. 


(The printed statement of Mr. Atkinson follows :) 


STATEMENT OF ARTHUR K. ATKINSON, PRESIDENT, WABASH RAILROAD Co, 


Mr. Chairman and members of the subcommittee, my name is Arthur K, 
Atkinson. I am president of Wabash Railroad Co., and my office and residence 
are located in the city of St. Louis, Mo. 

In 1959, I shall complete a half century of work in American railroading, 
My railroad experience began when I started to work for the Denver & Rio 
Grande Railroad Co. in the office of the general auditor in 1909. From 1909 
to 1919, I held various positions in the accounting department of the Denver 
& Rio Grande, being promoted to special accountant. From 1920 to 1922, I was 
field accountant, supervising accountant, and assistant comptroller for the 
United States Railroad Administration. From 1922 to 1929, I was assistant 
auditor, assistant comptroller, and assistant to vice president in charge of 
finance and accounting for Wabash Railway Co. and all of its affiliated com- 
pnies. From 1930 to 1942, I was vice president, secretary, and treasurer of 
Wabash Railway Co., and from 1931 to 1940, I was treasurer for the receivers 
of Wabash Railway Co. In 1941 and 1942, I was chief accounting and financial 
officer of that company. During the receivership of Wabash Railway Co. I also 
served as secretary of the stockholders protective committee and secretary of 
the reorganization managers. 

I have been a director of Wabash Railroad Co. since September 2,-1937; a 
member of. the finance committee of Wabash Railroad Co. since formation of 
that committee on June 17, 1943; and a member of the executive committee since 
April 17, 1947. I was vice president, finance and accounting, of Wabash Rail- 
road Co. from May 15, 1942, until I was elected president of the company on 
April 17, 1947. In addition, I hold positions, either as a director or as an offi- 
cer, or both, of a substantial number of railroad properties. (See exhibit A.) 

I have had extensive experience in connection with reorganization and re- 
financing of railroad companies. As treasurer for the receivers of Wabash 
Railway Co., I worked actively in bringing about the reorganization of Wabash 
Railway Co. I have been active in the financial readjustment of the Kansas 
City Terminal Railway Co. and the Terminal Railroad Association of St. Louis. 
In 1951 and 1952, as chairman of the finance committee of the Chicago & West- 
ern Indiana Railroad Co., I supervised the refinancing of that company under 
its new first collateral trust mortgage. 

Mr. Chairman, may I express to you and to the members of your committee 
my appreciation at being invited to testify. The action of your subcommittee 
in calling these hearings is a hopeful sign that Congress recognizes it can 
no longer take the railroads for granted or assume that, under present cir- 
cumstances, they may long continue as a servant of the American people or 
as a private enterprise. In my statement I propose to tell you briefly about the 
Wabash and what it has done. I want to point out to you legislative matters 
of interest to the railroads; changes necessary for the economic well-being of 
the transportation industry and legislative proposals now before Congress which 
I believe should not be passed because they will hurt the railroads and, thus, 
the American economy. 

The territory served by the Wabash Railroad is shown on the map marked 
“Exhibit B.” The western termini of the Wabash are Kansas City and Omaha. 
The eastern terminus is Buffalo, N. Y., which the Wabash reaches through 
Canada from Detroit. The Wabash operates in 8 States and Canada, over ap- 
proximately 2,390 miles of railroad line. In 1956, its gross revenues from rail- 
road operations were $116,326,931, of which $9,198,657 was attributable to pas- 
senger and allied services and the balance to freight. It operated 6,219,597 
train-miles of freight service and 2,661,344 train-miles of passenger service. 

As ean be seen from the map, the Wabash serves the heart of America. 
Its terminal cities are in the Empire State and in the Great Plains. In addition 
to those terminal cities, Wabash serves such other major industrial centers as 
Detroit, Toledo, Chicago, Des Moines, Decatur, and St. Louis. It carries goods 
to and from the greatest agricultural sections of this continent. Thus, it is in 
position to reflect, as clearly as any transportation company, the overall busi- 
ness picture of industry, agriculture, and commerce. In addition to traffic 
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originating or terminating upon its lines, 29 percent of its tonnage is overhead 
or bridge traffic—that is to say, traffic originating on the lines of other carriers 
and reaching its final destination on a line off the Wabash—so that the general 
health of the railroad industry directly affects the Wabash. 

The Wabash is a medium-sized class I railroad. In 1956 it was 24th in size 
in terms of mileage and 26th in terms of revenues among the Nation’s railroads. 
Therefore, I feel the picture I draw of the Wabash is fairly typical of many of 
the railroads upon whose success or failure the economic strength of the Amer- 
ican transportation system must rest. The accomplishments on the Wabash, of 
which we are rightly proud, are representative of the steps taken wherever 
possible by the management of other American railroads. At this point I want 
to make it clear that I have worked closely with the leaders of the American 
railroad industry. I can safely say that there is no industry or commercial 

up which collectively has any more devoted, patriotic, or conscientious leaders 
working intelligently for the health of the companies which they head and the 
good of all the American people. 

Increased labor and material costs have inflated the expense of doing busi- 
ness in the railroad industry as well as in every other industry. As with every 
industry, the railroad industry improved its capital plant for economies to com- 
bat the increased cost of doing business. The Wabash, commencing in 1949, 
started a program of conversion from steam to diesel locomotives which was 
completed in 1953. The total cost of the new locomotives was $43,795,622. I 
need not dwell on the greater efficiency of a diesel locomotive over a coal-burning 
steam locomotive which, romantic as it may loom in the mists of our memory, 
lacks the availability, versatility, and economy of operation characteristic of 
diesel locomotives. 

A man from the Great Plain States like Senator Schoeppel knows the need 
for freight cars. Since I became president in 1947 the Wabash has purchased or 
constructed 8,251 freight cars at a total cost of $55,285,101. 

A comparison of the average cost of freight cars in 1957 with the cost in 1947 
follows: 


Mr. Chairman, as the members of your committee know, new equipment to 
give a versatile service to shippers has been a continuing program among rail- 
roads. Of course, the now famous piggyback service with which your commit- 
tee is familiar has been well pubilcized. Less well known outside of the in- 
dustry, but of vital importance to many shippers, has been the development of 
damage-free cars, covered hopper cars, air-slide cars, and other types of spe- 
cialized cars. Each performs a vital service for many segments of American 
industry. I mention particularly the air-slide car because it is a car of rather 
recent development and especially helpful in the efficient handling of all manner 
of dry bulk food products which are susceptible to gravity unloading and which 
must be protected from contamination. 

The ordinary covered hopper car, while less dramatic than the air-slide car, 
is becoming increasingly important to such diversified groups as cement and 
chemical manufacturers and animal feed processors. Initial deliveries are cur- 
rently being made on a Wabash order for 100 covered hopper cars which will 
cost us $1,084,042. 

In the past decade the Wabash has continued a program of centralized traffic 
control, permitting speedier and more economical operation of its trains and a 
reduction in actual track mileage. A program which was begun sporadically in 
1931 has become highly intensified since I became president. During 1957 the 
Wabash put into operation 55 more miles of centralized traffic control, giving us 
a total of 316 miles of territory so controlled. By the end of 1958 there will be 
approximately 400 miles of track under centralized traffic control. This repre- 
Sents about 17 percent of our mileage. By 1970 we expect to have 794 miles 
of centralized traffic control territory. 

I mention centralized traffic control as another example of a capital expendi- 
ture necessary to reduce operating costs and to improve operating efficiency 
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of a railroad. It is also a striking example of inflation. In 1931 we were able 
to put centralized traffic control on the Wabash at a cost of $4,000 per mile, 
Our average cost per mile in 1956-57 was $13,000. 

In the past 10 years we have expended $21,500,000 in the modernization of 
freight yard and terminal facilities complete with electronic communication 
equipment and other devices designed for more economical operation as well as 
the expeditious handling of cars. On our program for improving termina] 
facilites there are 5 additional yards to be reconstructed and modernized which 
are estimated to cost approximately $15 million. In addition to terminal facili- 
ties, the reduction of grades, installation of train radio and further expansion 
of electronic communication devices are needed to produce more economic opera- 
tion and increased efficiency. 

Following the tremendous and constant pressure of transporting unprece- 
dented numbers of passengers and tonnages of freight during World War II, 
Wabash, typical of the railroad industry, found its plant and rolling stock in 
need of renovation or replacement. I have described a few of the capital ex- 
penditures made by Wabash to this end. Progressive management desired 
more, however, than merely to maintain the status quo. It wanted to give the 
public improved service from a more efficient and up-to-date operation. I have 
illustrated some of our efforts to this end. You will be interested in hearing 
about some of the barriers which we face in attempting to carry on a forward- 
looking program. 

At this point I should like to demonstrate to you the seriousness of the in- 
flationary squeeze in which Wabash and other railroads find themselves. 

Notwithstanding competition from our subsidized and unregulated competitors, 
Wabash increased its carloadings by 0.6 percent in the first 10 months of 1957 
over the first 10 months of 1956. In this respect we were more fortunate than 
some other railroads which lost ground in their carloadings during that period. 
In addition, our freight revenues for that period increased 5.62 percent from 
$87,021.362 to $91,908.109. Our passenger revenues increased 6.07 percent from 
$4,130,112 to $4,380,950. Nevertheless, operating expenses increased during that 
period 8.30 percent, shrinking our net revenue from railway operations by 2.59 
percent. Net railway operating income decreased 6.94 percent from $9,879,497 
to $9,193,931. While our total railway operating revenues increased over 
$5,500,000, or 5.64 percent, due to the inflationary squeeze, not 1 cent of the 
increased revenues could be brought down into net income, which decreased 
11.51 percent. This is a shocking situation. 

I want to point out that not only because of the unavailability of complete data 
but because business conditions generally have somewhat softened in November 
and December 1957, I have excluded November and December in the above com- 
parisons. It might be said that figures including those months were not repre- 
sentative. Also, I want to point out that built-in inflation from the labor agree- 
ments which provided for wage increases and cost-of-living adjustments has 
substantially increased our labor costs for the last 2 months of this year. Thus, 
the final figures for 1957 will be more unfavorable than the figures for 1956 
notwithstanding the impact of the 1956 steel strike upon our industry. 

I should now like to call to your attention the seriousness of an inadequate 
rate of return as an obstacle to improving the present financial position of the 
railroads. 

Mr. Loomis has previously introduced as an exhibit to his statement before 
you a pamphlet styled “Trends in Railroad Operations” compiled by the Asso- 
ciation of American Railroads, Bureau of Railway Economics. In table 8, 
page 11 of that exhibit, there is shown the rate of return on net investment of 
class I railroads in the United States from 1925 to 1956, inclusive. This rate of 
return varies from a low of 2.24 percent during the depression years of 1930-34 
to a high of 6.36 percent in 1942. For 1956 it was only 3.95 percent, not too much 
better than for the depression years. 

For the Wabash Railroad Co., the rate of return since the present company 
took over the properties of its predecessor on January 1, 1942, ranges from a low 
of 3.72 percent to a high of 7.06 percent in 1955, as set out in my exhibit C. For 
1956 it was 4.70 percent. Based on the latest information available, we expect 
our rate of return for 1957 to be still lower, or 4.10 percent. 

The basis for computing the rate of return should be clearly understood. It is 
net railway operating income divided by the depreciated cost of railway property 
used in transportation service plus cash and material and supplies on hand. 
This is particularly important because at the time Wabash Railroad Co. took 
over the properties of its predecessor on January 1, 1942, in accordance with the 
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rules and regulations of the Interstate Commerce Commission, the property was 
recorded on its books at the value prescribed by the Valuation Department of 
that Commission. These values were so-called original cost to the extent that 
property acquired prior to July 1, 1919, and still in existence and used in the 
transportation service on January 1, 1942, was valued at the average of 1910-14 
prices and property acquired subsequent to June 30, 1919, was recorded at the 
cost to its predecessor at the time the property was put into service. 

As I mentioned before, these rates of return are based on so-called depreciated 
original cost and, accordingly, give no effect to the value of the property at 
going current prices. 

I’m sure I do not need to call your attention to the inflation that has taken 
place since the 1910-14 period. In considering the rate of return for American 
railroads, bear in mind that this rate is in part computed on costs of the 1910-14 
era. If that rate of return were computed on 1957 costs of reproduction less 
depreciation, it probably would be close to 2 percent—or even lower than during 
the darkest days of the depressed thirties. 

The Interstate Commerce Commission has calculated the railroad construction 
index on an annual basis. Based on the boom year of 1929 equaling 100, this 
index has steadily risen from 113.3 in 1942 to 218.1 in 1956 (“Trends in railroad 
operations”—table 14). This rise in costs has placed a heavy financial burden 
on our endeavors to maintain and improve the property. 

From 1942 through 1956 the Wabash made gross capital expenditures totaling 
$161,818,442, of which $49,211,624 was for roadway or fixed properties and 
$112,606,818 for equipment. Gross capital expenditures for 1957 are now esti- 
mated at $21,526,359, of which $4,965,315 was for road and $16,561,044 for 
equipment, bringing the total expenditures for this 16-year period to $183,344,801 
(exhibit C). The effect of inflation is illustrated by the fact that this huge 
expenditure in terms of 1929 dollars really amounted to only about $104 million 
(exhibit D). 

Railroads in obtaining funds with which to carry out a capital expenditure 
program are limited to three sources: (1) Moneys set aside in depreciation 
reserves and the proceeds from the sale and retirement of unneeded, wornout 
or obsolete property; (2) net earnings; and (3) from outside investors. 

Most railroad plants are covered by mortgages dating back to earlier years. 
The earnings record of the industry since 1930 makes it a practical impossibility 
to increase the mortgage or bonded indebtedness to obtain new money. The 
same factor discourages new equity financing. Consequently, all capital funds 
for additions and betterments to the roadway or fixed plant must be produced 
within the railroad from depreciation, retirement credits and net earnings. 

The Wabash has issued through the year 1956 $55,962,218 of equipment securi- 
ties, to which should be added the $14,550,000 in obligations issued in 1957 for 
a total of $70,512,218, all of which mature serially over a period of 15 years or 
less from the date of issuance (exhibit C). From exhibit C you can observe 
that only small amounts of equipment obligations were issued in 1942 and 1943 
and none was issued from 1944 through 1948. Thereafter, it became necessary 
to finance the major portion of equipment purchases with borrowed funds. 

Because of the inflated cost of modern equipment, depreciation reserves and 
retirement credits produced less than half of the funds needed. The inade- 
quacies of current earnings (and no accumulations of working capital from past 
years) made it necessary to finance the major portion of the equipment required 
merely to carry on the railroad business without considering the funds needed 
for expansion of rolling rock. In this financing the Wabash incurred a new 
burden in the form of interest on these obligations. The interest paid from 
1949 through 1956 on equipment obligations of the Wabash totaled $5,007,588, 
and in 1957 this interest amounted to $1,199,068. The tight money situation in 
financial markets during recent years has added greatly to our interest costs. 
In 1949 we borrowed funds for equipment at 2 percent, and in 1957 some of our 
equipment financing cost us as much as 5 percent. 

It is interesting to note Wabash gross capital expenditures from 1942 through 
1957 totaling $183,344,801 exceeded the net railway operating income during 
the same period by almost $4 million (exhibit C). 

While record amounts have been expended for capital additions in the post 
World War II period; the railroads have been unable to improve their prop- 
erties to the extent that was desired and needed. We have pressed forward to 
dieselize power, modernize road properties and equipment, and mechanize 
Maintenance, supply and accounting techniques. However, our improvement 
programs have been restricted by our earning power and have had to be stretched 
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out over a longer period than we wished. This has resulted in the loss of the 
benefits which would have accrued from an expedited program. 

Railroad working capital is now at a dangerously low point. The Association 
of American Railroads’ Trends pamphlet referred to earlier indicates that 
working capital for class I railroads has declined from $809,100,000 as of 
January 1, 1955, to $537,200,000 as of October 1, 1957. What this means to 
American industry, and to the railroads in particuar, is that the railroads’ work- 
ing capital is smaller than the $750 million which is estimated as 1 month’s 
requirement. For the Wabash, working capital, which from the period of January 
1, 1955, to November 1, 1957, averaged approximately $12 million, was at 
$7,800,000 on November 1, 1957 (exhibit E). The Wabash’s monthly cash re- 
quirement is approximately $9 million. 

It is evident that as regulated the railroad industry is unable to provide 
the funds adequate to maintain and improve its property at the current rate 
of return. Trends in Railroad Operations mentioned earlier tabulates the rate 
of return on net assets (as distinguished from rate of return computed on net 
investment) for leading corporations classified into 73 industrial groups for 
the year 1956. Even with a rate of return computed on net assets of 53 
percent, the American railroads rank 71. The highest earning group is drugs 
and medicines with 22.4 percent and the lowest fire and casualty insurance 
earning 2.2 percent. While it would be anticipated that nonregulated indus- 
tries might earn a rate far in excess of regulated industries, the position of the 
railroads may be contrasted with that of public utilities which are also regu- 
lated but in the last calendar year earned an average of 9.8 percent. 

The railroads are unable to secure funds through the issuance of equity 
securities as there is no market for them due to the railroads’ low rate of 
return. However, the railroads must continue to spend millions of dollars 
annually for capital expansion. 

The subject of capital improvements and the question of rate of return assume 
particular importance to a committee of the Senate because of comments in 
the opinion of the Commission in Ha Parte 206. That matter is, as this com- 
mittee knows, the application of the several roads for increased freight rates. 
The application of the railroads was directed not only at the need for immediate 
relief to meet increased labor and material costs but also was predicated upon 
the theory that the Commission should adjust rates to enable the railroads to 
earn a fair rate of return. In that opinion the Commission said at sheet 40: 

“* * * it is clear that there is no statutory requirement or statement of 
policy requiring the making of rates to yield a certain rate of return on invest- 
ment either in the United States as a whole, or in various rate territories.” 

The Commission also said at sheet 74 of its report: 

“We expect the railroads to continue the technological advances many of 
them are now making. We appreciate that these improvements require the 
expenditure of funds which many of them find it difficult to provide. Never- 
theless, with opportunities for savings such as are shown in this record, we are 
not impressed with contentions that funds are not available at prevailing 
interest rates.” 

At sheet 76 of its report, the Commission concluded : 

“We believe that the railroads must look primarily to technological advances 
in the art of railroading to achieve greater efficiency and improved service as 
the major hope for increasing their rates of return.” 

The figures cited point out why the railroads, until they are permitted to 
increase substantially their rate of return, cannot achieve fully that degree of 
technological advances which the Commission commends. Recent studies by 
the Southwestern Bell Telephone Co., whose home office like the Wabash’s 
is in St. Louis, indicate clearly that a higher rate of return is not at all pre- 
dicated upon high rates. The converse is true—a higher rate of return ulti- 
mately results in lower long-term costs to the consumer. I feel that Congress 
should do, as was done in the Transportation Act of 1920, set a minimum rate 
of return which the Commission should permit the railroads to earn. I may 
add further that a rate of return which was adequate for a monopoly industry 
in 1920 is not realistic in terms of attracting capital for a competitive industry, 
such as the railroad industry in 1958. As I mentioned, the rate of return for 
public utilities, practically all of which are total monopolies, is 9.8 percent. 

Those of us in the railroad industry felt that the congressional declaration 
of policy in the Transportation Act of 1940 laid down the prescription for cur- 
ing the ills of the transportation industry. Apparently, the language was not 
sufficiently clear because interpretations against which we fought have been 
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upheld by the courts to the aid and assistance of our subsidized competition 
and to the detriment of the railroads. I refer you to that language which reads 
as follows: 

“Tt is hereby declared to be the national transportation policy of the Congress 
to provide for fair and impartial regulation of all modes of transportation 
subject to the provisions of this Act, so administered as to recognize and pre- 
serve the inherent advantages of each; to to promote safe, adequate, economical, 
and efficient service and foster sound economic conditions in transportation 
and among the several carriers ; to encourage the establishment and maintenance 
of reasonable charges for transportation services, without unjust discrimina- 
tions, undue preferences or advantages, or unfair or destructive competitive 
practices ; to cooperate with the several States and the duly authorized officials 
thereof; and to encourage fair wages and equitable working conditions ;—all 
to the end of developing, coordinating, and preserving a national transportation 
system by water, highway, and rail, as well as other means, adequate to meet 
the needs of the commerce of the United States, of the Postal Service, and of the 
national defense. All of the provisions of this Act shall be administered and 
enforced with a view to carrying out the above declaration of policy.” 

Nothing better illustrates the need for legislative clarification than the inter- 
pretations of the agricultural exemption set forth in section 203 (b) (6) of 
the Interstate Commerce Act (49 U. S. ©. sec. 303 (b) (6)). I am confident 
that the drafter of the act expected that the exemption therein meant that the 
farmer, or someone he might employ, would take his produce or livestock from 
his farm to the first processing point or the fisherman, or someone he might 
employ, would take his catch from the wharf to the first processing point. Neither 
the Interstate Commerce Commission nor the courts have so limited the exemp- 
tion. In the view of the Supreme Court, the Interstate Commerce Commis- 
sion, if anything, has been too stringent in its interpretation of that act. 

Mr. Loomis has already stated in some detail the legislative history of the 
agricultural commodities exemption clause which provides exemption from 
reguiation by the Commission of: “motor vehicles used in carrying property 
consisting of ordinary livestock, fish (including shellfish), or agricultural (in- 
cluding horticultural) commodities (not including manufactured products 
thereof), if such motor vehicles are not used in carrying any other property, or 
passengers, for compensation.” 

Exhibit F sets out particular commodities exempt from regulation in certain 
Commission and Federal court decisions together with the exemptions wihch 
would obtain under certain legislative proposals. Column (1) shows those 
which the Commission found to be exempt in 1951 and 1953. Columns (2) and 
(3) are extensions pursuant to court decision. Column (4) shows those com- 
modities which would be exempt if Congress adopts the bill (S. 2553) intro- 
duced by the chairman of this subcommittee. Column (5) indicates the exemp- 
tions which would continue if Congress adopts the Interstate Commerce Com- 
mission proposal (S. 1689, H. R. 5823). 

The action of the courts in placing frozen foods in the exempt category 
has had a serious effect on the rail carriers’ revenues. There has been a tre- 
mendous growth in the tons of frozen foods produced in the United States. 
The following shows the production in the United States, terminations by all the 
railroads and that handled by the Wabash Railroad and the ratio for the 
year 1947 contrasted with 1956: 


Tons of frozen foods 


Produced in United Terminated by all |Handled by the Wabash 
States United States rail- RR. 
roads ! 


Amount —_ to Amount Ratio to Amount Ratio to 
1947 1947 





473, 316 | 100 28, 748 100 
997, 683 ai | 54, 690 | 190 
| 





1 Frozen foods consisting of fruits and berries, fresh, frozen; vegetables, fresh, frozen; food products, not 
otherwise specified, frozen. 
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While rail deliveries have increased, the percentage of the frozen foods 
handled by the railroads to the total production has substantially decreased 
over the past 9 years. Studies by my company evidence a tremendous volume 
of this traffic is being handled by exempt carriers. It is highly desirable traffic 
to both the railroads and the exempt carriers, and with the view of securing q 
liberal share of the business we have purchased expensive equipment to handle 
these commodities. During the year 1956 the American Refrigerator Transit 
Co., of which the Wabash is part owner, placed in service mechanical refrigerator 
cars at a cost of $590,625. Additional cars have been ordered for delivery during 
the first part of 1958 at a cost of $1,298,500. These cars are designed and used 
almost exclusively for handling of frozen fruits, vegetables, and dressed poultry, 
These expenditures will go for naught if frozen food is to continue as an exempt 
commodity as the railroads with their fixed rates cannot hope to compete against 
unregulated carriers who can charge whatever rate is necessary to obtain the 
traffic. 

These itinerant or exempt truckers are free from regulations aside from the 
safety requirements. On unregulated or exempt truck operators there is no 
mandate to provide adequate and nondiscriminatory service—they simply come 
and go as they please. No standards of any kind are observed and their prices 
or rates are affected by whatever amount is necessary to get the traffic and stay 
in business. They do not under the present law have to adhere to ratemaking 
regulation, observe any particular routes or be concerned with fourth section of 
the act or provide standby service. They are free to charge from day to day 
whatever rates they may desire to name. It is not uncommon for them to haul 
traffic in one direction at a given rate to a shipper and to bring back a load ata 
ridiculously low rate rather than return with no load at all. Exhibit G attached 
indicates the shipper is invited to set his own rates which is an excellent example 
of how these exempt carriers operate. The practices of these itinerant or exempt 
earriers have resulted in an unsound economic condition not only in transporta- 
tion but also in the disturbance in marketing conditions. 

Another concern of the railroads arising from interpretations of the national 
transportation policy has been the failure to accord to them their inherent 
advantages in the competitive pricing of their services. The railroads should 
be permitted equal freedom to adjust rates and attract a substantial volume 
of remunerative traffic. Railroads have the inherent advantage to haul great 
volumes of freight at low per unit cost. In the handling of added or greater 
volumes of traffic such added business does not add proportionately to the 
operating cost. Railroad handling capacity can be enlarged quickly by simply 
loading more freight per car or hauling more cars per train. Actually, as the 
volume increases the per unit cost diminishes, and it follows that the greater 
added volume handled by the carriers would have a tendency to bring about 
lower freight charges to the public. 

Competition should be the regulator of rates whether carriage is by rail, 
truck, or barge. Sound and realistic pricing of railroad service would not create 
discrimination because under the present statutes shippers can secure com- 
petitive rates by use of other than rail transportation. The law requires that 
the railroads must file their tariffs setting forth the rates and if protests are 
received the tariffs may become suspended. On the other hand, the unregulated 
or exempt carriers can freely make a rate without even having to publish or 
make it known to the general public. Railroads should be permitted to meet 
competition where it exists. 

At this time I should like to draw your attention to certain legislation of 
vital interest to the railroads. At every session of Congress the railroads face 
tke threat of adverse legislation directed particularly at the railroads. This 
adverse legislation generally falls into two categories: (1) Railroad Retirement 
and Unemployment Insurance Acts amendments either increasing benefits with- 
out increasing taxes or increasing benefits coupled with an increase in taxes, 
and (2) legislation having the alleged purpose of improving the safety of rail- 
road operations. 

Much has been said inside and outside of Congress with respect to the Rail- 
road Retirement and Unemployment Insurance Acts and the taxes required to 
support such systems. Notwithstanding the fact that these systems provide 
much greater benefits than do the Social Security Act and State unemployment 
insurance acts, their counterparts for industry in general, there is a constant 
clamor for increased benefits and the inevitable increase in payroll taxes to 
support the system. During the closing days of the 84th Congress benefits 
were increased without increasing taxes, leaving to the present Congress the 
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unpleasant task of reviewing the financing of the system. The result is that 
Congress now has before it bills (S. 1313; H. R. 4353) which not only increase 
taxes but also make further increases in benefits. Unless Congress calls a halt 
to further increases in benefits, there will be an unending chain of increases 
in benefits followed by increases in taxes. The impact on the railroads of 

ll taxes to support these systems is direct and three times greater than 
other industry pays. Under the existing rate of 6%4 percent computed on the 
first $350 of salary, the Wabash in 1956 paid $2,829,580 to finance the railroad 
retirement system and for the first 11 months in 1957 paid $2,629,048. In unem- 
ployment insurance taxes, based upon a rate of 14 percent computed under the 
current sliding scale with a maximum rate of 3 percent, the Wabash in 1956 
paid $679,099 and for the first 11 months in 1957 with an applicable rate of 
2 percent paid $841,295. 

Under the terms of bills now pending before Congress which, as previously 
pointed out, also provide a further increase in benefits, the increase in taxes 
from 61% to 7 percent on the first $400 for retirement purposes and the change 
in the scale coupled with an increase in the maximum tax from 3 to 4 percent 
for unemployment purposes would cost the Wabash an estimated $2 million 
more per year. This sum represents one-fifth of the net income of the Wabash 
in 1956. In addition to the foregoing, an increase in railroad retirement pay- 
roll taxes to 8% percent in 1970 and to 9 percent in 1975 would be required. 

The railroads bear the whole cost of the unemployment-insurance system. 
The industry has already pointed out in previous hearings the basic unfairness 
of the rule of the present system which permits the payment of benefits to rail- 
road employees engaged in a lawful strike. Certainly Congress as a minimum 
effort should correct this one inequity. The railroads have suggested other 
corrections and these are now before Congress and deserve careful consid- 
eration (S. 1630; H. R. 6016). 

Unless and until benefits under the social-security system approach those 
paid under the railroad retirement system, Congress should not increase bene- 
fits under the railroad retirement system. After all, not every railroad em- 
ployee is engaged in hazardous operations. A great number of railroad employees 
are engaged in work involving no more risk than encountered by the average 
employee in other industry. 

The pending bills having the alleged purpose of increasing the safety of 
railroad operations deserve mentioning. This is the place to restate an obvious 
truth, that management in the exercise of its rightful prerogative should be 
allowed to operate the railroads as it sees fit. Congress should not substitute 
its own judgment for that of experienced and responsible managers. The most 
important bills in this category now before Congress include those providing 
for the filing with and approval by the ICC of rules governing’ the operation 
of railroad motorcars (S. 1729, H. R. 6384), those authorizing the ICC to require 
railroads to install specified types of communication systems and for the filing 
with and approval by the ICC of rules for their installation, maintenance, 
repair, or operation (H. R. 897) and, finally, the bill which would require 
railroads to file with and obtain the approval of the ICC of rules governing 
ag inspection, maintenance, and repair of power or train brakes (S. 1386; 

. R. 5124). ’ 

No other industry is more aware of the importance of safety than the railroad 
industry. Under the exceedingly liberal provisions of the Federal Employment 
Liability Act, railroad management faces the threat of payments or judgments 
of hundreds of thousands of dollars for an employee seriously-injured or killed. 
Furthermore, the broad duty owed by a common carrier to the passengers it 
carries is well known to the lawyer members of this committee. 

Congress should not substitute its own judgment for that of experienced rail- 
road managers with respect to the details of railroad operations in the absence 
of evidence that the railroads don’t know how to operate their roads safely 
and efficiently. I know of no such evidence relating to the industry in general 
and can state that no such charge can be fairly made against the Wabash. 
It is the considered judgment of the Wabash officials who deal with the operation 
of trains on a daily basis that legislation of this kind is not needed. If Congress 
should see fit to pass such legislation, there would result the employment of 
unneeded additional personnel and an unnecessary further increase in the cost 
of operation. 

It is not my intention to be critical of the leadership of railroad labor. Never- 
theless, I am impelled to speak out against certain proposals which have been 
supported by the executives of the classes and crafts represented in the collective 
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bargaining between the management and labor of our industry. I feel that these 
proposals will not in the long run help labor, but, harming the industry, will] 
be hurtful to the faithful men and women who work in it. 

The recent action of the Bureau of the Budget to seek executive directive 
to establish, wherever possible, user charges for services provided by the Fed- 
eral Government is in my opinion a step in the right direction. The Wabash 
Railroad and a subsidiary transport freight cars by car ferry. If legislation 
follows the recommendation of the Bureau of the Budget, charges may be made 
to the Wabash for Federal services. To that I offer no objection. The railroads 
have been paying their own way in the past and are willing to continue if their 
competitors are made to do so. 

The need of the Government for revenue is clear. However, the excise tax 
upon transportation should be repealed. It discriminates against the regulated 
common carrier, it hurts the small shipper who does not have the alternative 
of private carriage and is, as the Interstate Commerce Commission’s own study 
indicates, a tax “that doesn’t pay.” 

I shall not discuss the necessary revisions in tax law which will encourage the 
expansion of railroad capital equipment by bringing depreciation standards in 
keeping with modern times. However, another area in which the Federal 
Government could be helpful to the railroads, and I emphasize, at no cost to 
the Government, is in the adoption of the plan offered on behalf of eastern rail- 
road presidents conference for building and leasing freight cars (S. 2906, H. R. 
9597). The plan is simply that the Federal agency would provide the funds and 
purchase locomotives and freight cars, leasing them to the railroads at a fully 
compensatory rate. 

This is not a subsidy. The plan contemplates that the total cost, including 
administration, will be met by the charges to be made for the use of the equip- 
ment. It meets the need of agriculture and industry by insuring an adequate 
supply of freight cars. It is a justifiable Government activity because it would 
directly contribute to a stronger national defense. 


CONCLUSION 


It would be pleasant if I could tell this committee that railroad problems are 
simple and need only a simple remedy. The Nation’s transportation business 
and its regulation are as complicated as the economy of this country. The 
position of the railroads within the framework of the transportation segment 
of our economy is even more complicated. The problems of the railroads will 
not be simplified by a single solution. The program I suggest will, 1 believe, go 
far to relieve the immediate needs of the country for transportation and assist 
the railroads in serving America. Therefore, I respectfully submit to this 
committee the following: 

1. Let Congress declare clearly and unequivocally that it is in the national 
interest that the railroads earn a fair rate of return upon their investment. 

2. Permit railroad management to use its judgment in the operation of its 
business, including the selection and participation in the mode of transportation 
best suited to the commodity and needs of the public and in establishing charges 
for transportation services commensurate with the needs of the public. 

8. Repeal, amend or modify legislation which descriminates against common 
carriers and their users by reason of arbitrary and unrealistic exemptions such 
as the agricultural commodity exemption or by the imposition of retrogressive 
taxes such as the Federal excise tax upon transportation. 

4. Assess charges against any enterprise commensurate with the benefits de- 
rived from its use of public facilities. 

5. Create a Government agency through which the railroads may acquire an 
adequate supply of equipment without cost to the Government. 
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Railroad positions held by Arthur K. Atkinson 


Carrier: Position held 
The Ann Arbor RR Co_. President, director, member of executive committee. 


The Belt Railway Com 
pany of Chicago Director. 
Chicago & Western In- 
diana RR Co Director, chairman of finance committee. 
Des Moines Union Ry 
President, director, member of executive committee. 
Detroit & Western Ry___ President, director. 
Detroit, Toledo & Iron- 
Director. 


a a 


Chairman of the board and chief executive officer, 
director. 
Kansas City Terminal 


The Lake Erie & Fort 
Wayne RR Co President, director, chairman of board, chairman 
of executive committee. 


Director, chairman of finance committee. 


Manistique & Lake Su- 
perior RR Co President, director, chairman of board, chairman 
of executive committee. 
Menominee & St. Paul 
President, director, chairman of board, chairman 
of executive committee. 
New Jersey, Indiana & 
Illinois RR Co President, director, chairman of board, chairman 
of executive committee. 


aeern Sar Toe ® 


Terminal Railroad Asso- 
ciation of St. Louis._.__ Director, member of executive committee, chair- 
man of special finance committee. 
Wabash RR Co President, director, member of executive committee, 
member of finance committee. 


EXHIBIT C 
Wabash Railroad Co. 
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ExursiTt D 
Wabash Railroad Co. 


Gross capital |Rattroad con-| Purchasing 
expenditures | struction power in 
index ! 1929 dollars 
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Wabash Railroad Co.—Net working capital 


2 
2 
8 


8288 


7 
3, 


ao 
noeess 
gz 
185 
~w 


1 
1 
1 
1 
1 
1 


58 


Be 
ERSESS 


BSS: 
R 
§R 


: BESESNBS 


3 


Bee 





— ee 
Noe we Oo 68 8 
z 


—s 
w 
Ps 
— 








Average working capital per month for 35-month period 
Wabash cash expenses (wages, fuel, material, rents, and taxes) approximate (per month) 
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ExuHrs1T G 


25—GRAND FORKS (ND) HERALD August 25, 1937 


Potato Shippers 
We Have Trucks Returning Empty From 


Grand Forks to Chicago and the 
St. Louis Area Daily 


Fast Insured Transportation 


SET YOUR OWN RATE 


Thirty-seven foot trailer 


BOG JENKINS 
TRUCK LINES 


Box 430 
CHARLES CITY, IOWA 


21278—58—pt. 1—_—-42 
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Mr. Arxrnson. I am Arthur K. Atkinson, president of the Wabash; 
Railroad, and we look on the Wabash as a medium-sized class I rail-. 
road. 

In my written statement of some 29 pages, with 7 exhibits, I pro- 
vided, as exhibit B, a map which shows in outline the territory served 
by the Wabash. We have western terminals at Kansas City, Mo.,. 
and Omaha, and our eastern terminus is at Buffalo, which we reach 
through Canada via Windsor. 

In other words, the Wabash serves the heart of America, and it 
serves also principal metropolitan areas such as Chicago, St. Louis,, 
Detroit, Toledo, Padieieas, and Decatur, Ill., the soybean capita 
of the world. 

The Wabash, as you will see, is a road that extends both in the so- 
called eastern territory and the western territory, using the Missis- 
ores) River as a gateway at two places, namely, St. Louis and Hanni- 

al, Mo. 

We are known as somewhat of a bridge line. That is to say, 29 
percent of our tonnage is overhead or bridge traffic, traffic that orig- 
inates on other lines and reaches its final destination on a line off of 
the Wabash. 

First, before I touch on the two subjects that I dealt with in my 
written statement, I would like to say without being too repetitious, 
that the Wabash has been doing all that is financially possible toward 
taking advantage of developments in technology and improving its 
plant, and that we have a gross capital expenditure for the period 1942 
to 1957, inclusive, of one hundred eighty-three mitionotd dollars, or 
an average of $11,400,000 annually for that period, a period of 16 

ears. 

7 We were completely dieselized in 1953 and have expended some 
$46,400,000 for 317 units of diesel power for use.in road service, both 
freight and passenger, and for our switching operations. 

This equipment program was financed principally through the me- 
dium of the so-called Philadelphia plan of equipment trusts or con- 
ditional sales agreements, and on this $46 million of diesel power we 
borrowed through these vehicles some $3614 million, which involved an 
outlay of cash of about $9,900,000. 

We have also operated under a program of adding to and replacing 
freight train cars. Since 1942 we have acquired 11,768 new units 
of freight train cars at a cost of sixty-six million-odd dollars. Here 
again, through equipment trusts and conditional sales agreements 
we borrowed a sum of $31.6 million in connection with the payment 
of that freight car program of $66 million, which means that we 
had to use cash to the extent of some $34 million. 

We also acquired 72 units of passenger train cars. Many of these 
are of the new streamlined type for the operation of our streamlined 
trains known as the Bluebird, between St. Louis and Chicago; the 
City of Kansas City, between Kansas City and St. Louis; and the 
City of St. Louis, between St. Louis and Pacific coast. points. 

This passenger equipment cost us in the neighborhood of five mil- 
lion-odd dollars, and we borrowed in connection with that some 
$2,400,000. 

We also, like others who have testified here, have taken full ad- 
vantage, so far as our finances would permit, of mechanizing our 
maintenance of way forces, and have modernized our freight terminal 
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facilities, increasing the yards as necessary in connection with the 
operation of the diesel-powered trains as against the steam operated 
trains. We have abandoned certain mileage constituting second main 
tracks by the installation of centralized traffic control, and thereby 
we were enabled to release rails, fastenings, and crossties and even 
ballast which we in turn were able to devote to modernization of our 
yards and to expansion of those facilities to handle longer trains with 
onger freight cars. 

We have also followed a program of installing electronic devices for 
the purposes of accounting methods, and for the tracing and the post- 
ing of the car movements so that our shippers could be advised in a 
very short time as to where their commodities are and how soon they 
can expect to receive them. 

From 1942 until 1956—I don’t have the figures available for this 
year yet—we reduced our bonded indebtedness which at that time 
‘was $93 million, down to $6114 million, a reduction in the bonded 
indebtedness of some $31,500,000. 

It is true that in that same period, while we started out with equip- 
ment trusts outstanding in the amount of about $714 million, through 
this acquisition of equipment we have increased our equipment trust 
obligations, to $36,100,000, or an increase of more than $28 million in 
our debt on equipment. 

Thus, you can see that with the bonded indebtedness reduced $31 
million, we were forced to create new obligations by virtue of the 
equipment acquisitions of $28 million but otill we have a reduction in 
our overall debt of approximately $3 million. That naturally reacts 
into our fixed charges. 

So the matter of what we are doing to help ourselves might be sum- 
marized by saying that we have taken advantage of the technological 
advances and other improvement work, both in the plant and equip- 
ment, to the extent that moneys were available from our earnings or 
the acquisition of which we could finance through borrowings. 

We haven’t completed our modernization plans, but we have made 
satisfactory progress in the overall program. There is much more to 
do. In my statement I mentioned that for the first 10 months of 1957, 
which covered the available figures at that time, that we had an in- 
crease in our gross revenues of $5,588,000. That is over the corre- 
sponding 10 months of 1956. But our net was off, $930,000. In other 
words, we were not able to get any of this increased gross down into 
our net. 

But more than that, we lost $930,000 of our net as against the net we 
had - the previous year. That of course is inflation with diminishing 
proiits. 

Last Wednesday I received the tentative figures for 1957, and I am 
surprised at the precipitous drop we had in the last 2 months of 1957— 
that is, November and December. Ordinarily November is a good 
month. December is a cleanup month, and they both are ordinarily, 
on the Wabash, good months for a net. 

On these tentative figures, it looks like the increase in gross of five- 
million-odd dollars we have had for the 10 months has been reduced to 
an increase in the gross of $4,700,000, and our net income now is going 
to reflect a decrease of $1,374,000 compared with the net of 1956. 

Senator Scuorrre.. Mr. Chairman? 

Senator Smaruers. Senator Schoeppel. 
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Senator Scnorrret. Mr. Atkinson, this pitchoff of the economic 
picture is one that is alarming, as you have indicated and as your 
associates in the railroad industry have pointed out. Of course the 
inflationary trends have contributed to that. We all have to admit 
that. But does it also indicate that by the great production technol- 
ogy, and probably a very liberal credit approach, that the pipelines 
have filled up a little faster than was suspected; that now we are 
having this quick, drastic pitchoff that all you people are testifying to 
here, when seemingly the rest of the country hasn’t reflected it yet as 
drastically as your industry is showing it? It is hard to understand 
why all at once, within a period of a few months, bang, we are starting 
downhill in your industry. And it is reflected, of course, in the drop- 
off in carloading, the dropoff in other business revenues of your rail- 
roads, which all goes back to the fact that almost all at once here the 
rails are not transporting goods and merchandise. 

Mr. Arxinson. That is true, Senator. It begins to show, particu- 
larly in my case, in the latter part of 1957. However, I think it was 
growing on us, and while it hadn’t hit us as hard as it had some of the 
others, it was coming, and now it is on us and we have got it looking 
at us in the future. 

I have found it necessary, in the last 30 days, to revise my income 
forecasts for 1958 which I had prepared with an idea of presenting te 
my board for the purpose of getting approval of an improvement 
budget to be started and carried out through the year 1958. 

In the revision of that forecast, which we had predicated on what 
we knew and what we had experienced in 1957, we took cognizance of 
a number of things that had just arisen, that is to say, I am not talking 
about the wage impact that we will be confronted with on November 1, 
1958, under our 3-year agreement, but the forecasts of the National 
Regional Shippers Advisory Board, an organization of the shippers 
of the country, not railroad men, but the shippers all over this country. 
They have their meetings and they present you—it is available to the 
railroads—a forecast as to what the business in these various regions 
looks like from their standpoint. That report was made available 
for the first quarter of 1958, and it indicated a very serious decline in 
all regions. 

As an illustration, the board, in its report for the first quarter shows 
that the Allegheny region—that is your iron and steel region—is going 
to decrease 10.1 percent. That is, the carloadings in that region for 
the first quarter of 1958 are going to be 10.1 percent under 1957. 

All the other regions show a decrease. Allegheny, of course, is 
the high. But for the Great Lakes region, which is automobiles and 
steel, they are indicating that there will be a decrease in the carload- 
ings in the Great Lakes region of 7.1 percent. And so on through 
all the regions. The lowest regions, I noted in the report, was the 
trans-Missouri-Kansas region, where the decrease was as low as 1.3 
percent. 

Also, the measures that we rely on in forecasting for the next year 
have startling disclosures. The ratio of our payrolls to gross revenue, 
for example. In 1942, our ratio for payrolls was 34.87 percent. By 
1956, it had increased to 46.06. Now, in 1957, when the figures are 
closing, it has gone to 47.09, and that doesn’t include the payroll taxes. 
If you put the payroll taxes in, and these health and welfare and in- 
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surance benefits, which in our case amount to $1,300,000 a year, our 
1957 figure will be 52 percent of the gross revenue. 

When you get to 50 percent of your gross dollar going for labor 
or for employment, you are in trouble. You have to stop and take 
a look at it. And what can you do about it? You have another im- 
pact coming next November. 

Another measure that concerns me is a study we made as to fringe 
benefits. ‘Thirty-nine cents an hour is what our fringe benefits figure. 
The wage rate, the average rate, was $2.10 an hour, and, with the 12 
cents for 1957—the 7-cent wage increase on November 1 and the 
5 cents additional on cost-of-living, or 12 cents—brought up the aver- 
age wage to $2.22 an hour. On top of that there is the 39 cents an 
hour for fringe benefits, and our fringe benefits figure about 17 plus 

recent of our total payroll. The fringe benefits are equivalent to 
about $66.11 a man per month. 

So I say these measures are pointing to a bad situation. It isn’t 
the ordinary dropoff of business that you expect to come back. But 
you look into the future and you don’t see anything that is going 
to relieve it. And with these additional inflationary pressures, the 
performances in our case for the last 2 months, that have been build- 
ing up and are upon us, we are going to be confronted with a 
serious situation, and we have to deal with it. 

In the forecast that I made for 1958, I am figuring a decrease of 
about 5 percent in the volume for 1958, and revenues will be some- 
what less than that; the decrease will be somewhat less than that if 
certain rate increases are granted. 

On a rough estimate, what I presented to my board was an indi- 
cated net income in 1958 of $3 million as against $9.1 million in 1957. 
That means a curtailment of our rail program and the purchase of 
materials and our car-building program. Mr. Johnson referred to 
the building of freight cars in his shop. While I didn’t have as ex- 
tensive a program, I did have a program, that will be completed in 
February, of building 400 new gondola cars. When that is com- 
pleted, we were preparing to go forward with another program of 
some 398 composite-type cars. 

We have to take another look at it. We don’t know where we are 
going to get the money with which to do it. We don’t have any 
deferred maintenance on our track, but it will be necessary for us to 
curtail our rail program next year, and that includes the fastenings 
and all the other type rail materials—ties, rails, and ballast. And 
we have to take stock, take inventory, to determine how our material 
supply should be held down to a minimum. These, we say, are all 
signs that have caused us to conserve our cash, and to economize all 
our operations and plans for the year ahead. 

In my written statement, I had two subjects. One was the matter 
of the rate of return, and I am not going to dwell on that at length 
other than to say that in the Transportation Act of 1920 there was a 
provision that the railroad’s rate of return should be 5.5 percent. In 
the subsequent transportation acts, there was no such provision. 

The thing that disturbs me in that respect is that, in its decision on 
the application of the carriers for an increase in freight rates, which 
1s known as F2 parte 206, the Commission said, in effect, there is no 
requirement in the law that rates shall be made to produce a certain 
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rate of return, that the railroads must look primarily to technological 
advances to improve their earning power. 

I say that the statute should be so stated that the railroads do have 
some right to a fair rate of return. What that rate of return is is 
another thing. In my testimony before the Commission, I was inter. 


rogated by some of the Commissioners, and I said that I thought the 
railroads ought to have a rate of return, and I didn’t say it ought to 
be what it was in 1920. 

But, since the Commission said there is no statutory requirement on 
the rate of return question, let’s put something before them so that 
they know that we will get a fair rate of return. There have been 
exhibits introduced to show what the railroads’ return has been. Mr, 
Symes’ exhibit, which was a little bit different in formula, was on the 
net assets. 

The railroads were down to 71 on a list of 73 different industrial 
rates of return. In my exhibits, I have provided what our rate of re- 
turn is, and have shown it over a period of years. 

I think the Transportation Act or some other legislation should at 
least say that the railroads have some right to talk about getting some 
fair rate of return when they make these rate increases. 

My other subject was on the agricultural exemption. Much has 
been said on that, and I subscribe to what has been said. I think that 
my exhibit, accompanying my statement, sets forth in several columns 
what the exempt commodities were, and listed all of them as we origi- 
nally interpreted the exemption and as originally fixed; then what 
the Supreme Court did in the way of interpreting it. We have shown 
in another column the chairman’s bill—I don’t recall the number—the 
bill that has been introduced to amend the exemption provision. And, 
finally, in the last column, we have indicated what, in effect, the Inter- 
state Commerce Commission suggests as a way to control this exemp- 
tion of certain agricultural products. 

Senator Scuorrren. That is all covered in your exhibit F; is that 
the one to which you refer ? 

Mr. Arxrnson. That is correct. 

Senator Lauscue. Did you say exhibit F? 

Senator Scuoerret. Yes. Exhibit F attached to Mr. Atkinson’s 
statement. 

Mr. Arxinson. I might say that we favor the Interstate Commerce 
Commission’s all-out approach, but we also support the chairman’s 
first step in that direction. If we get the door open, maybe we can 
go further later on. The chairman’s bill is a step in the right direction 
and it gives us some relief. In my statement, exhibit G, I attached— 
and I think it is just typical of what we have been talking about, all 
these troubles here—a photostat of an ad referred to in my statement, 
It is in the Grand Forks, N. Dak. Herald newspaper under date of 
August 25, 1957, and it reads: 


Potato shippers— 
in big bold letters— 


We have trucks running empty from Grand Forks to Chicago and the Saint Louis 
area daily. Fast, insured transportation. 


And then again, in bold letters, 


Set your own rate. 37-foot trailer. Bob Jenkins Trucklines, Box 430, Charles 
City, Iowa. 
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That is the kind of competition we are up against in this respect. 

If I may be permitted, I think there were certain illustrations given 
with respect to the airports or the comparison of how airports are be- 
ing built with the taxpayer’s money, and a comparison was made with 
the Washington terminal here. I would like to tell you a little about 
the waterways in St. Louis. Recently they put into operation a new 
canal known as the Chain of Rocks, at Ash facilities and locks 
which is a bypass of one of the Mississippi River that was not navi- 
gable for all types of barge operation. According to Army engineers, 
and through a report in 1955 of the Chief of Engineers of the United 
States Army, the original cost of that Chain of Rocks Canal and locks 
was estimated at $10,290,000, and that is the appropriation they were 
asking for. They revised the cost on July 1, 1956 to $39,740,000. So 
far as I know and am able to ascertain, that is what they spent. 

Now, are they paying their way? In the city of St. Louis they put 
a bond issue out to build some wharves and some aprons and docks for 
these barge lines to tie up within the city limits. 

They are issuing those bonds to build those docks for the use of 
these barge lines. 

You will recall the Federal Barge Lines that were working on the 
Mississippi were owned by the Government and operated by the Gov- 
ernment. But they found it was best to get out of that business. So 
they sold it to a private concern, and it is being privately operated. 

ut here is a case where they are provided with the right-of-way 
and they get the full benefit of it, and it doesn’t cost them anything 
to maintain it, and they don’t pay anything. In the city of St. Louis, 
where I reside, I expect as my part on the watchdog committee, on 
the expenditures of hood bonds, to endeavor to obtain from the barge 
line, the Federal Barge Line or any other barge line that is going to 
use those facilities, a lease under which they will have the right to use 
it. But that lease should provide for a rental for them to use it, and 
the rental should amortize the debt so that the taxpayers will ulti- 
mately be relieved of the use of their funds for the purpose of build- 
ing the facility. 

e have been talking about this railroad problem, and the com- 
mittee and all these railroad presidents and others seem to know that 
there is a problem. I have been concerned as to the public and the 

ress, and we are getting some press publicity about this thing, and 

was glad when the chairman announced that this was not a study, 
that this was for the purpose of providing remedies for these faults 
and some of these evils. 

The railroad situation, which has all too long been taken for 
granted, has been termed to be in a deteriorating state. And while 
it was realized by Congress through the fact that this committee has 
been created, and while those of us who testified have emphasized 
again and again that the industry is direly in need of aid from the 
outside, over and above what we are doing for ourselves, the public 
la and the public need to be awakened, and that is what is 
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appening. 

I may be permitted, I would just like to briefly refer to my own 
hometown of St. Louis. The Globe Democrat, in an editorial on No- 
vember 26, 1957—quite an editorial, I never saw so much space de- 
voted to a railroad in many years—said, if I may extract: 
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THE GOVERNMENT IRON HorSE COLLAR 


The good health of the railroad industry is of vital concern to the United 
States. If this good health is to continue, the railroads need immediate as. 
sistance from two important sources—the Government and the railroad unions, 
Relief should come soon, while the railroads are still in good health, rather than 
waiting until more have disappeared from the American scene or lapse into 
receivership. The strict regulation of railroads by the Government began in 
1887 with the establishment of the Interstate Commerce Commission. Even 
though the railroads no longer enjoy a monopoly, they are treated by the Goy.- 
ernment as if they were alone in the field. Rates, schedules, and tariffs which 
should operate under the free enterprise system are still in the same Gi vern- 
ment horse collar where they were placed in 1887. 

Added to this, the railroads pay enormous taxes, whereas the airlines are 
subsidized with great municipal airports, and a few continuing subsidies. The 
truckers and buses, in the view of many, do not pay a fair share of the taxes 
commensurate with their use of the highways. Even in the heavy hauling of 
water and barge shipments, the railroads are not allowed competitive rates with 
the water shippers who derive tremendous advantages from the huge amounts 
that the Government spends on maintenance of our navigable waters and con- 
struction of canals, locks, and dams. 


Then the Post Dispatch, on January 9, in an editorial entitled, 
“Toward a Transportation Policy” said: 

The Nation’s prosperity and ability to defend itself both depend upon its 
transportation system. Of that system, the railroads are an indispensable part, 
representing 110 major lines and a capital investment of $30 billion. 

I don’t entirely agree with what they say about this regulation, but 
this is what they say, and it is their suggestion : 

Manifestly it is an inequity when the regulated railroads have to compete 
against water carriers which in terms of ton-miles are less than 50 percent 
regulated, and a trucking industry less than 30 percent regulated. We think 


that the answer lies not in less regulation of the railroads, but in more com- 
parable regulation of their competitors. 


The last part of the editorial reads: 


Wiser and more painstaking thought than the Nation has ever before given to 
the problem is required to design a sound future for the American railroad sys- 
tem in an economy increasingly served by air, truck, bus, barge, and pipe lines. 

The New York Times editorial, which you probably saw—I don’t 
know whether I could put these in the record some way, but I think 
they are all indicative of what the press and the public are waking 
up to, that there is a problem, and it is not just our story but- it is 
everybody’s story. 

Senator Smaruers. Mr, Atkinson, I might say there that we of 
course are very grateful, as you are, that the press has given this 
hearing, and this problem as it pertains to the Nation, such full 
coverage. 

It will not be necessary, however, for you to put that material in 
the record, because the staff is making a compilation of these news- 
paper articles, particularly editorials, and they will be made a sepa- 
rate part of the record. We do appreciate what the press is doing, 
and we do appreciate your mentioning it. 

Mr. Arxinson. Thank you. I would like to refer to this morning’s 
issue of Business Week, dated January 18, and call attention of the 
staff to that magazine publication, where they have on page 154, 
under the topic of Transportation, a very enlightening story as I 
have been able to peruse it, under the title of “Why There is a Rail- 
road Crisis.” One paragraph I would like to read: 
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The crisis that the railroads face is a real one in the sense that there is no easy 
way out, no simple and obvious solution that can be offered. The answer, if 
there is one, lies in some complex combination of compromises that would involve 
railway labor, local taxes, Federal regulatory rules, and a long list of other 
considerations. 

I would like to mention 1 or 2 other items briefly. One thing 
that I have been using in telling the railroad story is that the busi- 
ness Of railroading requires a huge investment in physical property. 
Through the years the railroads have expanded their extensive prop- 
erties under the system of private enterprise so that the class I rail- 
roads have a total investment in excess of $33 billion in plant and 
equipment. This investment produces annual sales volumes of about 
$11 billion gross revenues. 

Thus the ratio of investment to annual sales is about 3 to 1. In 
other words, the average railroad must invest $3 in physical plant 
to produce $1 in operating revenues. 

ost manufacturing concerns, in a study that we have made—it is 
our own study but we have the information in back of it in detail— 
need only invest 50 cents in a plant to produce $1 in annual sales. 
Generally speaking, the railroads need about six times as much capital 
as manufacturing concerns to produce the same volume of business. 
I think that it is interesting to see the situation that we have to deal 
with so far as capital moneys are concerned. 

I heard Mr. Walter Tuohy present a sort of summary of this, and 


I would like to say that I subscribe to it 100 percent. In fact, I 

followed the testimony of our other railroad presidents and I think 

they have ae practically the whole story, and it would be only 
Oo 


repetitious for me to follow on with that. 

would like to say to Senator Lausche, in answer to his question 
on depreciation, that under the Interstate Commerce Commission, 
which prescribes the accounting and bookkeeping for us, the rates 
that we are allowed in the life service of our equipment are in their 
hands, so far as our income account is concerned, The Internal Rev- 
enue Service has different methods, and we are confronted with what 
might be termed keeping two sets of books, to see what we are al- 
lowed to take as a tax deduction and what we have to report as our 
published results of operation. 

You asked about freight train cars. The depreciation on freight 
train cars, in the case of the Wabash, is 3.17. 

Senator Lauscue. Per year? 

Mr. Arxinson. Per year, That means 30 years’ life, roughly, after 
allowing for salvage. The passenger train cars is 2.53 percent. Our 
floating equipment is 2.35 percent. I am confronted with a very seri- 
ous situation as president of the Ann Arbor Railroad in connection 
with the purchase of a new car ferry to handle the traffic, the freight 
traffic as well as automobiles and passengers across Lake Michigan 
from the east bank at Frankfort to the four west-bank ports in upper 
Michigan and Wisconsin. 

In 1924 we bought a new car ferry that could handle 32 freight 
cars, and the cost was $894,000. We have had on the drawing board 
anew car ferry, because the shippers on the west bank are constantly 
condemning us for lack of having the proper car ferry service. That 
same car ferry—when I say the “same” I mean it has the same ca- 
pacity of about 32 loaded freight cars—but with a little improvement 
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in the power, the diesel power against the old Skinner steam engine 
and the fact that we have certain modernizations or new develop- 
ments in the maritime apparatus—that same car ferry with the same 
capacity, with a little better speed—about 20 land miles—they don’t 
use knots on the lake—as against about 17—is estimated to cost us 
in excess of $6 million. 

Senator Lauscue. How large is the depreciation fund that you 
have had to build up on the old? 

Mr. Arxrinson. 2.35, 

Senator Lauscne. What does 2.35 mean ? 

Mr. Arxrnson. That means 2.35 percent per year on the cost. 

Senator Lauscne. And you have had it how many years? 

Mr. Atkinson. We have had it for 33 years. But there again 
Internal Revenue, you know, when you have something that is fully 
depreciated, as far as facts are concerned, they come back and retro- 
actively state your account, that you took too much deduction for this 
depreciation; you still have the car ferry and you ought to restate 
your account. 

Senator Lauscue. Probably to clarify the record, the case about 
which I spoke was one on subsidized airlines having the right to 
depreciate at the rate of approximately 14 percent a year. What the 
rate of depreciation is, allowable, on siocielibeidined airlines, I do not 
know, and I was not speaking of them. 

Senator Smatuers. All right, sir. 

Mr. Atkinson, we must move along here. 

Mr. Atkinson. I think that covers what I have to say. 

Senator Smatuers. Thank you very much. Your testimony has 
been very helpful to us. 


Our next witness is Mr. W. R. Rouse, the general counsel of the 
Union Pacific Railroad. 

Mr. Rouse, we will take your statement as prepared and make it a 
part of the record in full. We would be delighted to hear from you 
extemporaneously, and we hope reasonably briefly. We don’t want 
to cut anybody, but we have four witnesses to go today before we 
have concluded. 


STATEMENT OF W. R. ROUSE, VICE PRESIDENT AND WESTERN 
, GENERAL COUNSEL, UNION PACIFIC RAILROAD 


(The printed statement of Mr. Rouse follows:) 


STATEMENT OF W. R. Rouse, VICE PRESIDENT AND WESTERN GENERAL COUNSEL, 
UNION PaciFic RaAILroaD Co. 


My name is Walter R. Rouse and I am vice president and western general 
counsel of Union Pacific Railroad Co. My office address is 1416 Dodge Street, 
Omaha, Nebr. 

It is both timely and most fortunate that this subcommittee has deter- 
mined ‘“* * * to look into the deteriorating railroad situation and its effect on 
the national transportation picture * * *”’ and that “* * * attention should be 
given to constructive action to allow the railroads to help themselves before the 
situation has deteriorated to the point at which drastic action would be neces- 
sary.” The Union Pacific is only a link in the national railroad transportation 
system, and as such is vitally concerned with the state of health of all United 
States railroads. It is affected by the same adverse factors as any other railroad, 
but since each railroad property is unique some of these things affect the Union 
Pacific even more than certain other railroads who will state their problems. 
I would like to tell the Union Pacific’s side of the story. 
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PROBLEMS CONFRONTING UNION PACIFIC TODAY 


The problems confronting the Union Pacific today arise largely out of the 
failure to translate into effective action the national transportation policy of 
Congress, as expressed in the Transportation Act of 1940, to provide for “* * * 
regulation of all modes of transportation subject to the provisions of this act, 
so administered as to recognize and preserve the inherent advantages of each.” 
This failure results in many cases from the applicable statutes themselves, in 
other cases from court decisions interpreting the statutes, and in still other 
eases through the inability of the railroads to gain public support for the 
removal of restrictions which were originally fastened on the industry for 
reasons which have long since disappeared in the mists of antiquity. 

Complicated problems often require complicated solutions, but there are certain 
simple changes which should be made for the benefit of the public generally and 
for the benefit of the railroad industry in particular. I propose to place these 
things before this subcommittee, first in summary form and later to discuss 
certain of them in detail. 

1. Freedom to make competitive rates.—In many instances the Union Pacific 
is prevented by law from making rates competitive with other modes of trans- 
portation. The result of this is to place at a serious competitive disadvantage 
a privately owned tax-paying property and to require it to be operated at less 
than capacity while competing forms of transportation, including private trans- 
portation, are being heavily subsidized by municipal, State and National Govern- 
ment. In areas where transportation by railroad is more efficient and less costly, 
the public interest is not being served. 

2. Freedom to engage in other modes of transportation.—Railroad companies 
are in general prohibited by law from engaging in air and water transportation 
and are under serious disabilities in the trucking field. Simple fairness seems 
to require that since railroads are, just like any other taxpayers, paying for the 
subsidized modes of transport, they should be permitted the use of the facilities 
provided by public funds equally with other transportation companies. 

3. Limitation of agricultural exemption.—The Motor Transportation Act of 
1935 exempted truckers engaged in hauling agricultural products from publish- 
ing rates and from economic regulation generally. The limited purpose of Con- 
gress was to exempt from economic regulation trucks used in farm-to-market 
transportation. It has since been expanded to accrue to the benefit of many 
commercial interests and professional haulers until it now supports some of the 
most difficult competition for common carrier transportation. The consequent 
trend toward reduction of common carrier transportation is bad for the farmer 
and bad for the small-business man. In the public interest this exemption should 
be limited to its original purpose. 

4. Freedom to meet expanding capital requirements—Serving a western terri- 
tory which is expanding at an explosive rate, Union Pacific has a particular 
interest in this problem. Under our present tax structure the retention or 
acquisition of sufficient capital to meet the requirements of the present and the 
immediately foreseeable future is becoming increasingly difficult for all rail- 
roads, and virtually impossible for some. Fundamentally, there are only two 
means of meeting this problem: First, through the expansion of revenues by 
solving the problems to be brought out during these hearings; second, through 
revision of the tax laws as hereinafter stated. Furthermore, with their huge 
capital requirements, coupled with technological developments requiring rapid 
change, the railroads should be permitted to establish the construction reserve 
described in other testimony before this subcommittee. 

5. Freedom from discriminatory taxation—The regressive 3 percent excise 
tax on freight and the 10 percent excise tax on passenger transportation should 
be repealed. The 3 percent excise tax on freight is discriminatory against west- 
ern and other long-distance shippers, is inflationary as to all shippers, and it 
is questionable how much revenue loss to the Government, if any, would be in- 
volved in its repeal. 

Another matter which requires correction in this area is the elimination of 
the so-called 30 percent reserve, which will be fully explained in other testimony. 
This should be done as a matter of fairness since the Government has unlaw- 
fully deprived the railroads of a tax deduction amounting to 30 percent of the 
cost of their ways and structures. 

The solution of any one of these problems is not the panacea for all the rail- 
road ills, and an overnight reversal of the deteriorating railroad situation which 
is before this subcommittee is not to be expected. However, that these inequities 
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have had their effect is undeniable; and, Mr. Chairman, with your permission, I 
will place before this subcommittee a few of the serious but little understood 
financial facts of life of the Union Pacific Railroad Co. 


UNION PACIFIC INCOME FROM NONRAILROAD SOURCES OBSCURES SERIOUS FINANCIAL 
RESULTS OF ITS TRANSPORTATION SERVICES 


While the Union Pacific’s income from nontransporation sources is not relevant 
in considering the financial results of its railroad operations, it is of tremendous 
importance in disposing of the popular misconception, which I hope in this dis- 
cussion to dispel, that the Union Pacific Railroad, as such, prospers perennially 
from its transportation services. The Union Pacific Railroad is not receiving ade- 
quate railroad revenues in relation to its railroads needs. 

The facts are simple. The nonrailroad income of the company is derived in 
part from investments in the securities of other railroads; but by far the largest 
part of its nontransportation net income—over 80 percent during the years 1951- 
55—is derived from oil and gas income. Our oil production reached a peak in 
1953 and has since been declining. 

In recent years, the Union Pacific has received its prineipal- distributable income 
from nonrailroad sources—mainly oil. In consequence, the net distributable 
income and dividends shown in the accounting reports are not a measure of its 
railroad operations. 

Actually, during the years 1951-55, over 90 cents out of every dollar which our 
stockholders have received has been made possible by funds not produced by 
railroad operations, but primarily by oil from lands which the Union Pacific has 
bought and paid for. 

The Union Pacifie’s need for a greater return from its transportation services, 
if it is to continue rendering adequate and efficient service to its shippers, to the 
communities it serves, and to have sufficient funds left to pay reasonable divi- 
dends to its stockholders, is demonstrated by the following table, showing its 
declining rate of return in recent years, despite the larger volume of traffic 
handled and services performed : 

Rate of return Rate of return 
on net invest- on net invest- 
Year: ment (percent) | Year—Continued ment (percent) 


1953 
1954 
1955 


1 Partly estimated. 


THE MytuH or Sussipy THrRouGH LAND GRANTS TO UNION PACIFIC 


I desire to dispel two myths which have often been advanced with respect to 
benefits received by Union Pacific from the Federal Government. In recent years 
remarks have been made that the railroads were in poor position to object to 
present governmental subsidization of competing modes of transportation since 
they, themselves, allegedly had reaped a large bounty from that giving hand. 
It has even been stated quite recently that it was to be assumed that this situa- 
tion would be the subject of consideration and exploration by this committee. 
The first of the myths often heard is that Union Pacific was the recipient of a 
vast Federal subsidy through land grants made by Congress nearly 100 years 
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ago and for which the Government and the people of the United States have 
never been recompensed. The second myth is that Union Pacific realized a vast 
annual bounty in the form of revenues derived from oil produced from property 
granted to it by the Federal Government. There is no foundation in fact for 
these popular fallacies. 

Union Pacific was constructed following the passage by Congress, in 1862 and 
1864, of the Pacific Railroad Acts. Therein Congress provided for certain grants 
of land and issuance of Government bonds as both an aid and an inducement to 
the construction of a railroad from the Missouri River to the Pacific Coast. The 
Pacific Railroad Acts granted to the predecessors of the present Union Pacific 
Railroad Co. 18,560,577 acres of land along the granted right-of-way through 
the States of Nebraska, Kansas, Colorado, Wyoming, and Utah. It is, of course, 
well known that Union Pacific, in meeting the Central Pacific Railroad Co. at 
Promontory, Utah, completed the first transcontinental railroad of the Nation. 
The urgent and acute national purposes which impelled Congress to seek the 
construction of the first transcontinental railroad through land grants and 
issuance of Government bonds are a matter of historical record. The amounts 
which Union Pacific has received over the years through the sale of its land-grant 
properties is likewise a matter of historical record. In its 1930 valuation report, 
the Interstate Commerce Commission found that as of that time Union Pacific 
and its predecessor companies had received net proceeds of $32,698,679 from the 
disposal of land-grant properties. Land-grant properties then retained by 
Union Pacific were valued by the Commission at $1,965,090. 


THE MytH or Ort RIcHES FrRoM GRANTED LANDS 

















In some 7 million acres of those lands which were disposed of by sale, the rail- 
road reserved the mineral rights. It is, in fact, widely, but erroneously, thought 
that the rather substantial amounts received by the Union Pacific from oil de- 
velopment in the West have been derived from lands which were a part of its 
original land grant. That is not correct. About 98 percent of the oil and gas 
revenues received by the Union Pacific have been from the Wilmington (near Los 
Angeles) fields in California and the Rangely field in northwest Colorado, both 
of Which were purchased by the Union Pacific and were not a part of the Gov- 
ernment land grants. The Rangely field in Colorado is many miles from the 
nearest land included in the Government land grants to the Union Pacific, and 
the Union Pacific received no land grants whatsoever in the State of California. 

Actually, even if coal is included, only 3.1 percent of the Union Pacifie total 
net revenues and royalties from oil, coal, and other minerals have been derived 
from lands included in the Government land grant. In terms of dollars, Union 
Pacific has realized a total of about $11.5 million from mineral reservations on 
land-grant property disposed of and from retained land-grant lands. 


BENEFITS RECEIVED BY THE GOVERNMENT AND PEOPLE OF THE UNITED STATES 











The Government and the people of the United States have been handsomely 
repaid both tangibly and intangibly for the grant of lands to induce the construc- 
tion of Union Pacific. The tangible benefits accruing from the land grants to 
Union Pacifie’s predecessors may be measured in dollar savings to the Govern- 
ment. In order to participate in the transportation of Government traffic, Union 
Pacific made equalization agreements under which it offered to equalize its rates 
for the transportation of Government traffic with those of other railroads that 
were required, in connection with their land grants, to haul such Government 
traffic at free or reduced rates. From the inception of these equalization agree- 
ments to date, it has been estimated that Government savings on transportation 
of its traffic by the Union Pacific have amounted to more than $220 million. 

There was, in addition, an immediate financial return to the Government as a 
result of the construction of the railroad. Prior to its completion the Govern- 
ment had been servicing military posts on the Pacific coast by sending troops and 
supplies around South America or across the Isthmus of Panama or overland by 
wagon trains at an annual cost of $7,300,000. When the Union and Central Pacific 
Railroads were put through to the coast, the cost of this transportation dropped 
below $2 million, thereby resulting in an immediate saving to the Government of 
approximately $5,500,000 yearly. 

Benefits of an intangible nature accrued to the Nation from the construction 
of the first transcontinental railroad and cannot be ignored. Prior to its construc- 
tion, the wealth of California and the Pacific coast were separated from the rest 
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of the country by a 2,000-mile void of desert and mountainous wilderness. The 
overland route to California required an entire summer, and was actually more 
hazardous than the long voyage by way of Panama or Cape Horn which, itself, 
cousumed from 4 to 5 weeks. Militarily, California was completely indefensible 
and during the Mason and Slidell incident between the United States and Great 
Britain in 1861, it was reported that the British Pacific Fleet had orders, in the 
event of war, to seize the United States Pacific possessions. By the construction 
of the railroad, these possessions were protected and safeguarded through the 
binding together of the widely separated parts of the country. 

Again, while not subject to any precise valuation, it is apparent and well 
recognized that the construction of the railroad immediately resulted in a sub- 
stantial enhancement of the other lands in the territory which were retained 
by the Government. With its construction the agricultural and mineral re. 
sources and settlement potential of the vast unguarded territory lying between 
the Missouri and Sacramento Rivers was opened for development. 

The bonds, amounting to $33,539,512, originally issued by the Government in 
1867 to assist in the construction of the railroad, were fully repaid with interest, 
In the foreclosure action in 1897, in which the present Union Pacific Railroad 
Co. bought the physical properties of the old Union Pacific and Kansas Pacifie 
Railway companies, the face amount of those Government bonds was completely 
paid, together with interest amounting to $53,826,506, or a total payment to 
the Government by the present corporation of $87,366,018. As a result of the 
foreclosure action 6,577,000 acres of land-grant land remaining unsold, plus 
mineral reservations on acreage previously sold were purchased for the sum 
of $7,105,000. On that purchase, therefore, the present Union Pacific Railroad 
Co., paid off the financial obligations of the old Union Pacific and Kansas 
Pacific Railway companies to the Government and acquired, for full value, 
the franchises, properties, and lands of the previous railway companies, free 
and clear of any financial or moral obligations those old corporations may 
have owed to the Federal Government for previous assistance. Whatever aid 
the Government may have given to the old Union Pacific and Kansas Pacific 
Railway companies was fully bought and paid for by the present Union Pacific 
Railroad Co. when it purchased the assets of those old corporations at the 
foreclosure sale. 

In return for its grant of lands to Union Pacific’s predecessors, the Govern- 
ment received the immediate benefits of military and commercial connection of 
the Pacific coast with the rest of the country, the reduction of about $5% 
million yearly in the cost of transporting military supplies to the Pacific coast, 
the enhancement in value in a substantial but indeterminable amount of its 
other lands as a result of the construction of the railroad, plus the saving to 
the Federal Government throughout the years of some $220 million in reduced 
freight rates upon Government traffic hauled by the Union Pacific. 

In 1944, when Congress was considering the Boren bill, the passage of which 
in 1946 terminated the reduced rates to the Government, the Board of Investi- 
gation and Research in its report to the House of Representatives (Report on 
Public Aids to Domestic Transportation, H. Doc. No. 159, p. 137) referred to 
both the Government land grants to the railroads and the benefits which had 
been obtained by the Government in reduced freight rates, and concluded: 

“* * * that the compensation that has been made for these land grants may 
be regarded as sufficient to discharge any obligation incurred by the railroads 
taken as a whole.” 

This same conclusion is particularly applicable to Union Pacific. 

In short, the Pacific Railroad Acts amounted to a contract with the Union 
Pacific to build a railroad in exchange for the granted lands and the aid af- 
forded by the issuance of Government bonds which were repaid by the railroad. 
I submit that the foregoing discussion and financial results of the contract 
created by the Pacific Railroad Acts are such as to demonstrate and settle 
for once and all that the Government did not in the final analysis subsidize 
the building of the road nor did it make a gift to the Union Pacific of the money 
realized by the railroad from the granted lands. Union Pacific by building the 
railroad desired by the Government fully performed its part of the contract 
and, in addition, as also shown above, the Government derived benefits of both 
a tangible and intangible nature that far exceeded the benefit of any aid de 
rived by the Union Pacific from the Gover..ment in the construction of the 
railroad. 

On the other hand, this subcommittee has heard many times and is un 
doubtedly well aware of the continuing annual drains upon taxpayers in out 
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right subsidies to the airlines, to carriers and shippers by water, and in a very 
great measure to the trucking industry or motor carriers using the highways 
constructed with public money for their commercial use and financial gain. 

In previous investigations by the Senate Committee on Interstate and Foreign 
Commerce .the railroads have submitted a vast array of facts showing the 
amounts of subsidies to other modes of transportation. For example, in re- 

to an investigation conducted pursuant to Senate Resolution 50 the rail- 

roads in 1950 (81st Cong.) filed a series of statements with the committee con- 
ducting that investigation on the subject of subsidies to other modes of trans- 
portation. Among these were: 

Statement No. 3, entitled “The Competition of Subsidized Commercial Air 
Transport,” by Sidney S. Alderman, vice president and general counsel, 
Southern Railway System. 

Statement No. 4, entitled “The Highway Freighter Problem,” by David I. 
Mackie, general counsel, Delaware, Lackawanna & Western Railroad. 

Statement No. 5, entitled “Federal Policy Relating to Inland Waterway 

_ Transportation,” by Gregory S. Prince, assistant general counsel, Associa- 

tion of American Railroads. 

Statement No. 3 shows at page 27 that the total federal cost of establishement 
and cost of maintenance and operation of the Federal airways system amounted 
to $513,333,580 by July 1950 and that the annual “Cost of maintenance and 
operation” alone was $53,907,257 in the year 1950. At page 28 the statement 
shows that through 1944 capital expenditures for civil airports in the United 
States approximated $1,027,200,000, of which about 72 percent were from 
Federal funds. At page 33 the statement reflects the huge amounts contributed 
by way of subsidy to air mail carriers by the Federal Government. 

Statement No. 4, beginning at page 49, discusses subsidy at the Federal level 
for highways and states that Federal aid alone for highways was at a $75 
milion annual level during the 1920’s, at a $125 million annual level during the 
1920’s; that emergency funds lifted the annual average to $280 million during 
the 1930’s and that since World War II Federal aid to highways has attained 
an annual rate of $450 million. In addition, of course, the cost to the Federal 
Government of the highway program enacted in 1956 contemplates expenditures 
variously estimated from $40 billion to $50 billion. 

Statement No. 5, page 3, quotes from the annual report of the Chief of 
Engineers, United States Army, 1948, which showed total Federal expenditures 
of over $5 billion on rivers, harbors, flood control, and related waterway projects 
and that excluding the amounts spent for flood control and power, the resulting 
expenditures for rivers and harbors to June 30, 1948, amounted to approximately 
$314 billion. At page 7 of the statment it is shown that Federal expenditures for 
maintenance, operation, and care of rivers and harbors—i. e., the annual cost 
of maintenance after the original cost of new projects—was $37,671,781 in 1938 
and gradually rose to $83,551,070 in 1949. This seems to be an understatement of 
the annual cost of maintaining domestic waterways, since the report of the 
Board of Investigation and Research on Public Aids to Domestic Transporta- 
tion, House Document No. 159, after a long and exhaustive study on the subject 
of that document, states at page 66 that, “Although an exact determination is 
impossible, it is indicated that domestic waterway transportation was subsidized 
in 1940 to the extent of about $125 million.” Although the study just mentioned 
was made public in 1944 and, thus, the information contained is not up-to-date 
the document is valuable on the subject of subsidies because it is perhaps the 
most exhaustive study of the subject made in many years and deals with 
public aids to the four public modes of transportation—railroads, motor trans- 
port, water transportation, and air transportation. 

Referring again to subsidies to air transportation, the 1957 edition of CAA 
Statistical Handbook of Civil Aviation shows at page 10, “1947-56 Federal-aid 
airport program—number of airports and Federal funds allocated” total $325,- 
861,000 as of December 31, 1956; and, at page 20, that “Federal airway plan 
establishment of air navigation facilities schedule” for the years 1957-62 will cost 

0,054,000, and, page 21, that “maintenance and operation costs schedule” 
for that period is estimated at $429,460,000. 

While no comparison is intended, it is interesting to observe that a tabulation 
of reports to the Civil Aeronautics Board for the calendar year 1954 (the latest 
year for which the tabulation has been made through sources available to me) 
reveals that total taxes paid by domestic scheduled airlines in that year were 

554,172. The Union Pacific annual report for the calendar year 1954 shows 


21278—58—pt. 1———_-43 


Scag PRET TE IE, 8 NUR wo RN TT 


ep nena antl ag arti 


roe 


Fe ea a 


670 PROBLEMS OF THE RAILROADS 


that our one company alone accrued $63,686,778 in taxes, a total approaching the 
entire amount of taxes paid for the same year by domestic scheduled airlines, 
Included in the airline tax figure is the amount of $2,524,418 for property and 
franchise taxes, while the Union Pacific alone for 1954 accrued $17,300,000 for 
State and county taxes. The impact of subsidization of competitive transperta- 
tion may be illustrated by the fact that the Union Pacific share of general obliga- 
tion bond issues authorized in 1956 for the improvement of the Long Beach air- 
port was $359,100 and the Union Pacific share of the general obligation bonds 
authorized in 1956 for improvement of the Los Angeles airport was $314,020. 
There can be no doubt, despite self-serving assertions to the contrary, that 
huge Federal subsidies to air, motortrucks, and waterways are one of the 
principal causal factors in the deterioration of the country’s railroad industry 
and have brought that industry to the present status which is of sueh deep 
concern as to move this committee to the present investigation of the railroad’s 
plight. This conclusion is clearly within the area to be explored by this subcom- 
mittee. It is pointed out for two reasons: first, it is a simple fact that subsidy 
of competitive transportation is one of the principal causes of the deteriorating 
railroad situation ; second, one of the principal remedies for our present troubles 
would be to allow the railroads equal use of the facilities we help to pay for, 


FREEDOM TO MAKE COMPETITIVE RATES 


Under section 15a of the Interstate Commerce Act there has been developed 
the unsound regulatory doctrine that rates should be no lower than necessary 
to meet competition. I am informed that the Commission has in many cases 
in the past disallowed proposed reductions in rail rates when the existing rates 
of other carriers might be disturbed. Frequently proposed reductions are dis- 
allowed under the guise of “preserving the rate structure.” The effect of such 
a policy is to ignore the economic characteristics of the carrier proposing them, 
and the inherent advantages to the shipper of a particular form of trans- 
portation. 

A good example of this umbrella type of ratemaking policy was applied by 
the Commission in 1949 in a proceding involving only the Union Pacific. There 
we published a rate of 42 cents per 100 pounds on refined petroleum oils from 
Salt Lake City to Spokane, Wash., and Umatilla, Oreg., and directly interme- 
diate points, which rate was to apply only on a minimum of 240,000 gallons per 
shipment (equivalent to 30 tank-car loads of 8,000 gallons each). ‘This so-called 
multiple-car rate was designed to prevent diversion of the oil traffic from the 
Union Pacific to a pipeline proposed to be constructed by the Standard Oil Com- 
pany of California from Salt Lake City to Spokane. No other railroad was 
involved and no other oil company, no motor carrier and no rail shipper of 
petroleum products objected to the proposed rate. The only protest came from 
the barge lines operating on the Columbia River who were then handling some 
of Standard’s petroleum products from Portland to Umatilla, from whence it 
moved into the Spokane area and southern Idaho mostly by motortruck. At 
that time the volume of petroleum products handled by the Union Pacific from 
Salt Lake City into the territory to be served by the proposed pipeline was 
negligible. In fact, the single-car rates then in effect on petroleum products 
were mere paper rates. Our elaborate cost study, which was made a part of 
the record before the Commission, plainly showed that the proposed rate would 
return a nice profit on an out-of-pocket cost basis and there was no evidence 
whatever that the rate would prefer or discriminate against any other rail 
shipper. However, in the face of this convincing showing the Commission re- 
jected our proposal simply because the 42-cent multiple-car rate did not bear 
a reasonable relation to the single-car rates, which as I have said before moved 
only a negligible amount of rail traffic. Today the pipeline is in operation, and, 
of course, there is little, if any, movement of petroleum products out of Salt 
Lake City by for-hire surface carriers. 

It should be recognized that the railroads are the only true common carriers 
hecause only they hold themselves out to handle both low-grade and high-grade 
traffic and serve all points on their rails, both large and small. It is common 
knowledge in the transportattion field that common-carrier trucklines are inter- 
ested only in the high-grade traffic, and that they get it as indicated by the fact 
that their earnings per ton of traffic are much higher than those of the railroads. 
It is also a fact that many large trucklines holding certificates of public conven- 
ience and necessity from the Interstate Commerce Commission and the State 
commissions make no attempt whatever to serve local points on their routes, 
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although they are authorized to do so. In short, they conduct what is known as 
a closed door type of operation between the larger cities. 

Whep the Commission considers the effect of a proposed rate reduction on 
the traffic of another carrier, which it often does, it ignores the public interest 
jn the movement of the traffic by the form of carrier best adapted to its move- 
ment. Likewise its often stated policy that rates should be no lower than neces- 
sary to meet competition, has the effect of setting rates on the basis of the 
high-cost type of transportation, thus denying the public the full benefits of the 
lower cost carriers. 

Consideration by the Commission of the above-mentioned competitive factors 
in ratemaking cannot be avoided without specific statutory amendments. Here 
I should mention that water carriers are not subject to these rules because sec- 
tion 305 (c) of the Interstate Commerce Act expressly gives them the right to 
quote their own best prices without regard to those in effect by a rail carrier. 

The views which I have expressed concerning this matter of control of rate- 
making are consistent with the findings of the Presidential Advisory Committee 
on Transport Policy and Organization. The following passage is taken from 
that report: 

“If the market is to determine the appropriate use of each form of transporta- 
tion in accord with shippers’ judgments of the utility to them in terms of cost 
and service, rates must be allowed to reflect cost advantages whenever they 
exist and to their full extent. Present regulatory policy defeats this prospect 
in large part, since carriers, notwithstanding demonstrated lower costs, are 
permitted to do no more than to meet the competition facing them which, with 
some exceptions, means to name the same rate regardless of cost relationships. 
Especially where private or unregulated competition or the prospect of its es- 
tablishment is involved, even this much opportunity may be permanently denied 
the common carriers because of the long delay in deciding cases when proposed 
reduced rates have been suspended for investigation, thus leaving the old rates 
in effect during the critical period.” 

Legislation designed to give management more latitude in matters of rate- 
making was contained in H. R. 6141, H. R. 6142, and S. 1920, these being the 
omnibus bills that were introduced to carry out the recommendations contained 
in the Cabinet Committee’s report. The amendments proposed in those three 
bills would specifically prohibit the Commission, in passing on minimum rea- 
sonable rates, from considering— 

(1) the effect of proposed rates on the traffic of another mode of trans- 
portation ; 

(2) the relation of such rates to the rates of another mode of trans- 
portation ; and 

(3) whether proposed rates are no lower than necessary to meet com- 
petition. 

These prohibitions are generally known as the three shall nots. 

It is known, of course, that Congress took no final action on the three bills 
mentioned above. However, two other bills to implement the ratemaking pro- 
posals contained in the Cabinet Committee’s report are now pending in Congress. 
They are H. R. 5523 and H. R. 5524. Some hearings have been held on these two 
bills, at which a spokesman testified on behalf of the Association of American 
Railroads and recommended that favorable action be taken on them and, thus, 
allow each mode of transportation to make rates which reflect its particular 
operating and economic conditions. 

For the reasons I have explained, the Union Pacific urgently recommends the 
passage of these two bills. 


RESTRICTIONS ON RAILROADS ENGAGING IN OTHER FORMS OF TRANSPORTATION 


Some alleviation of the competitive ills which presently beset the railroads 
would normally be available to other industries through diversification and their 
own ability to compete in the other competitive fields. This remedy, however, 
ls, for all practical purposes, denied to the railroad industry. Under existing 
law, as it has been interpreted special restrictions have been imposed upon 
railroad entry into motor transportation and upon the entry of any surface 
carrier into air transportation. These special restrictions have as their statu- 
tory basis section 5 (2) (b) of the Interstate Commerce Act, as to motor trans- 
Pertation, and section 408 of the Civil Aeronautics Act, as to air transportation. 

‘tion 5 (2) (b) of the Interstate Commerce Act contains a proviso restricting 
i railroad or railroad-controlled carrier from acquiring motor-carrier authority 
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except to the extent that it “will enable such carrier to use service by motor 
vehicle to public advantage in its operations,” and section 408 of the Ciyij 
Aeronautics Act contains a similar proviso limiting the entrance of any sur- 
face carrier into air operations except to the extent that it will enable them to 
use aircraft “to public advantage in its operation.” 

While these restrictions, by their wording, may not seem overly restrictive, 
as they have been interpreted by the regulatory bodies with approval of the 
courts, all surface carriers, including railroads and their affiliates, have been 
almost totally excluded from air operations, and, in the motor-carrier field, 
from whence the railroads have been subjected to the greatest amount of com- 
petition, permission to railroads or their affiliates to participate has been re. 
stricted, except where unusual circumstances prevail, to service which is 
“auxiliary and supplemental to train service’; that is, for the most part, pickup, 
delivery, and peddle service of rail traffic at railroad rates and on railroad bills 
of lading. 

Businessmen, economists, and individual members of the Interstate Com- 
merce Commission have recognized that such arbitrary restrictions against one 
mode of transportation also performing services by another are not in the best 
interests of a sound transportation economy. Quite recently Commissioner 
Arpaia, of the Interstate Commerce Commission, stated in a paper presented on 
September 4, 1957, before the Ninth Pan American Railway Congress that— 

“To produce ultimate economy and efficiency * * * integrated ownership of 
all forms of transportation is desirable so that the service required by shippers 
and passengers would be obtained from one source under one administration 
and management.” 

This same conclusion was reached by the Commission as a whole in its re- 
ports upon investigations into this same problem back in 1928 and 1932. At 
that time, the Commission recommended that railroads should be specifically 
authorized to engage in interstate common-carrier service by motor vehicle. 
The Commission has not found such authorization in existing legislation, how- 
ever, and has, therefore, pursued a policy of restricting railroad or railroad- 
affiliate entry into this field. It has indicated that, if there is need in the publie 
interest for more liberal treatment of the railroads in this respect, legislation 
is required. 

It seems clear, today, that there is such a need in the public interest for 
removal of these restrictions and that proper legislation to that effect should 
be enacted. 

The national transportation policy, as set forth by Congress in the Trans- 
portation Act of 1940, expresses a basic desire to recognize and preserve the 
inherent advantages of all forms of transportation service. This policy of full 
utilization of the inherent advantages of the various modes of transportation 
does not require an arbitrary isolation of one form of transportation, but, on 
the contrary, must contemplate that the public interest shall best be served by 
that system which will utilize the inherent advantages of all forms of trans- 
portation. 

It is axiomatic that each of the ways of transporting goods or persons has 
superior qualifications over others under certain conditions and in certain situa- 
tions. It seems clear, however, that those inherent advantages can best be 
developed and utilized through the integration and coordination of one with 
the other in a single corporate affiliation, rather than through the conflicting 
dog-eat-dog system, pitting one form of transportation against another, which 
has developed under our present legislation. It is inevitable that, under this 
latter system, competition between the various modes of transportation results 
in each form seeking, not to complement, but to supplant the other, and handle 
any and all traffic which can be obtained without regard to any inherent ad- 
vantages. 

The essential aim of our declared national transportation policy, that the 
public shall receive the full benefit of the efficiency of each mode of transporta- 
tion, is not realized by requiring an artificial and economically wasteful compe 
tition between differing modes of transportation. The inherent advantages of 
both rail and other forms of transportation can only be fully achieved by a trans- 
portation agency able to use varying modes of transportation in its operations. 
Such a well-rounded organization would, in its own self-interest, perform each 
operation by the mode best adapted for its performance. Efficiency and the 
lowest true economic cost would be the determining factor in each case. That 
is really the only sound and lasting way of preserving the inherent advantages 
of the various different forms of transportation, i. e., the use of each in a manner 
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ealculated to result in the greatest efficiency and service at the lowest true 
economic cost. 

The interest of the railroads in having these restrictions removed is entirely 
consistent with the interests of the public itself. Not only is it essential in the 
public interest that the national transportation services be able to operate on 
the most efficient and economical basis possible; it is equally important that 
each segment of that industry be in a position to take the fullest advantage of 
new technological developments, and be able to maintain a sound financial 
structure which will render it capable of meeting the needs of an expanding 
national economy, and, at the same time, insuring its continued existence within 
the scope of private enterprise under periods of economic stress. 

The growth of the airlanes and development of highway motor transportation, 
have been great technological advancements in the transportation system. They 
have conferred great benefits and advantages upon those segments of the econ- 
omy which have been able to take advantage of them. To a large extent, sub- 
sidized and supported by tax dollars, it would be expected that these facilities 
would be open for use to all. The railroad industry, however, has been restricted 
by existing law from participating fully in this great development which has 
been supported and subsidized by the whole Nation. It is, in fact, this very 
development, which it is not permitted to share, which has proved to be one of 
the basic causes of its most severe ills. 

As a result of the increasing growth of other forms of transportation, sub- 
sidized in part at least by public funds, railroads have found themselves in the 
anomalous, but unenviable, position of watching their existing traffic diverted 
to other new forms of transportation assisted by the very taxes which railroads 
themselves must pay. This discriminatory situation is now presently being 
further intensified by the current plans for a $50 billion expenditure for new 
highways, which will not only further increase the subsidization of motortruck 
competition, but as a result of the inevitable increase in taxes necessary to 
finance such projects, will also impose upon the railroads, as one of the largest 
taxpaying groups in the Nation, an additional burden of contributing from 
their already strained resources to increase the subsidies to their competitors. 

As a result of this discriminatory restriction upon engaging in other forms of 
transportation, the railroads have not been able, as have other segments of the 
economy, to participate in the benefits of the public expenditures for highways 
and air terminals. The railroads’ share of the total freight tonnage of the 
United States had dwindled from over 77 percent in 1920 to about 48 percent at 
the present time, a decline which has been further characterized by the largest 
amount of loss being in the most desirable and remunerative forms of traffic. 
It is essentially this situation which has led to the financial plight in which the 
railroads now find themselves, and which has evoked the public’s concern. 

In other industries facing a similar sort of competitive problem, the situation 
would be met by a program of diversification of product and the furnishing of 
new products as opportunity was provided by industrial and technical improve- 
ments. Such use of new technological developments is characteristic of the 
railroad industry. It is entirely possible that the great investment of the rail- 
roads in dieselization and new electronic systems is all that has enabled them 
to continue to compete this far. 

It is clear from the results, however, that this is not enough. Under present 
conditions, further diversification of transportation product is essential to the 
railroad industry to enable it to provide services and participate in traffic which 
will furnish sufficient yield again to attract investment capital. Continued in- 
vestment interest is vital to the continuing financial existence of the railroads 
and in turn to the Nation’s transportation economy. Investors are not interested 
in what is produced; they are interested in return on investment. Under pres- 
ent conditions, the security for that investment, to be attractive, must be sup- 
ported by the earnings of both rail and other forms of transportation earnings, 
rather than destroyed by wasteful competition between them. 

Railroads are essentially in the business of furnishing an industrial and com- 
mercial product—transportation. Rails, highways, and airplanes are merely 
means of furnishing that product. It is logically and economically indefensible 
to restrict the means of furnishing that product to any one particular method. 
For best utilization, they must all be used, each for that for which it is best 
suited. It is an outright and unjustified discrimination to deny to any trans- 
portation company the right to furnish its product by the most economical and 
efficient way possible. It is practically industrial homicide to deny to one form 
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of transportation the right to take advantage of technological and industrial de. 
velopments furnished with the aid of public funds to its competitors. 

The principal and practically the sole objection to the removal of these inequi- 
table restrictions upon railroads has been the hoary and shopworn specter of an 
incipient railroad monopoly. This ghost of a long-dead railroad monopoly ig 
repeatedly unearthed at periodical intervals to dispute all sought-for improve- 
ments in the system. While there may have been a period in our history when 
the railroads did hold and exercise something like monopoly power, that day 
has long since passed. Since that time Government regulatory powers over the 
transportation industry have removed all menace of anything like a monopoly 
in this industry, and new forms of both public and private transportation have 
come into existence which, together with an intense competition between the 
railroads themselves, have long since written the final epitaph upon the grave 
of any threat of railroad monopoly. Let us just hope that that epitaph is not 
destined for the railroad industry itself. 

Although it has been apparent for many years that any current or future 
threat of a railroad monopoly is a mere myth, it was more recently dispelled in 
the report of the Senate subcommittee investigating transportation affairs pur- 
suant to Senate Resolution 50. That report found that, the treatment of the rail- 
roads as a monopoly for regulatory purposes, while at the same time they were 
actually forced by competition to fight hard for a fair share of the traffic, to be 
an “absurdity,” the “tragic consequence” of which had been “a serious crippling 
of the railroads and, therefore, of the national transportation system.” It con- 
cluded that impartial regulation and legislation was required without concern 
for a no-longer-existent monopoly threat. It succinctly stated that “* * * it is 
high time to rid our regulatory thinking of this underlying threat of monopoly 
which is no longer substantive.” 

In any event, what those who attempt to raise the specter of monopoly seem 
to forget is the degree to which the entire transportation industry is, and under 
the proposed remedial legislation will continue to be, subject to governmental 
regulation. It must be noted that it is not proposed to divest the Interstate Com- 
merce Commission and the Civil Aeronautics Board of their controlling author- 
ity over the acquisition or granting of motor or air carrier rights. Any such 
acquisition or grant is presently subject, and will continue to be subject, to a 
showing that it is in the “public interest” or required by “public convenience and 
necessity.” The question of monopoly would, of course, continue as it has in 
the past to be a factor in making that determination. 

The removal of the discriminatory restrictions on railroads which we contem- 
plate would leave such acquisitions of motor or air carrier authority by railroads 
and their subsidiaries still subject to the approval and control of the regulatory 
commissions, precisely in the same way that other such applications by .other 
companies and individuals are presently governed. These existing controls have 
been adequate in the past to protect the public interest in competition in the 
ease of other applicants. There is no reason to believe they would be any less 
adequate in the case of similar applications by railroads. The only difference 
will be that the railroads will not be under any additional restrictions to which 
other applicants are not even now subject. 

It should also be noted that it was not the original intent in enacting these 
restrictions that this was to be a final determination on the matter. The pur- 
pose of these restrictions in the first instance was to protect and insure the 
independent growth of “infant industries.” 

The Motor Carrier Act of 1935, from which the restriction upon entry into 
the motor carrier field originated, in partciular, was premised upon recommen- 
dations of Federal Coordinator of Transportation Eastman, who, while of the 
opinion that an independent development of the motor carrier industry was 
desirable at that time, clearly indicated that the door should not be closed to the 
possibility of railroad participation in the future. He indicated in his 1934 
report to Congress that while “a more or less independent development of the 
rival agencies is plainly desirable” at that time ‘‘* * * it is possible that experi- 
ence may later furnish occasion for changing this view, but that is a bridge which 
need not be crossed now.” 

The motor and air carrier industry have now, however. had their “independent 
development” which the restrictions were intended to insure to them. They 
are no longer in the class of “infant industries.” 

The report of the Senate committee in presenting the proposed Motor Carrier 
Act of 1935 for ultimate enactment, also recognized that it was merely a start 
toward an ultimate objective. The Committee, somewhat optimistically, de 
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seribed that ultimate objective of the legislation as “* * * a system of coordi- 
nated transportation for the Nation which will supply the most efficient means 
of transportation and furnish services as cheaply as is consistent with fair treat- 
ment of labor and with earnings which will support adequate credit and the 
ability to expand as need develops, and to take advantage of all improvements 
in the art.” 

It is unfortunately too apparent that this “ultimate objective” has not been 
possible under the existing legislation as it has been interpreted. We do not 
now have a “system of coordinated transportation,” but rather a system of mu- 
tually competing methods. Such a system of mutual exclusion has not, as hoped 
by Congress in 1935, supplied the Nation with “the most efficient means of 
transportation,” nor has it furnished, at least to the railroads, “earnings which 
will support adequate credit and ability to expand as need develops, and to take 
advantage of all improvements in the art.” 

Each of these criteria announced by Congress as the “ultimate objective” of 
transportation legislation can now be fully obtained only by the impartial al- 
lowance of free coordination of rail with other forms of transport. Only under 
such a diversified and coordinated transportation industry can this country 
obtain “the most efficient means of transportation” with sufficient earnings in 
all segments to “support adequate credit” to offer the “abiity to expand” and 
“to take advantage of all improvements in the art.” The enactment of remedial 
legislation to remove these present arbitrary restrictions would go a long way 
toward making finally possible the achievement of that “ultimate objective in 
transportation.” 

LIMITATION OF AGRICULTURAL EXEMPTION 


A provision which is of particularly serious concern to the Union Pacific and 
to other railroads serving large agricultural areas, is clause (6) of section 203 
(b) of the Interstate Commerce Act. This section exempts from economic regu- 
lation “motor vehicles used in carrying property consisting of ordinary livestock, 
fish (including shellfish), or agricultural (including horticultural) commodities 
(not including manufactured products thereof), if such motor vehicles are not 
used in carrying any other property, or passengers, for compensation.” The ex- 
emption afforded to interstate motor carriers handling agricultural commodities 
has no counterpart applicable to either rail or water transportation of such com- 
modities. The legislative history of this so-called agricultural product exemp- 
tion shows that the provision was written into the Motor Transportation Act 
of 1935 for the limited purpose of exempting from general regulation the farm- 
to-market or wharf-to-market transportation by motor carrier for the farmer, 
livestock grower or the fisherman. 

But this exemption, however laudable in its original purpose, has grown into 
a straitjacket for common carrier transportation. We find ourselves in this 
impossible position: We are required to publish our rates so that everyone, in- 
cluding the exempt truckers, will know precisely what we charge. We cannot 
change our published rates except on 30 days’ notice to the public unless upon 
application to the Commission, and for good cause shown, we should be author- 
ized to publish a change on shorter notice. Our rates must meet the standards of 
reasonableness—they must not be either unreasonably high or unreasonably 
low—and we must not discriminate unjustly against any person, locality, or 
region. The exempt trucker has no such standards to observe. Where our rates 
are open his rates are secret. With our rates before him and not subject to rapid 
change we are tied in the competitive struggle and he is free to make whatever 
secret rate is necessary to enable him to get the business, and that is exactly 
what he does. Under this arrangement the exempt truckers have been able to 
wrest large volumes of agricultural commodities from the Union Pacific, and ihe 
same is true with other railroads similarly situated. 

Recent court decisions have further extended the benefits of the exemption to 
commodities that have received varying degrees of commercial manufacture or 
processing and to the transportation of such commodities in ordinary commer- 
cial channels far beyond the initial movement from the point of production. For 
instance, the courts have held that such commodities as cleaned or scoured wool 
and mohair, fresh and frozen dressed poultry, raw shelled nuts, frozen fruits 
and vegetables, dried egg powder, dried egg yolks, powdered milk and peat moss 
can be hauled free from regulation by the Interstate Commerce Commission. 

The result has been that the exemption from regulation intended for the 
farmer, livestock grower, and fisherman now accrues in many instances to the 
benefit of commercial interests and the professional and itinerant truckers. 
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The agricultural exemption provision is extremely important to the Union 
Pacific because in 1956, for instance, about one-fifth of its gross freight revenne 
was derived from products of agriculture. However, these exempt truckers are 
conducting heavy raids on the business of the Union Pacific, particularly jn 
agricultural and fruit growing areas in Nebraska, Colorado, Idaho, Oregon, 
Washington, and California. In short they are giving us the most vic ious kind 
of competition and one which is difficult—in many cases impossbile—for us to 
meet. To illustrate, during the crop year 1946-47 the Union Pacific and Chicago, 
Burlington & Quincy railroads hauled 12,443 cars of potatoes out of the Scotts. 
bluff, Nebr. district, while the truckers hauled 751 loads. However, during the 
1956-57 season the railroads hauled only 675 cars, while the truckers handled 
4,258 loads. 

In California the exempt truckers have been and are active and very success- 
ful in depleting rail traffic in agricultural commodities. This is indicated by 
figures furnished by the Federal-State Market News Service in cooperation with 
the California Department of Agriculture, showing that in 1956 a total of 22,526 
trucks entered that State carrying full loads of fruits and vegetables, while 
73,092 truckloads of the same commodities left the State. 

In its progress report dated October 19, 1951, the Senate Committee on Inter- 
state and Foreign Commerce, by its Domestic ‘Land and Water Transportation 
Subcommittee appointed pursuant to Senate Resolution 50 (S8lst Cong.) recog- 
nized the seriousness of this situation created by the activities of the exempt 
trucker of agricultural commodities, saying— 

“The subcommittee is convinced that the present situation with respect to 
exempt carriers is intolerable. The effect on the national transportation sys- 
tem, as a whole, is contrary to the best public interest. It is far from clear, 
however, that the agricultural products exemption could be entirely repealed 
without doing injury to the farmers and violence to the intent of Congress in 
enacting the exemption. There is a place in the agricultural transportation piec- 
ture for an exempt motor carrier for hire who could neither qualify under the 
farmer-owned or casual and occasional exemptions. It is quite clear from the 
evidence, however, that the operations of such a carrier should be curtailed 
sharply, limited to carriage from farm or wharf to the primary market, and re 
stricted from competition in the nonexempt commodity traffic market. Further, 
the nature of exempt commodities clearly needs careful redefinition. Finally, it 
seems advisable to reimpose the judgment of the Interstate Commerce Commis- 
sion as to the extent of the exemption, setting as a standard interference with 
the effectuation by the Commission of the objective of the national transportation 
policy.” 

The Interstate Commerce Commission has also been aware of the railroads’ 
problem in copying with the exempt trucker. In its 69th annual report (No- 
vember 1, 1955) and also in its 70th annual report (November 1, 1956) it ree- 
ommended that section 203 (b) (6) of the act be amended so as to limit the 
exemption to transportation of agricultural commodities to the haul from point 
of production to primary market. This represented renewed efforts on the part 
of the Commission (it having made a similar recommendation in 1939 and 1940) 
to have the exemption limited to the first movement of agricultural commodities. 
In its recommendation to Congress the Commission was concerned lest the 
exemption provision be extended by court decisions to canned fruits and vege 
tables which are processed in large commercial plants and transported by 
regulated carriers, thus resulting in “a serious impairment of the position of 
the regulated carriers upon whom small shippers, including farmers, are de 
pendent for transportation.” 

Bills to implement the Commission’s recommendation were introduced in the 
first session of the 85th Congress as 8S. 1689 and H. R. 5823. Wither of these 
bills, if enacted by the Congress, would confine the operations of exempt truckers 
of agricultural commodities to their proper field, namely, from point of produc- 
tion to primary market for the direct benefit of the farmer and producer, as 
originally intended by Congress, and thus would do much to improve the rail- 
roads’ eompetitive situation. 

Another bill now pending in Congress, S. 2553, falls far short of the remedy 
recommended by the Commission because it would still permit the transportation 
as exempt traffic of a number of commodities that have received substantial 
degrees of commercial manufacture or processing. 

Unless Congress gives us some relief, the trend of court decisions dealing 
with the agricultural exemption provision of the act will inevitably widen the 
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already wide-open area of unregulated transportation (publication of rates is 
the crux of the matter) and thus worsen an already very serious situation. 
speaking for the Union Pacific, one of the railroads which has been badly hurt 
py the operations of exempt truckers, I sincerely hope that we will not be 
farther disappointed in looking to Congress for a solution to the exempt-trucker 


problem. 


FREEDOM TO MEET EXPANDING CAPITAL REQUIREMENTS 


We are all familiar with the enormous increase in worldwide population to 
be expected within the immediate future. The immediate and drastic increase 
to be expected in the United States population will create a demand on the 
railroads, as the basic United States common carrier, which must be met by 
capital expenditures of a staggering magnitude. 

In a small way the Union Pacific has already had this experience in the rapid 
expansion of the West during the past few years. What this means for the 
future might well be illustrated by what has happened in the immediate past. 
As shown by its annual report to stockholders, for the 5 years from 1952 to 
1956, inclusive, the Union Pacific’s average annual gross capital expenditure 
for road and equipment property has been $62.9 million, while its average annual 
net income from transportation operations during the same 5 years has been 
$45.1 million. The following table showing the year-by-year comparison is 
significant : 


Comparison of transportation net income with annual capital requirements, 
1952-56 


{In millions] 





Net income | Gross capital 
from trans- | expenditures 
portation | for road and 
operations equipment 
property 


The table below shows graphically the increase in traffic voiume and invest- 
ment and what this change in conditions has meant to the financial position of 
the Union Pacific in terms of rate of return: 


Percent Percent 
changes changes 
1923-55 1950-55 


Population of 11 States! ___- ; 0 a : +100 | +16 
Revenue ton-miles mS oe +188 | +15 
Total operating revenue. , a +137 | +9 
Total operating and other expenses, including taxes and rents +166 | +11 
Net railway operating income. - dni j me +10 | —1 
Net investment in property used in transportation service ? ‘ eds +54 | +21 
Rate of return_- : ; PE Suhes —2 —18 


1 States in which Union Pacific operates: California, Colorado, Idaho, Montana, Nevada, Oregon, Utah, 
Washington, Wyoming, Nebraska and Kansas. 
* Average of beginning and end of year, including cash and materials and supplies. 


It will be observed that within the last three decades the population of the 
States in which the Union Pacific operates has doubled and both revenue, ton- 
Miles, and gross revenues have increased tremendously. But operating and 
other expenses have increased faster than operating revenues, thus holding the 
increase in net railway operating income to 10 percent. 

Over this same period, the net investment in property used in transportation 
service has had to be increased 54 percent, and the unhappy overall result has 
been a material decline in rate of return. In brief, the long-term pattern is one 
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of increased physical volume of traffic and increased gross revenue, requiring q 
constant increase in investment, involving a rising scale of expense, which 
inevitably produce a declining rate of return. We do not like this now and we 
fear the prospects for the future. 

Turning to the experience of the company since 1950, the same unsatisfactory 
trend appears. Our annual reports to the Interstate Commerce Commission 
show that rate of return was 3.61 percent in 1955, contrasted with the 5.07 percent 
earned in 1923 and the 4.40 percent earned in 1950. In view of the sensitive 
response of railroad earnings to any decline in industrial activity, it must be 
borne in mind, further, that the unreasonably low and diminishing rate of 
return experienced by the Union Pacific in recent years has occurred in a period 
of this country’s greatest prosperity and during a very high level of business 
activity in the country generally. 

One important factor affecting the financial showing of the company’s railroad 
operations is the heavy additional investment which the Union Pacific has been 
compelled to make in order to provide efficient railroad service. Our needs for 
increased capital investment over the next 5 years are forecast to be even 
greater than the average of the past 5 years. 

The Union Pacific’s increase in net investment is a natural consequence of 
the greater increase in physical volume of traffic handled and the rapidly 
changing transportation requirements of the territory served by the Union 
Pacific. As a result of the greater capital requirements of the Union Pacific, 
a greater proportion of the earnings reported by it have not been available for 
payment to the stockholders but are required for reinvestment in railroad plant, 

Taking account of funds from railroad operations retained from the stock- 
holders and reinvested in railroad property, transportation operations of the 
Union Pacific in the years 1951-55 produced an average of less than 1 percent 
of the stockholders’ net investment in property used in transportation service, 
Perhaps this is one reason why the preferred and common stock of the Union 
Pacific Railroad Co. had a book value at December 31, 1956, of over $1,100 mil- 
lion, but is selling at current market prices for about $635 million. 

While I have discussed and particularly emphasized only three subjects con- 
cerning which remedial legislation is acutely required, there are several other 
subjects of equal interest to the Union Pacific which are clearly in need of 
remedial legislative action, including— 

1. Repeal of the 3-percent excise tax on freight shipment. 

2. The 30-percent reserve. 

3. User charges for use of facilities constructed in whole or in part by 
taxpayers’ money, including waterways, airways, airports, etc., and high- 
ways. 

CONCLUSION 
This committee has wisely recognized the deteriorating position of the rail- 
roads in the country’s transportation industry. The seriousness of the railroad 
situation cannot be overemphasized. 

Mr. Rouse. Thank you, Mr. Chairman, gentlemen of the commit- 
tee, and Mr. Barton. I appreciate being here to speak for the Union 
Pacific in these eran I think we have a story on the Union 
Pacific that is slightly different from some of the stories you may 
have heard. 

Maybe I had better tell you first, if I haven’t my name is W. R. 
Rouse, and I am vice president of the Union Pacific. I am here speak- 
moe that company. 

he Union Pacific is a corporation of the State of Utah. It operates 
slightly less than 10,000 miles of railroad, and it serves 13 of the West- 
ern States, the eastern terminus being at Council Bluffs, Iowa, and 
Kansas City, Mo.; and the West, Seattle, Wash., and Los Angeles. 

I wish to tell this committee at the outset that the problems that 
beset the industry, as you have heard from the witnesses who preceded 
me, apply with equal force to the Union Pacific. 

The Union Pacific in the industry and out of the industry is sup- 
posed to be a prosperous railroad. I am going to tell you gentlemen of 
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the committee wherein the prosperity lies. But it does not lie in the 
income from its transportation service. I would like to refer the com- 
mittee, if I may, for a moment—and I am not going to use a lot of 
statistics—to page 6 of my prepared statement. There I show the 
rate of return on net investment of the Union Pacific for a period be- 
ginning in 1921 and ending in 1957. It will be noted from this state- 
ment that the rate of return has been pretty low in most of the years. 
In the 1920’s we did earn 5 percent or more in a few years. In the 
thirties the rate of return was very low. In 1942 we had a return of 
6.68, and that has steadily declined until in the present year, just 
ast, 1957, the rate of return is 3.22. That, gentlemen, does not in- 
Bicate prosperity in our operations. 
I want to show you another table that has a bearing on that same 
uestion. I refer to the table on page 40 of my prepared statement. 
e made a comparison there, first between the changes between 1923 
and 1955, and second, between 1950 and 1955. First, I have shown 
that the population in our territory has increased 100 percent during 
the first period mentioned, 16 percent during the second period. 
Our revenue ton-miles have increased 188 percent and 15 percent, 
mepectively. Our total operating revenues have increased 137 and 9 
percent. ‘Total operating and other expenses, including taxes and 


rents, have increased 166 and 11 percent. Net railway operating in- 
come has increased 10 percent during the first period, and a minus, a 
decrease of 1 percent in the second period. 

Our net investment in property used in transportation was increased 
54 percent. during the first period, and 21 percent during the second 
period 


And our rate of return during the period 1923-55 has decreased 29 
percent, and during the period 1955 has decreased 18 percent. 

Gentlemen, that does not reflect a prosperous condition for the 
Union Pacific, nor does it reflect a position which will justify the 
capital expenditures required of this transportation company to meet 
the increasing demands of the growing community. As I have said, 
the population has increased 116 percent during the total period, and 
it is still increasing. We need more capital to make the expenditures 
that we foresee we must make during the second 5-year period, and 
we don’t see how we are going to get them out of our transportation 
business. 

Why is that? The reason for it is that although our basiness has 
increased, the cream of the business, the better-paying traffic, if you 
please, has been taken by our competitors, our subsidized competitors 
on the highways for the most part. I will say something more about 
that a little bit later. 

I want now, if I may, to take a few minutes of the committee’s time 
to tell you something about the riches of the Union Pacific. When 
Mr. Macfarlane testified a few days ago he described the condition on 
the Northern Pacific and he said that the Union Pacific was something 
like the Northern Pacific in that it had substantial outside income. 
That is right. Our income is not, however, from the same source that 
Mr. Macfarlane’s railroad gets it. I have to refer to a few figures. 

During the period 1951-55, 80 percent of the nonrailroad income 
came from oil and gas. The oil and gas income, for the most part, 
came from properties purchased by the Union Pacific, not from our 
land-grant cul I will touch on that ina minute. Actually, our in- 
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come from oil comes from properties in Wilmington, Calif., which 
we purchased back prior to 1902, which is our principal source of in- 
come, and from properties in the Rangeley field in Colorado. 

The Union Pacific got no long grant in California nor did it get 
any land grant in Rangeley field, which is more than a hundred miles 
away from our land-grant right-of-way. 

Ninety percent of every dollar paid stockholders during the period 
1951-55 was paid from nonrailroad funds, and the majority of that 
came from our oil income, as I have stated. 

We are referred to as a railroad which was given the benefit of huge 
land grants. I want to take just a minute to explain that to you, 
gentlemen, and to try to demonstrate to you that the Union Pacific did 
not get a subsidy in its land grants. The Union Pacific Railroad Co. 
was conceived by the Congress of the United States during a period 
when we were in war, the Civil War. That part of our territory 
west of the Missouri River was unprotected. It was necessary for the 
Federal Government to expend huge sums to transport troops and 
supplies around by South America, or across the Isthmus of Panama, 
There was no Panama Canal at the time. 

One of the historians has stated that the cost to the Government 
alone in transporting troops and supplies to California during that 
period was over $7 million a year. 

There was a fear in the Congress that during the war we might 
lost our west coast. So the Congress concerned itself in a period of a 
crisis and they said we must have a railroad. So they passed an act 
of July 1, 1862, and in that act—that act incorporated the Union 
Pacific, if you please, and in the act a provision was made for a land 
grant of each odd-numbered section for 10 miles on each side of the 
railroad. This was not a gift, gentlemen. This was an offer. 

The offer was not attractive enough to attract capital. So on July 
1, 1864, the Congress passed a second Pacific Railroad Act, in which 
they increased the land grant for 20 miles on each side of the right- 
of-way instead of 10. 

In short, they doubled the land grant. And in addition, they pro- 
vided for a loan of bonds to the Union Pacific in the amount of some 
$33 million, which the company had the right to dispose of, and from 
the proceeds they could build the railroad. 

As I have said, this land grant was not a gift. The company had 
an opportunity to accept the offer, which it did. It had to earn the 
land. The act provided that as each hundred miles of railroad was 
constructed—not before—the company was then in a position to apply 
to the Secretary of the Interior under conditions prescribed by i 
and patents would issue. 

The Congress at the time thought the task was insurmountable and 
so did the Supreme Court in a subsequent opinion. But anyhow the 
railroad was built. And out of the land grant provided for in the 
two acts of Congress, the Union Pacific, the predecessor of the present 
company, received about 18,500,000 acres of land. 

In the valuation report of 1930, the valuation section of the Inter- 
state Commerce Commission found that the Union Pacific had de- 
rived, net, from that grant, something in excess of $32 million. 

It must be borne in mind, gentlemen, that at the time the grant 
was made, the land had little value. The value was created by the 
construction of the railroad. 
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In the receivership, the present company purchased what remained 
of the land grant. It still owns about 900,000 acres of land in fee, 
and it owns mineral reservations which were reserved in the sale of 
the land in some 7 million acres of the original land grant. 

It is from that land, the mineral reservations in the 7 million acres 
and in the some 900,000 acres which the company still retains—and in- 
cidentally leases to ranchers for about 10 cents per acre aed year—it 
is from those lands that the company is supposed to reap huge bounty 

m the land grant. - : 
Mee caren ce I have told you, the amount that the Union Pacific— 
I don’t know if I have told you, but I must tell you—the amount that 
the Union Pacific has received from its land-grant lands in the way 
of oil and other minerals, taking into consideration also coal, was 
Jess than 3 percent of the amount of its income from oil. And as I 
have stated to you, the oil income of the Union Pacific comes from 
lands which it purchased and paid for. 

Additionally, the present company at the purchase in the receiver- 
ship paid some $7 million for the remainder of the land-grant lands 
plus the mineral reservations, and paid in full the bonds, some 
million worth of bonds which were issued, with interest. — 

I have stated to you that this was not in any sense subsidy. It was 
an offer by the Federal Government to the incorporators of the Union 
Pacific that if you build this railroad we will give you some land 
to help you. It was a joint venture. The Union Pacific performed 
its part of the bargain and it got these lands that I referred to. 

Commissioner Boyd, of the Florida commission 

Senator Smaruers. Mr. Rouse, Senator Curtis has a comment. 

Senator Curtis. Mr. Chairman, I am sorry a conflict made it im- 
possible for me to be here at the beginning of the witness’ testimony. 
As a fellow Nebraskan I want to welcome him here. I am interested 
in these hearings, and I shall peruse his testimony carefully. 

I want to say to the chairman that I appreciate the fact that he has 
been called. 

Mr. Rouse. Thank you, Senator Curtis. 

Mr. Boyd, of the Florida commission, referred briefly to the sub- 
sidies of the land-grant railroads, if they can be called that. I don’t 
call the land grants that were given to the Union Pacific as a subsidy. 
And he said: “So what? That happened a long time ago, and it is 
all washed out.” And that is a fact. 

I have only told you one side of the land-grant situation on the 
Union Pacific, and that is the Union Pacific side. What happened to 
the Government ¢ 
_ When the railroad was completed the Government began moving 
its troops and supplies by railroad. The Union Pacific connected its 

rt of the railroad at Promontory Point at Utah, where it was joined 
by the Central Pacific. The Government immediately saved what a 


historian has said was $5 million a year in the transportaion of its 
a and supplies. 

The Government land, which prior to that time had had no value, 
assumed a value. The land that the Union Pacific got at the time it 
got 1t was, say, worth $1 or $1.25 an acre. Most of it was sold for 
about that figure, but it wasn’t an easy job to do. It took a lot of 
doing to sell it at all. And I mean by that that the Union Pacific 
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had a foree of land agents, it had commission agents, with real estate 
people and others, to dispose of it. 

The land, as I have described, has been sold, and the ultimate net 
price we got was some $32 million. The Government, as I say, 
reaped the benefits in the saving in transportation of troops and in 
the increase in value of the Government possessions, but over and 
above that and more particularly, the Union Pacific, while not a land- 
grant road in the sense that it was required to transport materials and 
supplies for the Government at 50 percent of the tariff rates, the 
Union Pacific did, as a matter of course, in order to compete for the 
business, enter into equalization agreements with the Government in 
which it met the rates of the land-grant roads, at an estimate by our 
people—the full story is not yet reflected on the books—that the 
Government reaped benefits of about some $220 million from the 
Union Pacific alone. 

So that however you may consider the land-grant to the Union Pa- 
cific, a subsidy, if you wish—and I don’t subscribe to it, I say it was 
a contract—it has been repaid a hundredfold by the reduction in 
rates which was accorded to it by the Union Pacific to meet the rates 
of the land-grant roads. 

That is enough on that, gentlemen. I hope it dispels the idea that 
the Union Pacific is a rich railroad and that it is getting its riches 
from the land grants, which is not the case. 

This committee has wisely asked the railroad industry to tell them 
what it has done by way of self-help. I am going to refer you, if I 
may, to one more tabulation of events that I have shown on page 39 
of my prepared statement. 

I have shown in one column the net income received by Union Pacific 
from its transportation operations for the period 1952 through 1956, 
and in the opposite column I have shown the amount that the Union 
Pacific has expended the better to serve its patrons in the expanding 
territory in which it lives. We have expended $314.3 million during 
that same period, or $88 million more than our gross revenue. 

Looking at that expenditure—and the forecast of our expenditures 
in future years should be as great or greater—vizualize if you will 
what industries may think of the wisdom of spending that kind of 
money and getting a return of about 3 percent. 

Senator Lauscue. To make certain that the record is clear, you said 
that you expended about $89 million more than your gross revenues. 
You didn’t mean that, did you? 

Mr. Rousse. No. That is wrong; $88 million more than the net in- 
come, I should have said, Senator. Thank you for the correction. 

Now, what did we spend that money for? We spent the money to 
properly equip our plant to do the transportation job that we con- 
ceived we need to do. We have installed centralized traffic control on 
a large segment of our single-track railroad; we have installed re- 
tarder yards and classification yards at two of our large terminals. 
We have installed improved shop facilities. 

We have purchased modern power. Our railroad presently is oper- 
ated completely with diesels or turbines. We had some 175 steam 
engines in standby service for the peak business, if we get it. 

We have increased our fleet of acs ‘ars, and we have modernized 
our accounting. We purchased new devices for track laying and 
shop machines. 
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We need more. But we can’t justify it unless we get the money from 
transportation todo it. That is the situation up to now. 

Now, what do we want to do about it? 

In the first place, the cause of our dilemma and the cause of the 
dilemma of the railroads generally is the loss of the high-class traffic 


to our competitors on the highways, on the rivers, and the loss to the 
airlines. It is not a comparable type of service, but, of course, a lot 
of the passenger business of the railroads has gone to the airways. 
They have some of my business, because I live so far away from here 
that whenever I come down here I have to fly. It is convenient fast 
service. It is not comparable to first-class railroad service, with apolo- 
gies to the air people, but, anyhow, that is my opinion about it. 

What do we need to correct our situation? First, I want to say that 
I endorse the statement of Mr. Loomis, president of the association. 
But I want to discuss particularly a few things that he mentioned 
and that I would like to expand on a little bit. 

In the first place, I think that the railroad industry should be put 
on an equality with its competitors. I don’t mean by that that the 
railroad industry or the Union Pacific wants subsidies. We don’t. 
We would like the subsidies of our competitors discontinued. In 
short, we would like to see a proper user charge exacted from the 
users of the public facilities, on the highways, on the water, and in 
the air. And I say if proper user charges are exacted from our com- 

titors, then we take a fling at trying to compete, and I think we are 
ina pretty fair way to do it. We cannot compete with the subsidies 
that are afforded to our competitors. 

We are a taxpaying free enterprise organization. We own our 
right-of-way, we own our plant, and the tax burden on the railroads, 
they are one of the highest taxpayers in the Nation. And if you please, 
we pay taxes to support the very facilities that are used by our com- 
petitors that are taking the cream of our business away from us. 

I say to you gentlemen that there could be nothing more discrim- 
inatory and more unjust than to deny to the railroad companies equal 
opportunity to use the facilities that are provided for our competitors. 

would like to mention the competitive rate situation. It has been 
discussed by a good many of the witnesses and I think well discussed. 
We feel that the railroad industry should be permitted to price its 
service on the basis of its cost without placing an umbrella on the 
costs of our competitors. There are bills, I believe, that have been 
introduced in the Congress. We endorse them and we hope they will 
be enacted. 

We would like to see what we could do if we had freedom to 
compete. 

Another subject that I am particularly interested in—when I say 
“I,” I mean my railroad—is the freedom to engage in other forms of 
transportation. 

I would like to make reference to Mr. Jenks’ testimony of yester- 
day. Mr. Jenks, I believe, was asked a question by the chairman as 
to whether there was anything in the existing law that prevented the 
Interstate Commerce Commission from granting a certificate to a 
railroad or a railroad subsidiary to engage in highway transporta- 
ug I think Mr. Jenks may have said that there wasn’t anything in 
the law. 
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From an ordinary reading of the law one may gain that impres- 
sion. But as the law is interpreted, it is just the opposite of that. 

I would like to read to you gentlemen the proviso of section 5 (2) 
(b) of the Interstate Commerce Act, which has been construed as 
preventing the railroads from engaging in motor-carrier transporta- 
tion, unrestricted, on the highways. It is not too long and I would 
like to read it: 

Provided, That if a carrier by railroad, subject to this part, or any person 


which is controlled by such a carrier or affiliated therewith within the meaning 
of paragraph 6, is an applicant in the case of any such proposed transaction— 


that means the acquisition of control— 


involving a motor carrier, the Commission shall not enter Such an order unless 
it finds that the transaction proposed will be consistent with the public interest 
and will enable such carrier to use service by motor vehicle to public advan- 
tage in its operations, and will not unduly restrain competition. 


The Interstate Commerce Commission has construed that provision, 
and with the approval of the courts, if you please, as not permitting it 
to issue an unrestricted certificate to engage in motor carrier trans- 
portation on the highways, except in a limited way, with the key 
points on rail billing, and in short as a service supplemental to the 
railroad business. 

If the railroads are permitted—and I say to you gentlemen that 
they should be—to engage in highway motor transportation, then we 
must have an amendment to the law. 

There is one other section of the Interstate Commerce Act that like- 
wise needs amendment. We propose—— 

Senator Lauscuz. May I ask a question ? 

Senator Smaruers. Senator Lausche. 

Senator Lauscur. Why do you want to go into diversified modes 
of carriage? 

Mr. Rouse. For the reason, Senator Lausche, that we recognize 
that all of the modes have their place in the transportation field. We 
recognize that the motor carriers have an advantage over us on cer- 
tain types of haulage that we could utilize in our service and con- 
serve trains. We might, instead of abandoning a branch line, which 
we have had to do because of loss of business, we might retain that 
business if we had motor-carrier rights. 

In short, what we conceive to be the most economical and the best 
kind of a transportation service for our patrons, and for the good of 
our income, is to have a completely coordinated service where we may 
be permitted to engage in all forms—highway, air, and water—and 
utilize all forms to the best advantage and the most economical ad- 
vantage. We think that we can vented a better transportation serv- 
ice to our customers and we think that we, in some cases, can save 
ane and we can bring back the business to the rails that we once 
ost. 

Senator Lauscne. If you were permitted to diversify your service, 
would you still feel that subsidy should be stopped ¢ 

Mr. Rouse. Indeed I would, Senator. 

Senator Lauscne. Are you motivated at all in the desire to go into 
the motor carrier business, or possibly air, because of subsidies? 

Mr. Rouse. Not at all. We meer still be against subsidies if we 
had the law amended as we hope to have it amended, and if we got 
a certificate. 
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Bear in mind, Senator, the mere amending of the law wouldn’t 
give us the right to engage in the business. e would still have to 
to the authority, the Civil Aeronautics Board in the case of air, 
bie Interstate Commerce Commission in the case of highways, and 

t a certificate. 

We want to be placed on an equality with anybody else. In short, 
Senator, it doesn’t seem to me that the stockholders of a railroad 
company should be penalized because they happen to have invested 
in the one form of transportation which was curtailed in expandi 
because at the time the Motor Carrier Act was passed and the Civil 
Aeronautics Act, they didn’t want any interference, they wanted to 
help an infant industry. 

We have no infant industry in the motor carriers and the airways 
now. We have lost our traflic—surface transportation—until pres- 
ently the railroads are carrying only 48 percent of the interstate, 
intercity traflic. 

Senator Lauscue. Then your final position is that, if you were per- 
mitted to diversify your service, you would still feel that subsidy 
should be eliminated, and if not eliminated, that all types of carriage 
should be made the beneficiaries of it? Maybe I have gone too far. 
If I have, correct me. 

Mr. Rovsr. No, I agree with you exactly, Senator Lausche. We 
feel that the user of a public facility should pay his fair share of 
the interest on investment and the maintenance and operation of that 
facility, and if we were to be permitted to engage in the motor-carrier 
business on the highways or in the air, we would still entertain that 
view. 

Senator Lauscner. Did you hear the question that I put to Mr. 
Tuohy this morning? That is the question that there is a controversy 
as to whether or not other modes of transportation are being subsi- 
dized. The other modes claim they are not, that they are paying a 
fair share. 

What would be your attitude with regard to a study that would be 
impartial and objective, and would finally declare what the true 
facts are? 

Mr. Rouse. Senator, there is no controversy in my mind. I am on 
the side that has a firm belief that there is a subsidy afforded to our 
competitors. I certainly would welcome a study. You referred 
Mr. Tuohy to the bulletin issued by the Secretary—Mr. Brundage—— 

Senator Lauscue. It was issued by the Bureau of the Budget. 

Mr. Rovsp. I have read that circular. And of course it is encour- 
aging that the Bureau of the Budget has been giving direction to study 
the aids given to transportation agencies and come up with a proper 
user charge. 

The one thing discouraging in that circular of the Bureau of the 
Budget is that they reached the conclusion that as to highway users 
they are already paying their fair share. 

F atieait. re, a that the studies that were made at the time 
the 1956 Highway Act was passed, indicated that what came out of 
that bill did not result in a fair share for the highway users. And 
in fact the private users are paying a greater share of the construction 
and maintenance of the Federal Highway System than are the trucks, 
the big users, Everybody knows, and it doesn’t take an engineering 

21278—58—pt. 1-44 
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study to know, that the highways are being beaten and have been 
beaten by the big trucks, not by the private automobile. 

We are presently building in this country, under the Federal-aid 
highway program, very extensive, thick, concrete slabs. What. for? 
To carry the heayy.tonnage of the trucks, not the private automobile. 
And who is going to get the benefit of the new Federal highway pro- 
gram? There is no question about who is going to get the benefit 
of it; the truckers are going to get the benefit, and not the private 
users of the highway. 

Indeed, as one witness said here the other day, and I subscribe to 
what he said, it is hardly safe to go on the highways anyhow. So, 
as far as I am concerned, I confine my automobile travel to the cities 
where traffic is restricted to reasonable speeds, and I hope I can drive 
to work and get back without getting killed. 

I am not blaming the trucks for the accidents on the highways. 

Senator Lauscne. Is your volume of freight carriage continuing 
consistently, or are you losing some each year ¢ 

Mr. Rouse. I think the best information I have on that, Senator, 
is what I have shown in this tabulation, and that tabulation goes to 
the period 1923 to 1955. That is on page 40 of my prepared statement. 

We show in that statement that for the period 1923 to 1955 we had 
an increase in revenue ton-miles of 188 percent, and for the period 
1950-55 we had an increase of 15 percent. So that our revenue ton- 
miles on that tabulation—and I don’t know what the period of 1956 
and the first half of 1957 would show; I know that there has been 
a decline in our freight business in the last few months—— 

Senator Lauscur. The purpose of my question is to attempt to 
foresee whether the volume of truck traffic on the highways will grow 
larger because of the loss of freight business that you are suffering. 

Mr. Rouse. I think that the statistics definitely show, and I am 
quite sure they are in this record—I don’t have them at hand—that 
each year the intercity truckers have been taking away a little more 
of our traffic. So that we are losing. And I foresee whent his sys- 
tem of Federal highways is completed that the truckers will have a 
heyday; they will get on there and run. And I suspect they will get 
more business. The truckers are a good sharp outfit. 

Bear in mind, Senator, I am not mad at the truckers. I am not 
mad at the airways or the waterways. I just say that the railroads 
are placed at a disadvantage because our competitors are subsidized. 
We own and operate and maintain and pay terrific taxes on our prop- 
erty, and the amount of taxes paid by our competitors is small im 
comparison. 

Senator Lauscuz. When I interrupted you, you were going to a 
fourth item. You had discussed “Railroads should be permitted to 
diversify its mode of transportation,” and you had a fourth item that 
you wanted to mention. 

Mr. Rouss. There is another matter that I would like to discuss 
with this committee. It has been discussed many times, and I sub- 
scribe to what has been said about it. But I want to point out to you 
gentlemen the signifieance it has to the Union Pacific. 

As I stated to you at the outset, the Union Pacific operates in a 
western territory. About one-fifth of our gross revenue, I believe, 
comes from the products of agriculture. We have been consistently 
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losing in the agricultural program because of the provisions of the 
exempt commodities. I have given in my prepared statement some 
illustrations of the losses we have sustained. I would like to take 
just a second to find where I have referred to that. 

Senater- Lauscue. You referred to it on page 3. You discuss 
limitations of agricultural exemptions. 

Mr. Rouse. Yes, Senator, the statement that I want to refer to, I 
think, is about page 3 of my prepared statement. I have stated to 
you, Senator and members of the committee, that it is my view that 
the agricultural exemption, the original intent of this exemption was 
to permit the farmer and the fisherman, if you please, to bring his 
products to the primary market, but not to follow it through the 
various stages of processing. And by interpretation of the courts, 
that is about where it stands now. We think that it should be rolled 
back so as to contine it to what I conceive to be the original intent. 

As I say to you, about one-fifth of our revenue comes from the 
products of agriculture. 

I gave a couple of illustrations on page 36 of my prepared state- 
ment. These statistics were picked up from readily available infor- 
mation, ind more statistics undoubtedly could be found. 

The first illustration that I give you is that, during the crop year 
1946-47, the Union Pacific and the Burlington, who is also a com- 
petitor of ours in the territory referred to, hauled 12,443 cars of 
potatoes out of Scottsbluff, Nebr. The truckers hauled 751 loads. 

During the 1956-57 season the railroads hauled only 675 cars; the 
truckers, 4,258. 

I give you another illustration of the situation in California, taken 
from a service of the Federal-State Market News Service. It shows 
that in 1956 a total of 22,526 trucks entered the State of California 
carrying full loads of fruits and vegetables, while 73,092 truckloads 
of the same commodities left the State. 

We don’t know what rates these haulers of agricultural products 
charge. I think Mr. Marsh, of the Sante Fe, said something about 
that in his testimony. We do know that they charge a rate low enough 
to get the business. We publish our rates and they are open to the 
truckers and everybody else. And the fact that the exempt carriers 
get the business indicates that they must transport it at a lower 
rate. 

Additionally, a considerable amount of this agricultural exempt 
products goes to private carriers, and I think that-ywas described by 
ai previous witness, but, as I understand it, generally a private carrier 
who may have his own fleet of trucks to transport his manufactured 
products to a given point has got the return haul, and rather than 
come back 7 he will pick up a load of exempt commodities at 
whatever rate he can get, maybe just to pay the gasoline hire and the 
hire of his driver. 

That kind of competition no regulated carrier can compete with. 
We just can’t do it. The agricultural exemption provision should be 
corrected. 

Senator Smarners. Mr. Rouse, we are going to have to recess this 
hearing at 12:30. I would appreciate it if you could wind up in 5 
minutes. 

Mr. Rouse. All right, Senator, I will do what I can. I will comply 
with your request, I will say that. 
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I have just a few more statements that I can make to you in a very 
general way. We think the excise tax should be repealed. It works 
particularly to the disadvantage of the people in our territory because 
they are removed long distances from the market and they have-to 
compete with people whe are closer to the market. 

There is a question whether the excise tax actually returns any 
money to the Cisterhsnatit In any event, it is a discriminatory tax 
and we feel it should be repealed. 

We are interested in the 30-percent reserve, which will be discussed 
by a witness who knows more about it than I do. It is a technical 
subject, so I will defer to his testimony, saying only that I subscribe 
to it in advance. 

I have said to you that we should have adequate user charges. We 
should be permitted to compete in equality, gentlemen, if we are 
given the opportunity to compete on equality, if user charges are 
exacted from our competitors, I say to you that I think we can get 
along. But if we are not accorded equality of treatment with our 
competitors, then I say to you that we can’t get along. 

Gentlemen, it has been a pleasure to appear before you and I thank 
you very much for your attention. 

Senator Saarners. Thank you, Mr. Rouse. You have been « very 
helpful witness. 

his afternoon we will have three witnesses before we can conclude 
this phase of the hearings. We will start off with Mr. C. A. Major, 
president of the Lehigh Valley Railroad Co.; then Mr. J. W. Smith, 
president of the Seaboard Air Line Railroad Co.; and we will con- 
clude with Mr. R. A. Williams, president, Railway Progress Institute, 

We will stand in recess until 2 o’clock. 


(Thereupon, at 12:25 p. m., the subcommittee was recessed, to re- 
convene at 2 p. m., this day.) 


AFTERNOON SESSION 


Senator SMatTuers. Gentlemen, the meeting will come to order, 

Senator Schoeppel was here and was called on an emergency back 
to his office, but he will return shortly, in the next 5 or 10 minutes, 
we hope. In any event, we will go ahead. 

Our first witness is Mr. Cedric A. Major, the president of Lehigh 
Valley Railroad Co. 

Mr. Major, we will make your statement, as printed, a part of the 
record in full, 


STATEMENT OF C. A. MAJOR, PRESIDENT, LEHIGH VALLEY 
RAILROAD CO. 


(The prepared statement of Mr. Major is as follows :) 


STATEMENT OF CEepRIC A. Masor, PRESIDENT, LEHIGH VALLEY RAILROAD CoO. 


My name is Cederic A. Major. I am president of the Lehigh Valley Railroad 
Co., and my office address is 143 Liberty Street, New York, N. Y. 

Representatives of other railroads will testify as to the necessity for the 
repeal of the 3-percent excise tax on the transportation of freight and the 
10-percent excise tax on the transportation of passengers. Certain others will 
testify on the proposed revision of our tax laws to assist the railroads by 
allowing the establishment of a construction reserve and by other methods to 
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increase allowable depreciation generally. These proposals have my whole- 
hearted support. 

Specifically, I am here today to testify in connection with the so-called 30- 
percent reserve problem. Under our income-tax laws taxpayers are entitled to 
deduct from gross income by way of depreciation the cost of property being 
used up in their trade or business. By reason of circumstances which I will 
explain shortly, the Commissioner of Internal Revenue in the light of subse- 
quently decided cases erroneously denied to railroads the right to deduct 
30 percent of the cost of certain of their assets. Thus, the railroads affected have 
been required to forego the right to recover 30 percent of the cost of certain 
assets, although the right to the recovery of such costs is allowed by law to all 
taxpayers. It cannot be denied that this requirement to set up a 30-percent 
reserve requires a duplicate adjustment for the same item. A bill to settle this 
dispute-has been worked out among a committee of the Association of American 
Railroads, the Treasury Department, and the staff of the Joint Committee on 
Internal Revenue Taxation. This bill should be passed promptly and with 
the wholehearted support of the Government. I am here to express to this 
subcommittee the reasons why. 


GENERAL STATEMENT 


The bill is intended to provide an equitable settlement of a problem which 
has existed for a number of years, and has presented difficulties in tax admin- 
istration. The controversy is as to the basis on which depreciation should be 
computed. The bill is designed to settle the problem which has arisen in the 
situation in the case of taxpayers who, during the period between January 1, 
1941, and December 31, 1955, changed from the retirement to the straight-line 
method of accounting for depreciation. They will be allowed substantially the 
same amount of deductions in the aggregate which would be allowed to taxpayers 
who had at all times used the straight-line method. This bill contains certain 
important safeguards to the Government, provides uniform treatment to all 
taxpayers affected, and, by restricting refunds for past years, affords protection 
to the revenue. 

BACKGROUND 


For a great many years, in accordance with the accounting regulations issued 
by the Interstate Commerce Commission, nearly all railroads employed the 
so-called retirement method of accounting for depreciation on certain roadway 
property. The same method was followed for tax purposes and was accepted 
by the Commissioner of Internal Revenue and the courts as a proper method 
of determining the annual depreciation allowance under the internal-revenue 
laws. See Chicago & Northwestern Railroad Co., et al. v. Commissioner (CCA 7, 
1940) 114 F. 2d 882; St. Paul Union Depot Co. v. Commissioner (CCA 8, 1941) 
123 F. 2d 235.) Under this system of accounting the cost of certain assets is 
charged against income at the time such assets are retired from service. 

The taxpayer’s annual allowance for depreciation is made up of the aggregate 
cost of all items retired in the particular year together with the cost of certain 
repairs and minor replacements which, under the retirement method of account- 
ing, are charged directly to expenses and never reflected in the capital account. 
The courts have held that the deductions taken each year for assets retired 
together with the items charged to expense currently (but which would be 
capitalized under the straight-line method), are a reasonable measure of the 
annual depreciation allowance on all property subject to retirement accounting. 
(Commissioner v. Union Pacific Railroad Co. (C. A. 2, 1951), 188 F. 24 950; Boston 
@ Maine Railroad v. Commissioner (C. A. 1, 1953), 206 F. 24 617.) The retirement 
method taxpayer maintains no reserve for depreciation account, as such, but 
credits the cost of the assets retired directly against the capital account. 

A taxpayer using the retirement method was not permitted to claim straight- 
line depreciation on the same kinds and classes of property. (See Chicago ¢ 
Northwestern Railroad Co., et al. v. Commissioner, supra; St. Paul Union Depot 
Co. v. Commissioner, supra ; Central Railroad Company of New Jersey, 35 B. T. A. 
501; and the Cincinnati Union Terminal Company, 44 B. T. A. 905.) 

In the early 1930’s, the Internal Revenue Service took the position that the 
amount of the deduction to which a retirement-method taxpayer was entitled was 
to be reduced by depreciation sustained prior to March 1, 1913. Recently the 
courts of appeal for both the first and second circuits have held that adjustment 
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for depreciation sustained prior to March 1, 1913, is not proper under the re. 
tirement system. Boston & Maine Railroad Co, vy. Commissioner, supra; Com. 
missioner v. Union Pacific Railroad Co., supra. 


RAILROADS REQUIRED TO CHANGE THEIR ACCOUNTING METHOD 


In 1942, the Interstate Commerce Commission with respect to most roadway 
property ordered class I railroads to change, not later than January 1, 1943, 
from retirement to the straight-line method of accounting for depreciation, 
For a number of compelling reasons, the railroads applied to the Commissioner 
of Internal Revenue for permission to make the same change for tax purposes, 

The change ordered by the Interstate Commerce Commission occurred in a war 
period when property was required for wartime transportation needs and when 
it was not in the national interest to permit retirement of any part of this property, 
Failure to change to the straight-line method for tax purposes would have re 
sulted in a substantial distortion of income, not only during the war period 
but also in the postwar period when the necessary retirements were made, 
Furthermore, to have maintained 2 sets of accounting systems, 1 for tax pur- 
poses and 1 for Interstate Commerce Commission purposes, would have neces- 
sitated the use of an increased staff of highly skilled personnel at a time when 
they were needed for. mere productive work in connection with the war: effort. 

The Commissioner, relying on what he then understood to be the nature 
of the retirement method of accounting, granted permission to change to the 
straight-line method, but prescribed certain conditions. One of these was that 
there be established a reserve of 30 percent of the cost of the assets involved in 
the change of accounting methods, and that the remaining sum to be recovered 
by way of depreciation be limited to the cost or other basis of the property 
reduced by the amount of such reserve. The railroads objected to this reserve 
on the ground that it was not proper under the law since proper adjustments 
had already been made and no part of such 30-percent reserve had theretofore 
been either allowed or allowable as a deduction for Federal tax purposes’ The 
Commissioner persisted in his position, and required the railroads to agree to 
a 30-percent reserve (along with certain other terms and conditions) before 
he would grant them permission to change to the straight-line depreciation 
method. Faced with the necessity of obtaining the Commissioner’s approval of 
the change, and since it appeared that due to the circumstances set forth above 
a change was imperative for practical reasons, the railroads generally. had no 
choice but to aceept.the Commissioner's terms and conditions. 


DEVELOPMENTS IN THE COURTS 


Subsequent litigation has contributed much to an understanding of the retire- 
ment method of accounting as it relates to Federal income taxes. In the Boston 
and Maine and Union Pacific cases, the courts set aside the Commissioner’s 
attempt to require an adjustment to a retirement deduction for depreciation 
sustained prior to March 1, 1913. In Kansas City Public Service Co. v. U. 8. 
(D. C. W. D. Missouri, 1951; 100 F. Supp. 105), and in The Akron, Canton é€ 
Youngstown Railroad Co. ((1954) 22 T. C. 648, Appeal (C. A. 6) dismissed 
by stipulation 1956) a Federal district court and the Tax Court of the United 
States, respectively, have now held that as a matter of substantive tax law a 
change from retirement to straight-line depreciation does not warrant estab- 
lishment of the equivalent of the 30 percent reserve. The Tax Court pointed 
out in the Akron case (p. 657) that establishment of such a reserve “would, 
in effect, duplicate what already was done by its predecessors under the retire 
ment method * * * the effect of the adjustment would be to require a double 
adjustment.” Cases are still pending in the courts and before the Internal 
Revenue Service, and the railroads generally stand by ready to file refund 
claims, upon the same grounds. Other cases are still pending in the courts 
and before the Internal Revenue Service. 


INVALID CONDITIONS 


While the Commissioner of Internal Revenue may have authority to pre- 
seribe conditions to a change in accounting methods, he may not prescribe 
unlawful conditions. (See Union Pacific R. Co. v. Public Service Com’n., 248 
U. S. 67, 70; U. 8. v. Bethlehem Steel Corp, 315 U. 8. 289; Manhattan General 
Equipment Co. v. Commissioner, 297 U. S. 129; Arkansas-Oklahoma Gas Co. 
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vy. Commissioner, 201 F. 2d 98; United States v. Chicago, etc., R. Co., 282 U. S. 
$11.) 

The 30 percent reserve has been held to be unlawful as a matter of substantive 
tax law (Kansas City Public Service Co. v. U. 8., supra; The Akron, Canton € 
Youngstown Railroad Co., supra). It must follow that the 30 percent reserve 
condition is void. (See also H. Rept. 1337, 88d Cong., 2d sess., pp. 50, A164; S. 
Rept. 1622, 83d Cong., 2d sess., p. 307.) 


PROPOSED SOLUTION 


The bill provides for settlement of the problem. It will eliminate a dispute 
already many years old which, if not otherwise disposed of, is certain to con- 
tinue on for many more years, with all of the attendant costs and expenses both 
to the Government and the taxpayers. 


TO WHOM BILL APPLIES 


The bill appiles only to taxpayers who changed from retirement to straight- 
line depreciation during the period January 1, 1941, to January 1, 1956, under 
the so-called terms letter. The bill does not apply to a taxpayer who is still 
on retirement accounting. 

EFFECT OF BILL 


The effect of the bill will be to allow to a taxpayer (to whom this section 
applies) who changed from retirement to straight-line depreciation substan- 
tially the same amount of deductions in the aggregate for depreciation (except 
for the special obsolescence matter discussed later), as would be allowed to a 
taxpayer who had at all times used straight-line depreciation. 


TO WHAT DOES THIS BILL APPLY ASSETS? 


Section 1 of the bill applies only to those roadway assets which were on hand 
at the time the railroads changed to straight-line depreciation which in most 
cases was in 1943. The bill was no application to any assets acquired after 
that time. 

THEORY ON WHICH BILL IS BASED 


The theory of section 1 of the bill is that the railroads affected will settle the 
matter by obtaining substantially the same amount of deductions in the ag- 
gregate for depreciation as would be allowed to a taxpayer who had always fol- 
lowed the straight-line method. 

In applying this theory, it is necessary to consider separately the problem 
of depreciation sustained prior to March 1, 1913, and of depreciation between 
February 28, 1913, and the date of the change to the straight-line method. Each 
of these problems has been met in the proposed bill. 


PROBLEM OF DEPRECIATION PRIOR TO MARCH 1, 1913 


Under the applicable provisions of the 1954 and 1939 codes, the cost of the 
property of taxpayers using the straight-line method must be reduced for de- 
preciation sustained prior to March 1, 1913. The courts have held that this 
may not be done in the case of taxpayers using the retirement method. How- 
ever, it is provided in the bill that a reserve be established for such depreciation. 


PROBLEM OF DEPRECIATION SUBSEQUENT TO FEBRUARY 28, 1913 


The second question is whether any reserve should be set up for depreciation 
between February 28, 1913, and the time of the change to straight-line de- 
preciation, which in most cases was in 1943. Applying the theory of the pro- 
posed settlement that the taxpayer who had originally followed the retirement 
méthod and changed to straight-line depreciation is entitled to recover sub- 
Stantially the same amount of depreciation as the taxpayer who had always 
followed straight-line depreciation, no such reserve is proper. To establish a 
reserve would work an unwarranted double adjustment for the same item. 
Therefore, under the bill no provision is made for such a reserve. 
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SPECIAL OBSOLESCENCE PROBLEM 


The bill provides that in computing the amount of the deductions due to sale, 
easualty, or abnormal retirement during the period January 1, 1941, to De. 
cember 31, 1955, taxpayers electing to come under this section will reduce the 
losses otherwise allowable by the full 30 percent reserve. Moreover, the 30 per- 
cent reserve allocated to such special obsolescence deductions will be lost to the 
railroads forever. This is an important concession to the Government made by 
the affected railroads since it will prevent refunds for such items for past 
years. 

PROSPECTIVE EFFECT OF SECTION 1 OF THE BILL 


The bill provides for the elimination of the 30 percent reserve, effective only 
for years beginning after December 31, 1955, except for that portion of the 30 
percent reserve applicable to assets disposed of by sale, casualty, or abnormal 
retirement between the date of the change and December 31, 1955. 

In determining basis for taxable years between the date of the change and 
December 31, 1955, the 30 percent reserve will, in effect, be frozen in as an ad- 
justment to basis for depreciation and for gain or loss. Taxpayers electing to 
come within the provisions of the bill will forgo the right to file claims or suits 
for refund for any of those years with respect to the validity of the 30 percent 
reserve as an adjustment to basis for depreciation and gain or loss purposes. This 
feature of the bill will afford substantial protection to the revenue, since in many 
instances taxable years of railroads are open for the filing of claims or suits for 
refund as far back as 1942. This period covers a span of years involving not only 
income taxes but also excess profits taxes imposed during World War ITI and the 
Korean conflict. Any refund would also require the payment of interest, in some 
cases in excess of 84 percent. 

In addition to the income tax provision just described, the bill provides that 
in the case of taxpayers subject to the provisions of chapters D or 2E of the In- 
ternal Revenue Code of 1939 (relating to excess profits taxes) no reduction in 
accumulated earnings and profits shall be made with respect to the 30 percent re- 
serve, but in lieu thereof the specified adjustment shall be made for depreciation 
sustained prior to March 1, 1913. 

CONCLUSION 


The railroads affected believe that under the court decisions they are entitled 
to a deduction through depreciation for the entire cost of their property. Never- 
theless, the railroads affected are willing to make the concessions provided for in 
the bill in order to terminate a dispute which is already 15 years old. The enact- 
ment of this bill will permit the closing of the audit of tax returns from 1942 to 
date. 

The following estimates which we have made illustrate the settlement which 
the railroads offer in the proposed bill: 


Comparison of deductions and tares under court decisions and under the 
proposed bill 


| Under court | Under pro- 
decisions, posed bill, 
| item (1), p. 2| item (2), p,3 


Income-tax refunds, years 1943-55_........____- | $197, 000, 000 

Interest on tax refunds a a 76, 000, 000 
Total income-tax refunds and interest for prior years_ - 273, 000, 000 | 
Reduction in income taxes, years after 1955: Tax reductions in each year, | 
1956-95 7 ast 


10, 000, 000 $8, 750, 000 


Note.—The assumed tax rate is 50 percent. It is recognized that in some prior years the normal and 
surtax rate was lower, but the excess-profits rates would have been applicable in some years, so that the 
rates in those years would have been much in excess of 50 percent. 


It can be seen from the foregoing that, under the proposed bill as to the tax- 
payers electing to come under this section, there will be no income-tax refunds 
for prior years, whereas under the court decisions there could be refunds of 
income tax and interest in excess of $270 million. In addition, the deductions 
over the next 40 years would be less under the bill than the deductions would be 
under the court decisions. 
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Mr. Masor. My name is C. A. Major. As the chairman has stated, 
I am president of the Lehigh Valley Railroad Co., and have held that 
office since 1947. 

Lehigh Valley operates a line of railroad through the States of New 
Jersey, New York, and Pennsylvania; from Buffalo and the Niagara 
frontier on the west to New York Harbor on the east. Through con- 
nections, it serves many points in the Middle West, and Far West, the 
South, New England, and some foreign countries. 

Lehigh Valley, one of the smaller class I railroads, with gross reve- 
nues of about $70 million a year, has been particularly hard hit by the 
recent drop in volume, accompanied by sharply increased payroll, ma- 
terial, and tax costs. 

So severe has been the impact on our earnings and working capital 
that we were compelled last October to completely pass our dividend 
with a financial loss to some 6,000 investors. In fact, the decline in 
the market price of our bonds has been so drastic as to indicate a sub- 
stantial doubt in the minds of the investing public as to our ability to 
continue interest payments. 

However, the particular reason for my being privileged to be here is 
to testify with respect to a subject that has been very briefly touched 
upon previously in these hearings. I refer to the allowance for road- 
way depreciation in the computation of taxable income, and the so- 
called railroad 30-percent reserve. 

There will be no disagreement when I say that this is a technical 
subject, and I ask, gentlemen, that it be enlensatd that in my testi- 
mony I am speaking broadly, without attempting to cover the various 
exceptions and limitations that are spelled out in the Revenue Code. 

Depreciation has been defined as the consumption of property in 
business, and, manifestly, is of great importance in generating re- 
serves for replacements. 

Now, insofar as I know, all taxpayers except the railroads are per- 
mitted to recoup, without tax, 100 percent of the cost of their depre- 
ciable assets. But railroads, with respect to assets acquired prior to 
1943, are permitted to recoup only 70 percent of cost. 

How did this apparently inequitable rule arise? We believe it 
stems from a general misconception of the true character of the retire- 
ment method of accounting for depreciation. That misconception, we 
believe, prevailed in 1943, they year in which most railroads, pursuant 
to order of the Interstate Commerce Commission, changed from the 
retirement to the straight-line method of accounting for depreciation. 

The Commissioner of Internal Revenue, as a condition to per- 
mitting such change, required that a 30-percent reserve—which means 
a 30-percent reduction from base—be set up in respect of all roadway 
assets in use at that time. The theory was that this reserve repre- 
sented past-accrued depreciation. But, as I will seek to point out, 
actually, this was a duplication, since such depreciation had already 
been taken out of the base. 

Since 1943, court decisions have made clear the true character and 
effect of the retirement method. As stated by the Tax Court in 1954, 
the principle of the retirement method is that the sum of the charges 
to expense on account of all items retired in a particular year is the 
rough equivalent of what would be a proper depreciation allowance 
for that year for all of the depreciable assets of the particular tax- 


payer. 
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For example, take a station building constructed in 1915. Of 
course, the building depreciated in the period 1915 to 1943. But the 
point is that, through the workings of the retirement method, this 
depreciation, year by year, was taken out of the aggregate deprecia- 
tion base. Therefore, the 30-percent reserve was a duplicate sub- 
traction from that base. 

Fifteen years have gone by since the Commissioner’s ruling, and 
there has been much study of the problem and, also, litigation in the 
lower courts, in which the taxpayer has generally been successful, 
Be that as it may, what I am here to say is that I am informed that 
the Treasury and the railroads, after thorough consideration, have 
agreed upon a compromise. A bill embodying the terms of the com- 
promise has been drafted jointly by the Treasury and the railroads, 
and will shortly be introduced. We are hopeful that it may become 
a part of the proposed Technical Amendments Act. 

I have read a draft of the bill, and, while it is far from easy read- 
ing, it does set forth a compromise that is satisfactory to the Treasury 
and the railroads. 

The effect of the bill is this: On the one hand, the railroads electing 
to come under its provisions waive their rights as to past years, 
whereas the Treasury, on the other hand, recognizes, as to future 
years, the basic right to recoupment through annual depreciation 
charges of 100 percent of cost. 

Senator Smaruers. Mr. Major, may I ask you a question right 
there? This bill that you speak of, which is a compromise bill drafted 
by the railroad industry and the Treasury, has not been introduced 
yet, has it? 

Mr. Masor. No, sir; I understand it has not yet been introduced, 
but is under consideration for inclusion in the Technical Amendments 
Act. 

Senator SmaTuers. Are you familiar with a proposal on this par- 
ticular point that the House Ways and Means Committee are supposed 
to be considering today ? 

Mr. Magsor. I believe that is the bill I am referring to, sir. 

Senator Smatuers. So, even though it has not been introduced, they 
are going to consider it? In other words, the principle of it they 
understand, and it is under consideration today. 

Mr. Magor. I believe it is under consideration today. 

Senator Smaruers. It is our information that they do have it over 
there. We thought that possibly, at the beginning of this session this 
afternoon, we would announce that it had been approved by the Ways 
and Means Committee, but they did not get to it this morning. They 
are in executive session now and they are going to call us if they take 
any favorable action on it before we conclude. 

So you goright ahead. It may be that all of this may be somewhat 
unnecessary. We all hope so, but in the event that it is not, of course, 
that bill will eventually come over to the Senate where it will have 
to be considered, and this record will then be helpful. 

Mr. Masor. My statement, Senator, is practically complete. 

Senator Smaruers. I am not trying to hurry you along. I know 
that you have already given indications of being very brief. But I 
thought when you said that the bill had not been introduced, I was 
somewhat of the impression that they had it. 

You go ahead. Excuse me for interrupting. 
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Mr. Mayor. Thank you, Senator. 

In concluding, I should say that under the compromise for the Treas- 
ury there is presently no loss of revenue and for the railroads there is 
assurance in the matter of roadway depreciation of equal treatment 
with other taxpayers in future years. 

We respectfully ask that you gentlemen support this measure when 
it comes before you. And I express thanks for your close attention to 
this very technical subject. 

Senator Smatuers. Thank you very much, sir. We appreciate your 
remarks and your suggestions, and certainly in the light of what has 
been said previously about the condition of the railroads, we will give 


it our close attention. oie 
Our next witness is Mr. J. W. Smith, president of Seaboard Air Line 


Railroad. Weare delighted to have you with us. 


STATEMENT OF JOHN W. SMITH, PRESIDENT, SEABOARD AIR LINE 
RAILROAD CO. 


Mr. Smirn. Thank you. I filed a statement with the committee 
which I would like to have made a part of the record. 
Senator Smaruers. We will make that statement a part of the record 


in full. 
(The printed statement of Mr. Smith follows :) 


STATEMENT OF JOHN W. SMITH, PRESIDENT, SEABOARD AIR LINE RAILROAD Co. 


1. The Seaboard Air Line Railroad Co.—Its identity and its position among the 
class I railroads of the United States 


The Seaboard is one of the principal trunkline railroads in the Southeast. 
It operates 4,060 miles of road in the States of Virginia, North Carolina, South 
Carolina, Georgia, Florida, and Alabama, serving the capital of each of these 
States. Its lines of railroad extend from Richmond and Portsmouth, Va., on 
the north to Atlanta, Ga., Birmingham and Montgomery, Ala., and Chatta- 
hoochee, Fla. (forming a through line with the Louisville & Nashville Railroad to 
New Orleans and the west coast) on the west and to Miami and Tampa, Fia., 
via Jacksonville on the south. It serves all major South Atlantic ports and the 
Ports of Tampa and Boca Grande on the gulf. 

The territory served by the Seaboard is an important segment of the Nation’s 
industrial and agricultural potential. In the matter of revenue ton-miles handled 
in the year 1956, the Seaboard’s position was No. 21 among 69 class I railroads 
and its percentage of increase in revenue ton-miles 1956 over 1940 placed it in 
the No. 1 position in this respect. Whereas, the class I railroads increased their 
volume of traffic as measured by revenue ton-miles 73.3 percent 1956 over 1940, 
the Seaboard’s increase was 188.2 percent. In total operating revenues it 
ranked No, 28 in 1956 and in terms of percentage growth 1956 over 1940 it was 
exceeded by only one other class I railroad in the country. 

2. Steps taken to improve capital structure and to modernize plant and equipment 

Seaboard Air Line Railroad Co. took over as of August 1, 1946, pursuant to 
the plan of reorganization of Seaboard Air Line Railway Co., substantially all of 
the assets and the lines of railroad which had been operated by the receivers of 
Seaboard Air Line Railway Co., since December 23, 1930. The new company began 
operations on August 1, 1946, with a capital structure represented by $32,500,000, 
4 percent first-mortgage bonds, $52,500,000, 44% percent income bonds, $13,063,000 
equipment obligations, $15,000,000, 5 percent preferred stock and $85,000,000 
of common stock, a grand total of $198,063,000, of which $113,063,000 was ahead 
of common stock. Current assets included in the transfer aggregated $43,296,000 
and current liabilities assumed, $2,558,000. Thus, current assets exceeded current 
liabilities by $40,738,000. Additionally, there was included in the transfer to 
the new company a $16,020,000 reserve for capital improvements and a $7,221,000 
reserve for catching up deferred maintenance. As of October 31, 1957, current 
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assets exceed current liabilities by $23,146,078 and the capital and deferreg 
maintenance reserve funds taken over on August 1, 1946, aggregating $23,241,000 
had been exhausted. 

In the interim between August 1, 1946, and October 31, 1957, drastic changes 
have occurred in the Seaboard’s capitalization. The $32,500,000, 4 percent first- 
mortgage bonds had been replaced by $27,962,000 outstanding first-mortgage 3 
percent bonds; the $52,500,000, 444 percent income bonds had been eliminated 
and in their place there stood $17,990,000 of 3% percent debentures, and the 
$15,000,000 of preferred stock had been eliminated. Equipment trust obligations 
had been increased to $78,046,000, and common stock outstanding amounted to 
$96,105,700. Total capitalization at October 31, 1957, was $220,103,700 of which 
$123,998,000 was aheard of capital stock. 

The new Seaboard will have expended between August 1, 1946, and December 
31, 1957, $97 million for additions and betterments to its road property, $24 mil- 
lion for additions and betterments to equipment, and $162 million for new equip- 
ment. The latter figure compares with an increase of $64,983,000 in outstanding 
equipment obligations. Total expenditures for additions and betterments and 
new equipment aggregated $283 million or 102 percent of the recorded invest- 
ment in road and equipment at the beginning of the new company’s operations on 
August 1, 1946. 

Expenditures for additions and betterments to road property summarize ag 
follows: 


For yards and sidings 

For signals and communice RE a aia 

For enlarged and improved shop facilities 

For heavier rail in mainlines 

For new bridges and trestles and strengthening existing structures__ 10, 000, 000 
For other improvements to roadway and structures______~- cu. 21,000,088 


To be somewhat more specific, there may be mentioned : 

A new and modern, automatic retarder control master classification yard was 
constructed at Hamlet, N. C., with supporting mechanical facilities. Hamlet is 
a point often referred to as the “hub” of the Seaboard where 5 principal main 
lines converge. Also constructed at Hamlet was a system wheel and axle shop 
which modern facility has a production capacity to meet present and prospective 
demands for working wheels and axles. The completion of this shop at Hamlet 
enabled the Seaboard to discontinue wheel and axle work at various maintenance 
points throughout its system. 

In addition te the new yard at Hamlet, new yards have been constructed 
at Savannah, Ga., and Miami and Tallahassee, Fla. The capacity of the yards 
at all of the other principal terminals, including Richmond, Va., Atlanta, Ga, 
Jacksonville and Tampa, Fla., has been increased. 

New and/or extended passing tracks have been installed at strategic locations 
to accommodate the long diesel-powered freight trains presently being operated. 

When the new company took over operation on August 1, 1946, 906 miles of 
main track were protected by automatic signals, including 255 miles of centralized 
traffic control. Since that time 1,118 additional miles of main track have been 
signaled and certain segments of the track that had been equipped with aute- 
matic permissive block signals converted to centralized traffic control territory. 
At the close of 1957, 2,024 miles of mainline track, including all principal main- 
lines, were protected by automatic signals of which 1,616 miles are centralized 
traffic control or other form of dispatcher-controlled signals. Advances in the 
technological fields of radio communications have been availed of to increase 
operating efficiency. A program of installing a system of radio intercommunica- 
tion on diesel locomotives and caboose cars was undertaken and has been sub 
stantially progressed, which permits communication between engines and cabs. 
Such installations add much to the efficiency in the operation of the present-day 
long freight trains that can be handled with diesel power. All principal yards 
are equipped to permit radio communication between yard offices and switching 
crews. Such radio communication substantially increases the efficiency of the 
yards in expediting car movements into, out of, and through the yard and alse 
provides improved service to patrons. 

Mechanization of roadway track maintenance work was substantially com- 
pleted in 1957 and the company is now embarked on a program to mechanize its 
bridge and building forces. The track structure has been very substantially 
strengthened, not only by the installation of heavier rail but also by the applica 
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tion of additional ballast. Since August 1, 1946, more than $4 million has been 
expended in the application of additional ballast in main tracks. 

Now as to the new company’s record in the matter of new equipment acquisi- 
tions: At the beginning of the new company’s operations on August 1, 1946, it 


-owned 97 diesel locomotive units. Complete dieselization of all operations, 


freight, passenger, and yard, was consummated in 1952. In the period August 1, 
1946, to December 31, 1956, the new company acquired 425 new diesel locomotive 
gnits and its ownership at the present time consists of 522 units with aggregate 
horsepower of 812,000. 

The new company took over from the receivers’ estate on August 1, 1946, 18,625 
freight-carrying cars having an aggregate capacity of 884,460 tons, or an average 
capacity per car of 47.49 tons. Since that date, up to October 31, 1957, the Sea- 
poard has purchased or built 16,250 freight-carrying cars and as of the latter date, 
owned 28,110 freight-carrying cars having an aggregate capacity of 1,504,455 tons, 
or ab average capacity per car of 53.52 tons. Mechanization of industry generally 
has resulted in a demand upon the railroads for special type cars. This develop- 
ment has not only necessitated far more outlays for new equipment than would 
otherwise have been necessary to move an equivalent volume of freight traffic, 
but as such special type cars are to a large extent restricted to one-way loadings, 
has also greatly increased the burden of cross hauling of empty cars as illustrated 
by the fact that for the 1946 the ratio of empty to leaded freight car movement 
was.45 percent, whereas in 1956 this ratio had increased to 59 percent. 

Illustrative of the impact of the trend toward special type freight cars, the 
Seaboard will own or have on order on December 31, 1957, 17 special types of 
freight cars aggregating more than 11,000 in number. 

A factor which is having a decided effect on freight car requirements and 
utilization has been the postwar swing of industry generally from the six-day 
to a five-day week. 

Expenditure of the aforementioned very substantial sums of improvements in 
plant and equipment has predominately aided in bringing about more efficient 
operations by the Seaboard as indicated by the following comparisons: 

(a) Gross train load increased 49 percent, 1956 over 1946. Gross ton- 
miles per train-hour increased 58 percent, 1956 over 1946. 

(b) The average number of employees decreased from 19,270 in 1946 to 
14,965 in 1956, notwithstanding a substantial increase in volume of traffic 
handled. (For the 10 months ended October 31, 1957, the average was 14,373 
compared with 14,966 for the like period of 1956.) 

(c) Man-hours on track maintenance work per million gross ton-miles 
decreased from 238 in 1946 to 95 in 1956. Mechanization of all roadway 
maintenance work was primarily responsible for this improvement. 


$8. Other progressive steps taken by Seaboard 


The passenger deficit problem has been realistically faced by the Seaboard. 
The net revenue results from all passenger train operations are continuously 
being studied to determine what trains should become the subject of applications 
to appropriate regulatory bodies for authority to discontinue their operations. 
Our studies encompass the feasibility of consolidating trains, reducing consists, 
and schedule revisions. Seaboard’s efforts to curb the rising trend of deficits 
from passenger operations may be partially illustrated by the fact that between 
1947, the first full year of operations by the new company, and 1956, passenger 
train miles operated decreased 17 percent. Between August 1, 1946, and the 
present time, passenger train service has been completely withdrawn from 707 
miles of road. Innovations in service, the acquisition of new equipment, and the 
publishing of experimental reduced fares have been resorted to in order to in- 
crease the appeal of Seaboard passenger service to the traveling public. Be- 
tween August 1, 1946, and the present time 86 new lightweight, streamlined, pas- 
Senger train cars have been acquired, 25 of such cars having been acquired in 
1955 and 1956. 

Notwithstanding the efforts made to bring the passenger deficit under better 
control, the passenger-operating ratio under the Commission’s formula for 1956 
was 130.88. Such ratio, however, was lower than in any postwar year since 1952. 

The Seaboard’s management gives continuing study of the results from the 
operation of branch lines and has been signally successful in obtaining authority 
to abandon such branch lines as studies proved were being operated at a loss. 
To date, since August 1, 1946, a total of 178 miles of unremunerative branch 
line mileage has been retired. Application has been filed for authority to aban- 
don additional mileage, and studies of other branches are presently underway. 
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In the interest of the most economical operation possible, consistent with the 
high character of service which the public has grown to expect from the Sea- 
board, the company, on May 16, 1957, reduced the number of its operating diyi- 
sions from 6 to 5. 

The Seaboard operates under a rigid budgetary control. Forecasts of expenses 
are made annually and monthly, each separate department estimating expendi- 
tures that will be required to handle the volume of traffic forecast by the traffie 
departments. The departmental estimates are carefully screened, after which 
allotments are made by the management in amounts deemed necessary for the 
efficient and economical operation of the railroad. The monthly operating budg- 
ets, after being fixed, are rigorously policed and the several departments held 
strictly accountable for keeping their expenditures in line with the amounts 
allotted to them. By controlling expenses in this matter, the Seaboard has re- 
alized substantial economies in its operations. 

Illustrative of the control the Seaboard exercises over expenditures through 
the operation of budget procedures and benefits obtained from expenditures for 
improvements to plant is the fact that despite the spiraling upward trend in wage 
rates paid to its employees, the wage ratio, i. e., ratio of compensation charged 
to operating expenses, to total operating revenues, of 49.37 in 1947, had decreased 
to 45.60 in 1956. However, because of the increases in wage rates that occurred 
in the latter part of 1956 and those which have become effective in 1957, coupled 
with the somewhat lower traffic volume in 1957, it now appears that the wage 
ratio for 1957 will exceed that of 1956 by a point or more, but will be substan- 
tially lower than that for 1947. 

In 1947, the first full year of operations by the new company, fixed and con- 
tingent interest charges on long-term debt and equipment obligations amounted 
to $3,828,577 and dividends on the 5-percent preferred stock amounted to $750,000. 
In 1957 fixed interest charges on long-term debt and equipment obligations 
will amount to $3,543,000. There will be no contingent interest and no preferred 
stock dividends. 

It has been and continues to be the policy of this company to maintain its 
equipment in good order. This is evidenced by the fact that as of the close of 
1956, only 2 percent of the owned freight cars were on line receiving or awaiting 
repairs and only 4.41 percent of diesel locomotive fleet Was in shops undergoing 
repairs. 

The Seaboard has pending before the Interstate Commerce Commission under 
section 5 (2) of the Interstate Commerce Act, application for approval and au- 
thorization of the purchase by Seaboard Air Line Railroad Co. of the properties 
of Macon, Dublin & Savannah Railroad Co., a subsidiary 92 miles in length, 
which is separately operated between Vidalia and Macon, Ga. Upon approval 
of this application by the Interstate Commerce Commission, the Seaboard pro- 
poses to merge the operations of the M. D. & S. Railroad Co. into the system 
operations of the Seaboard with resultant very substantial economies in oper- 
ating expenses and a very much improved service to the public. 

Further, the Seaboard has made plans to relocate its general offices which are 
presently housed in four separate buildings in the Norfolk-Portsmouth, Va., 
area to Richmond, Va., in mid-1958. Three of the buildings now housing the 
general offices are rented. The new general office building in Richrwnd, Va., 
will house under one roof all of the general offices of the company and is being 
constructed for the trustee of Seaboard Air Line Railroad Co., retirement 
benefit trust. The centralizing of all the general offices in one building will 
result in more closely knit coordination of all the functions of the several 
departments with consequent substantial benefit to the overall operations of 
the railroad. 

Seaboard’s earning position 

In describing the amounts expended by the Seaboard to improve its plant and 
the measures taken to increase the efficiency and economy of its operations I do 
not mean to imply that its record in these respects is superior to that of other 
lines. My sole purpose is to show that it has not been idle in attempting to meet 
the preblems which the railroad industry has been facing. On the contrary. 
along with most other major lines, it has been unsparing of its energy and 
resources in endeavoring to find solutions to those problems. But notwithstand- 
ing everything that has been done in this direction, the rate of return the Sea- 
board has earned on its investment in transportation property, while somewhat 
higher than that earned by other railroads operating in its territory generally 
and that earned by class I railroads as a whole. remains low and entirely 
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jnadequate. The rate of return on the midyear value of its transportation 
property, including cash and material and supplies, declined from 5.95 percent 
in 1950 to 4.85 percent in 1956, and the rate of return for 1957 is forecast at 
only 4.48 percent. These rates of return are before amortization tax credit 
taken in income-tax returns as result of certificates of necessity issued to the 
Seaboard under sections 124—-A or 168 of the Internal Revenue Code. In this 
respect its postwar experience is typical of that of the railroad industry as a 
whole. 

The problems with which it has had to cope are not greatly different from 
those with which other neighboring roads have had to deal. While, as Mr. 
Loomis has so graphically shown, those problems are numerous and complex 
they can be summarized by the perhaps overused phrase “a wage-price squeeze.” 
Wage inereases and increases in payroll taxes, principally in connection with 
the Ruilroad Unemployment Tax Act and increased prices which the railroads 
have to pay for the materiais they use, and new and additional sales and use 
taxes being levied by the States, as well as increases in ad valorem assessments 
and State income-tax rates have proven to be too heavy to be fully met by in- 
creased traffic volume, increased freight rates, charges, and fares or increased 
operating efficiency. Because of the nature and extent of competition by other 
modes of transportation for traffic which in former days moved almost exclusive- 
ly by rail, railroads, including Seaboard, have not been able to increase their 
charges sufficiently to absorb the pyramiding additional cost of operation. The 
net result as heretofore pointed out, is that notwithstanding huge capital ex- 
penditures for equipment and plant improvements and the day-to-day efforts of 
management to bring railroad earnings to a satisfactory level, the rate of return 
on property which the Seaboard is devoting to transportation service has been 
trending downward in the last few years. I see little prospect of leveling or 
reversing this trend in the immediately foreseeable future unless railroads are 
permitted greater freedom to compete on more nearly equal terms with other 
forms of transport for the movement of available traffic. 

The wage and price spiral has not only borne heavily on operating costs but 
has also had its impact on expenditures for capital improvements including the 
cost of freight cars and other new equipment. As already pointed out, this 
company has not only exhautsed the capital reserves which were turned over to 


it for capital improvements on August 1, 1946, and devoted the greater part of 
its earnings to date to provide needed improvements in plant and equipment but 
has also utilized to a considerable extent for capital improvements excess cash 
which was reflected in its current assets at the date of takeover. 


5. Some important steps that are needed to improve the railroads’ economic 
position 


As has been repeatedly demonstrated, railroads historically have in times 
of national emergency been the backbnoe of the country’s transportation system 
and have been relied upon by the Government and the public to absorb sudden 
and sharp increases in traffic, both freight and passenger. If the railroad in- 
dustry is to continue to be in a position to provide the standby facilities re- 
quired to cope satisfactorily with such unforeseen emergencies, it is obvious 
that they must be permitted to earn a fair return upon the properties devoted 
to transportation service. Greater freedom in the field of competitive rate- 
making would help the railroads immeasurably in attaining this objective 
and in arresting the deterioration of their financial condition which has recently 
become so acute. 

The experience of the Seaboard furnishes striking support for this belief. In 
1956, 62 percent of the Seaboard’s gross freight revenue was earned from products 
of agriculture and manufacturers’ and miscellaneous traffic, which traffic, partic- 
ularly products of agriculture, is extremely vulnerable to diversion to trucks, 
water carriers and other modes of transportation. The extent to which this 
diversion has taken place is shown by the two statements attached hereto as ap- 
pendix A and appendix B. As will be observed from these statements the rail 
percentage of the total movement of Florida citrus fruit declined from 91.2 
percent in the 1945-46 season to only 34.6 percent in the 1956-57 season. The 
railroads’ proportion of the total vegetable movements from Florida declined 
from 76.6 percent in the 1945-46 season to only 30.7 percent in the 1956-57 
season. 

For this tremendous loss of traffic and revenue two factors are primarily 
responsible. First, the Interstate Commerce Commission’s policy with respect to 
the publication of competitive rates has been so restrictive that the railroads’ 
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efforts to meet competition, principally from unregulated carriers, through rate 
reductions have been largely frustrated. Under this policy the Commission 
has consistently refused to permit rate reductions to meet competition if in the 
Commission’s view the competitive balance between rails and other carriers 
would be disturbed. Listed in appendix C to this statement are references to in- 
stances of this sort. I am in no position to say whether this policy is legally 
sound, but I.am convinced that it is economically wrong. I fully concur in the 
statement of the president of the Association of American Railroads concerning 
this problem of competitive ratemaking. I strongly feel that the Commission’s 
authority to prevent the publication of any rates should be limited to those cages 
in which the rates proposed are not compensatory or do not unjustly discriminate 
between shippers. The Commission’s ratemaking powers should not, in my 
judgment, be permitted to be exercised solely for the purpose of protecting or 
promoting any mode of transportation. I understand that House Resolutions 
5523 and 5524, which have been introduced in the House of Representatives, 
—e the railroads this much needed relief, and I therefore heartily sup- 
port them. 

The second factor which contributes largely to the loss of traffic in Seaboard 
territory to competitive forms of transportation is section 203 (b) (6) of the 
Interstate Commerce Act which exempts from economic regulation the trans- 
portation of agricultural commodities by motor carriers. The number and kind 
of commodities which fall within this exemption have been constantly expanded 
by court decisions. Since carriers of such exempt commodities need not publish 
their rates the railroads, and indeed the regulated trucks, are completely in 
the dark as to how their competition can be met. The inroads made by this 
unregulated competition are obvious from what has happened to this traffic. 

Notwithstanding the substantial agricultural growth in the territory served 
by the Seaboard the total tons of products of agriculture handled by this com- 
pany in 1956 were 35 percent below the tons handled in 1947. The Interstate 
Commerce Commission has recognized the evils inherent in the agricultural exemp- 
tion afforded motor carriers and advocates the amendment of section 203 (b) (6) 
in such a manner as to limit the exemption of the transportation of these com- 
modities to transportation from point of production to primary market, and 
Senate bill 1689 and House Resolution 5823 to implement this recommendation 
have been introduced. The passage of these bills would help solve one of the 
railroads’ most acute problems. 

That greater freedom in the ratemaking field would actually help the railroads 
in protecting and regaining much of the traffic they have lost to competitors has 
been quite recently demonstrated in our territory. Substantial reductions made 
in October 1957 on citrus fruit from Florida to official and southern territories, 
which in this instance were not disapproved by the Commission, are expected to 
result in an increase of more than 28 percent in the volume of citrus fruits that 
will be handled in the 1957-58 season as compared with the volume handled in 
the preceding season. About the same time the railroads published rates between 
southern and official territories on a per carload basis, i. e., the shipper is per- 
mitted to ship straight or mixed carloads of vegetables to the capacity of the car 
at rates which, if the car is heavily loaded, are substantially lower than those 
which have been previously in effect. This new adjustment has received such 
enthusiastic approval by growers and shippers that it is estimated that the volume 
of fresh vegetables which will be handled in the 1957-58 season will be some 40 
percent greater than in the 1956-57 season. These estimates were made prior to, 
and therefore do not take into account, the effect of the December 10 and 11 freeze 
on citrus and vegetables. In July 1956 when we were threatened with extensive 
diversion to trucks of phosphate from Florida mines to Tampa and Boca Grande 
for movement by water beyond, rate adjustments were made which reduced the 
shippers’ charges sufficiently to retain this extremely important traffic to the rails. 
These are practical examples of how railroads, when allowed to exercise sound 
managerial discretion in ratemaking, can retain and regain traffic which, by 
reason of the restrictions under which they have been laboring, they have been 
powerless to protect. 

So-called private carriage has grown enormously in recent years. I want to add 
my concurrence to all that has been said regarding the railroads’ position as to 
what legislative relief is necessary in this respect to effectively aid the railroads 
in their efforts to share fairly in the competitive traffic field. 

A large number of railroads, including the Seaboard, in efforts to provide bet- 
ter service to its shippers and eliminate wasteful transportation that results in 
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increasing their cost of operations, have supplemented their rail service with high- 
way truck operations for the handling of less-than-carload freight where it is 
uneconomical and inefficient to utilize freight cars for that purpose. With very 
few exceptions it has been the policy of the Interstate Commerce Commission to 
restrict the authority it issues to railroads permitting them to engage in highway 
truck operations, to service termed auxiliary or supplemental to rail service. To 
accomplish this, the Commission usually designates in every certificate so-called 
key stations between which, or through more.than one of which, highway truck 
service cannot be operated. These restrictions, which I understand were de- 
signed to protect the truck industry in its infancy from competition by railroad- 
operated highway service, are no longer needed. They not only impose a defi- 
nitely unfair restraint upon the railroads in their efforts to compete for available 
traffic but result in wasteful transportation in that the railroads are required to 
operate lightly loaded boxcars between or through key stations when there is 
ample capacity for the volume of freight in such freight cars on the railroad 
owned or operated trucks operating between such points. They have seriously 
impeded the Seaboard’s highway service which we operate over 2,585 route miles 
paralleling our railroad, and we now have pending before the Commission ‘peti- 
tions which ask that they be removed. In the interest of fair competition the 
railroads should be permitted to engage in any over-the-road truck operations to 
serve points on their lines that in the judgment of their managements would offer 
the best service to their patrons and will prove to be the most economical means 
of handling the traffic. I concur in all that Mr. Loomis included in his statement 
concerning the need for the railroads being permitted to handle traffic in unre- 
stricted highway truck operations and concerning the need for the removal of 
statutory restrictions upon railroad use of other forms of transportation. 


6. Other areas of relief needed by railroads 


There are other areas of regulation within the jurisdiction of the ICC in which 
the railroads should have either legislative relief or more reasonable regulation 
by the Commission. Many of these have been so effectively discussed in the state- 
ments filed by Mr. Loomis and other railroad executives that I ean add nothing 
useful to what they have said. But tax relief is so important to Seaboard, 
as it is to all railroads, that I do wish to refer to this subject briefly. th ai 

As explained by Mr. Loomis, in order to change from the retirement tothe’ 
depreciation method of accounting for depreciable road property, the Commis- 
sioner of Internal Revenue required the railroads to sign a “terms letter” agreeing 
to an arbitrary 30-percent depreciation reserve. In Seaboard’s case, the arbi-' 
trary reserve carved out of its property amounted to almost $13 million. 

Following a number of court decisions adverse to the Government in litigation 
instituted by individual railroads, the Treasury Department and the “terms 
letter” railroads agreed upon remedial legislation which would restore to such 
railroads’ tax bases that part of the 30-percent reserve which applies to pre- 
changeover property still in service and also to such property as had in. the 
intervening period been retired in the normal course of business. 

Such remedial legislation was introduced in both the 84th Congress, 2d 
session and the 85th Congress, 1st session, but unfortunately neither bill was 
enacted into law. Prompt enactment of the “agreed” legislation would be helpful 
to the railroads through reduced taxes and would generate funds with which to 
make capital improvements. 

Substantial temporary cash benefits would accrue to the railroads if higher 
rates of depreciation were allowed for income-tax purposes by means of establish- 
ing a maximum life of 20 years over which to depreciate railway property. This 
would be a means of providing railroads with urgently needed funds at no ulti- 
mate cost to the Government. 

It is to be hoped that the 2d session of the 85th Congress will do something 
to remedy the railroads’ plight brought about by the discriminating Federal 
excise tax levied on amounts paid for the transportation of property and persons 
by regulated for-hire carriers. Such taxes have proven to be an effective deter- 
rent to the free use of common carrier transportation by the shipping and travel- 
ing public. Big shippers, whose traffic pattern enables them to avoid the tax by 
use of their own trucks, are increasingly resorting to this means. The passenger 
tax has contributed in no small measure to the decline in passenger traffic 
handled by the railroads. I therefore concur in Mr. Loomis’ view that congres- 
sional relief from this serious and discriminatory burden is urgently needed. 
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APPENDIX A 


Movement of Florida citrus fruit 


Rail | Truck 


Cars Percent Cars Percent 
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1 Total Florida production, 1945-46 season, 86,000,000 boxes. 

2 Includes boat movement of 4,487 cars. 

3 Includes boat movement of 5,100 cars. 

¢ Total Florida production, 1956-57 season, including citrus fruits used in processing plants and canneries, 
135,000,000 boxes. Percent of increase in production 1956-57 season over 1945-46 season, 57 percent. 
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Movement of Florida vegetables 
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Percent Cars | Percent 
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1 Includes boat movement of 261 cars. 
2 Includes boat movement of 454 cars. 


APPENDIX C 


EXAMPLES OF THE NULLIFICATION BY THE INTERSTATE COMMERCE COMMISSION 
oF Rates PUBLISHED By RaILroAps BECAUSE THEY WERE REGARDED AS 
Lower THAN NECESSARY TO MEET COMPETITION 


1. In fourth-section application 18550, filed in 1941, the rail carriers en- 
deavored to establish a water competitive rate on phosphate rock from Florida 
shipping points to Norfolk, Va. The Commission in its report (246 I. C. C. 
225) declined to approve the rate sought but authorized one higher and at 
the same time insisted on a relationship with the rate to Baltimore. The 
section 3 order was vacated in December 1950 (279 I. C. C. 603) but here again 
the Commission authorized a rate much higher than had been proposed by 
the carriers. In February 1953, the carriers proposed a rate, subject to fourth 
section relief, which they had reason to believe would put them in competition 
with the water route but it was suspended on protest of National Water Carriers 
Association in I. & S. docket 6072. In its report a year later the Commission 
approved the rate proposed by the carriers and it became effective in March. 
Thus it was only after 3 attempts over a period of 13 years that the carriers 
obtained approval of a truly competitive rate and in that 13-year period the 
water tonnage had increased from 6,829 tons in 1941 to 207,021 in 1952. 





PROBLEMS OF THE RAILROADS 703 


2. Fourth-section application 17729 (fourth-section order 13776) covered rates 
on pulpboard from southern producing points to the consuming area along the 
North Atlantic seaboard. The carriers suggested a differential of 4 cents over 
the combined water-truck costs but the Commission prescribed a differential 
of 6 cents, with the result that the water carriers are still handling as much 
of the traffic as they can with their present service. 

8. Fourth-section’ application 26158 (fourth-section order 17482) involved 
pulpboard from Savannah, Ga., to Richmond, Va. The carriers sought authority 
to establish a rate of $8.904 per ton (including X-175) but the Commission 
prescribed $10.52 on the theory that the lower rate was not justified to meet 
the competitive situation, although higher than the water rate. 

4. I. & S. docket 5710 (278 I. C. C. 323 and 280 I. C. C. 755) deals with the 
efforts of rail carriers to meet charges of motor trucks in the transportation 
of gasoline, fuel oil, etc. The Commission first prescribed a minimum scale, 
which was published by the railroads, but the case was reopened on petition 
of trucking interests and another minimum rate order entered prescribing even 
higher rates. This was so unsatisfactory that, petitions for reconsideration 
having failed, the carriers appealed to the courts and the rates were perma- 
nently enjoined by the United States District Court for the Middle District 
of Alabama in A€WtAB v. United States of America, Civil Action 354-s. 

5. In attempting to meet rates on phosphate rock moving by water carriers 
from the ports of Tampa, Port Tampa, and Port Boca Grande to consuming 
points on the Atlantic and gulf coasts where the industries have waterfront 
facilities, the Commission has generally adopted a fixed differential of 35 cents 
per gross ton in authorizing rail rates designed to be competitive with the rail- 
water service plus accessorial charges. Three cases that illustrate this situa- 
tion will be found in fourth-section order 16743 of November 20, 1950, involving 
Wilmington, N. C., as the destination, FSO 16757 of December 6, 1950, to Nor- 
folk, Va., and FSO 17135 of March 6, 1952, to New Orleans, La., and Gulfport, 
Miss. In numbered paragraph 1 above other particulars are detailed with 
respect to the adjustment to Norfolk, Va. In applying rates which are 35 
eents per ton in excess of the competitive rail-water operations, the all-rail 
lines have been confronted with some difficulty in controlling a fair share of 
the traffic. To some of the so-called water-competitive destinations we have 
been fairly. successful in holding all or a large share of the traffic but in others 
that has not been the case, this being particularly true in the movement to 
Norfolk, Va. 

6. In Phosphate Rock from Florida to Joliet, Ill. (278 I. C. C. 99 and 280 
I. C. C. 346), the rail carriers sought relief from the long- and short-haul 
provisions of section 4 to publish on phosphate rock from Florida origins to 
Joliet, Ill., a reduced rate to meet rail-water competition of $9.38 per gross 
ton for immediate application and $8.59 for future application after the con- 
struction of certain barge unloading facilities were completed at Joliet. These 
rates were 25 cents higher than the total rail-water charges. The Commission 
refused in the first report to grant the requested relief, though it found that 
the rail carriers would derive some profit from the proposed rates. The Com- 
mission said at page 106: 

“The term ‘reasonably compensatory,’ as used in section 4 and interpreted 
by the Commission, however, implies also that rates are not lower than neces- 
sary to meet the competition.” 

In its second report after the rail carriers’ petition for reopening, the Com- 
mission did approve a reduced all-rail rate and granted fourth-section relief in 
connection therewith. However, the rate approved was “not lower than 30 
cents over the concurrent total rail-water costs from and to the same points, 
but not lower than $8.60 per long ton.” The $8.60 rate was 4 cents higher than 
that proposed in the petition for reopening. The rail carriers are participating 
only to a very limited extent today in all-rail movement of phosphate rock 
to Joliet. The 30-cent differential has retained the movement for the most part 
to the rail-barge service. 

7. Steel Pipe from the East to the Southwest (301 I. C. C. 203) was concerned 
with reduced rates on pipe from eastern origins to southwestern destinations. 
The operation of the tariffs containing the reductions was not suspended; but 
the Commission did enter an investigation into the lawfulness of the rates. 
Specific findings were made that the proposed rates yielded revenues substan- 
tially in excess of fully distributed costs; however, the Commission required 
their cancellation, saying at page 226: 
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“In determining whether justification exists for fourth-section relief in a 
competitive situation, we have consistently required a showing that the pro- 
posed rates are no lower than necessary to meet the competition encountered, 
‘In the circumstances, we conclude that the rates under investigation are lower 
than necessary to enable the respondents [protestants] fairly to compete for 
the considered traffic.” 

The rail carriers were given the authority to file new rates which would not 
be lower than necessary to meet the competition. However, inasmuch as the 
Commission did not approve any basis of rates, the rates which will be published 
‘will be subject to protest, suspension and investigation which may further delay 
any permanent all-rail participation in the traffic. 

Mr. Smiru. With the committee’s permission I would like to confine 
my general remarks to some general observations which have occurred 
to me since the beginning of this hearing, and not go into the details 
that are included in my written statement. 

For the record, my name is John W. Smith. I am president of the 
Seaboard Air Line Railroad Co., a railroad system of about 4,000 
miles serving the 6 Southeastern States of Virginia, North Carolina, 
South Carolina, Georgia, Florida, and Alabama. 

In order to make the position of the Seaboard clear, as it is today, I 
think it desirable to review briefly some of its recent history. The Sea- 
board was one of the victims of the depression in the thirties. After 
almost 16 years under the jurisdiction of the Federal courts it was 
returned to private ownership in 1946. The reorganization was dras- 
tic, with a washout approaching $200 million in the securities of the 
old company. The fixed and contingent charges of the new company 
amounted to about $314 million per annum, as compared to fixed 
charges of about $12 million per annum for the old company. 
_..During this receivership practically no interest was paid to any 
security holders. The company emerged from receivership with sub- 
stantial reserves for capital improvement purposes and for catching 
up on deferred maintenance which accrued because of labor and mate- 
rial stringencies of the war period. These funds, together with earn- 
ings from the company’s operation, enabled the company to expend 
in modernization of its plant, and for new equipment, between August 
1946 and by the end of 1957, some $283 million. These large expendi- 
tures have given us a transportation plant which, by all accepted 
standards, is modern and efficient. 

The railroad was fully dieselized in 1952. Modern, controlled 
signal systems were installed, a new electronic yard was built, and 
other yards were modernized and enlarged. Maintenance work, both 
equipment and roadway, was mechanized. Heavy rail was laid on 
principal lines and the roadbed was improved and strengthened. 

New equipment was purchased to modernize our passenger trains, 
and our freight car ownership increased from 18,000 to 28,000. 

The results of this modernization program can best be shown by 
pointing out that in 1957, 14,373 employees performed the work which 
in 1946 would have required 19,626 employees. This reduction in 
employees represents at present wage levels a saving of almost $28 
‘million per annum in operating expenses. After allowing the 52 per- 
‘cent deduction for income taxes, the net impact on railway operating 
income for 1957 would have been approximately $15 million, and that 
income would have been slightly more than $6 million compared to 

$21,400,000 actually realized. 
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- I point this out to show the necessity for railroads to continuously 
modernize their property by taking advantage of every technological 
development. The ahead has been fortunate not only in its abilit 

to modernize, but also by reason of its location in an area in which 
marked industrial and agricultural expansion has been and is evident. 
























But let us take a look at what is happening. In 1951 our total reve- 
| nue of $149 million produced a net railway operating income of $17,- 
7 800,000. In 1957 total revenues of $163 million produced a net rail- 
way operating income of $17,800,000. Both of thos figures exclude 
8 the credit through amortization credits for the purpose of this com- 
1 arison. An increase of $14 million in total revenues, therefore, pro- 
s esed an increase of only $500,000 in net railway operating income. 
And this in spite of the large capital outlays which increased our 
e efficiency, but obviously not sufficiently to overcome the inflationary 
0 spiral of wage and price increases. 
\, To meet this kind of a situation it is evident that the earnings of 
railroads must be brought to a level which will permit them to make 
I substantial improvements to their property on a continuing basis. 
\- Unfortunately, it is obvious from the testimony given in this hearing 
T that that condition does not prevail today. 
IS Unless their earning power is improved, the railroads will not only 
S- not be in a position to cope with the situation, but will further deterio- 
1e rate with a constant worsening of an already precarious financial 
y plight. While the Seaboard is not now in trouble, the danger signals 
d are out and flying. 
The cevaverd trend in car loading, which in our case gave signs 
y of developing as early as September 1956, has become more sharply 
b- defined in recent months, and carloads so far in January of this year 
g are running 16 percent under last year, and 20 percent under January 
e- 1956. 
n- We know that this drop in volume will have a substantial adverse 
id effect on our earning power and will require curtailment in both main- 
st tenance expenditures and capital outlays. 
i- In 1958 we expect to spend no more than $6 million for capital im- 
od provements, which compares with an average outlay of some $25 
million per annum in previous years. We will lay not more than 75 
od miles of new rail as against annual requirements of about 120 miles. 
ad We will make heavy repairs to not more than 3,000 freight cars, 
th compared to a normal repair program of 5,000. Our employment will 
on probably be less by some 10 percent. We will not buy anything that 
we do not need for immediate use. 
nS, It is unfortunate that, in an economy which shows signs of reced- 
ing, the lessening of business activity be further aggravated by substan- 
> tial reductions in expenditures by the railroad industry. The effect 
¢ on other industries will be great. There will be See with 
m a corresponding lessening of buying power, less steel will be required, 
fewer automobiles will be purchased, in fact no industry will go un- 
er- affected. 
ng Gentlemen, I am not an alarmist, but as I sat in this room and lis- 
© tened to the testimony which indicates that some 25 percent of the 
0 


railroad industry is in such critical condition that receivership might 
well eventuate in the not too distant future unless the railroad lot be 
improved, I am convinced that immediate relief is necessary. 
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Senator Smarners. Would you repeat that last sentence? I didn’t 
get what you said about the proportion. 

Mr. Smirn. Twenty-five percent, sir. That is based on the testi- 
mony of 1 witness who listed in detail some 7 railroads of the eastern 
aan and as a rough figure I use 25 percent. I think that is pretty 
close. 

Senator Smaruers. You think 25 percent may go into receivership 
in this year ? 

Mr. Smirx. That wasn’t my thought, Senator. I was repeating the 
testimony from another witness from the eastern roads who is more 
familiar with the detailed situation there than I am. 

Senator Smaruers. Would you read that sentence again, please? 

Mr. Smiru. Yes, sir. 

I sat in this room and listened to testimony which indicates that 
some 25 percent of the railroad industry is in such critical condition 
that receivership might well eventuate in the not too distant future. 
Proposals to start this relief on the way have been offered in testi- 
mony heretofore given, and I am pera in accord with such pro- 
posals. I think the urgency of the situation is such as to require 
immediate and favorable action. 

I would like to point out that we, representing the railroad indus- 
try, are not here to ask for legislation to give the railroads more favor- 
able treatment than that enjoyed by their competitors and industry in 
general. We are not here by reason of anything this industry has done, 
We are here to urge that there be undone some of the things that are 
being done to us, and we have only you to look to. 

Gentlemen, I would like to conclude with a reference to another 
phase of this situation Our consideration of this rail-transportation 
problem, in my opinion, must take into account that the impact of 
the failure of a substantial portion of our industry will not be con- 
fined to this country alone. The United States has taken great pride 
in showing the world, by example, that a free-enterprise system can 
prosper under a true democracy. And I shudder to think of the 
impact that a failure of our transportation system would have, not 
only on our allies nearby and overseas but also in a reverse manner 
on those who would seek to eliminate democracy from the face of 
this earth. 

Thank you. 

Senator Smatuers. Thank you very much, Mr. Smith. 

Senator Lausche, do you have any questions ? 

Senator Lauscne. No; I have none. 

Senator Smatuers. Thank you, sir. Your testimony has been very 
helpful. 

Mr. Smiru. Thank you. 

Senator Smaruers. The next witness is Mr. R. A. Williams, presi- 
dent of the Railway Progress Institute. 

Mr. Williams, before you start I would like to make mention of 
the fact that we have with us, but not as a witness, in the room today, 
Mr. John Lloyd, who is the General Manager of the Alaskan Railway. 
Mr. Lloyd has in the past been very helpful and cooperative in his 
treatment of Members of Congress who have visited Alaska, and we 
welcome him here today, and trust that he will benefit from these 
hearings, also. 

Mr. Williams, you go right ahead. 
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STATEMENT OF R. ARTHUR WILLIAMS, CHAIRMAN, RAILWAY 
PROGRESS INSTITUTE 


Mr. Wuiui1ams. Mr. Chairman and gentlemen of the committee, 
my name is Arthur Williams. I am president of the Standard Rail- 
way Equipment Manufacturing Co., with headquarters in Chicago, 
Ill. My company manufactures railway freight-car ends, roofs, and 
a number of other component parts for railway cars. 

I am appearing here today as chairman of the Railway Progress 
Institute. The institute is the national organization of the railway 
supply and equipment industry. 

I would like to make it oe that I am making no attempt at 
appearing as a railroad manager, or an expert on railroad manage- 
ment, but rather as a manufacturer. As substantial user of transpor- 
tation in the manufacture of our products our situation differs some- 
what from the railroads, as we are free to pmo our product and sell 
it to whom we wish, and our price is regulated only by competitive 
forces. 

However, entirely in common with the railways, we have the con- 
tinuing responsibility of meeting a payroll. I filed a written state- 
ment with your committee which I ask to be made a part of the written 
record of these hearings. 

Senator Smatuers. We will make it a part of the record. 

(The printed statement of Mr. Williams follows:) 


STATEMENT OF R. ARTHUR WILLIAMS, CHAIRMAN, RAILWAY PROGRESS 
INSTITUTE 


My name is R. Arthur Williams. I am president of the Standard Railway 
Equipment Manufacturing Co., with headquarters in Chicago, Ill. My company 
manufactures railway freight-car ends, roofs, and a number of other railway- 
car component parts made principally of steel. 

I am submitting this statement as the chairman of the Railway Progress 
Institute which is the recognized spokesman for the railway supply and equip- 
ment industry. 

For the record, I am appending, in booklet form, a list of the supply companies 
which are members of the institute as of this date. It is an association which 
devotes the major portion of its time and effort to studies of various problems 
confronting our industry and the railroads, operating largely through the medium 
of member committees. 

Also I would like to call your attention to the institute’s credo (which explains 
its organizational philosophy and purposes) and a list of its 1958 officers and 
governing board, both in the accompanying booklet. 

Because it is pertinent to what I will say later, I would like to call your at- 
tention to the fact that the institute represents a fair cross section of the large, 
medium, and small manufacturing companies which supply the railroads with 
most of their needs for efficient, economical, and safe operation. The railway 
supply industry, including the hundreds of smaller companies which provide 
the railroads locally with materials, supplies, and services, undoubtedly affords 
employment for more people than are employed by the railroads themselves. 
These workers, who have such a direct stake in the future of rail transportation, 
are located in almost every city and town in the Nation. 

I think that it is also relevant here to point out a historie fact often over- 
looked in consideration of railroad problems. More than a hundred years ago, the 
builders of our first railroads decided, as a matter of basic policy, to confine their 
efforts to the rendering of a transportation service, and to purchase the needed 
expansion of our Nation’s rail network, to signals, ballast, and thousands of 
locomotives, cars, rail, and ties in the beginning and later, in the era of great 
expansion of our Nation’s rail network, to signals, ballast and thousands of 
other items needed to build and operate the railroads. 
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Thus, almost from the advent of rail transport in this country, the supply 
industry has been an integral part of the economic entity known as land trans- 
portation. For a hundred years, the supply industry has had a very real ip- 
centive to experiment, to sponsor technological research on a large scale, and 
to remain intensely interested in the progress and the prosperity of the railroads, 

It was this basic decision of a century ago that contributed untold growth 
and wealth to industrial centers throughout the country, for the railroads not 
only welded a great nation together with ties of steel, they also sparked the 
manufacturing activity that later became the industrial might of our economy. 

Down through the years, this interdependence of railroads, suppliers, and the 
national welfare has continued. It continues to this day, despite the advent 
of competitive forms of transport, as I shall endeavor to show later in this 
presentation. 

The volume of business the supply industry does annually with the railroads 
fluctates widely according to the financial results of railroad operation. In the 
past 30 years for instance, the annual purchases of materials and supplies 
and the expenditures for additions and improvements by the class I railroads 
(excluding fuel) have ranged from $389,271,000 in 1983 to $2,968,357,000 in 1951, 

These impressive figures include only the direct purchases and expenditures 
made by railroads. In addition, there was a large annual volume of indirect 
purchases made by contractors who did construction work for the railroads, 
built equipment and performed other supply services. 

These direct and indirect purchases, in total, constitute a sizable segment of 
our whole economy, running into the billions of dollars every year, and affecting 
the prosperity of almost every industry in the land (steel, lumber, food, chemicals, 
aluminum, textiles, leather, plastics, copper, oil, brass, to name a few) and the 
welfare of almost every community. To illustrate the widespread effect of 
railway purchases, consider these purchase figures for the latest year ayail- 
able, 1956: 

More than $613 million for iron and steel products ; 

Almost $155 million for forest products (ties and timber) ; 

More than $63 million for electrical supplies ; 

More than $48,500,000 for paint, chemicals, glass ; 

Almost $22,500,000 for rock and other ballast materials; 

More than $35 million for food and commissary supplies ; 

About $35,300,000 for stationery and printing ; 

Almost $12 million for rubber and leather goods ; 

More than $11 million for nails and hardware; and, 

Almost $477 million for fuel (mainly coal and oil). 

Yet this is only part of the story. The purchases made indirectly for the 
railroads by the suppliers (when they have railroad orders to work on) are also 
vitally important to the national welfare. For instance: 

One manufacturer of freight and passenger cars does business with approxi- 
mately 1,000 subsuppliers to whom payments of $1,000 or more are made annually. 
One hundred and fifty of these subsuppliers regularly receive more than $50,000 
each year. 

In a year, a large diesel locomotive builder will do business with approximately 
10,000 subsuppliers, 2,000 of these on a regularly scheduled basis, and 350 of 
which are designated as major suppliers. 

Another important manufacturer of railway materials annually spends ap- 
proximately $25,500,000 for 30,000 different items (60,000 different items over 
a 5-year period) from 8,448 companies located in 958 cities and 38 States. 

It would be laboring an obvious point to dwell longer on the importance of 
railway purchases, direct and indirect, on the national economy, but there is one 
more relevant fact that seems to get lost in most of these hearings and discussions. 
It is this: 

When carloadings drop, the railroads trim their purchases first and then, as @ 
last resort, lay off a part of their labor force, particularly men in the maintenance- 
of-way and shop departments where work can be deferred. When railway. pur- 
chases are curtailed because of falling traffic and inadequate earnings, we sup 
pliers must also stop our purchases immediately and shut down part or all of 
our plants with resulting unemployment, while we still watch the trains go by. 
Let me illustrate what happens by a reference to my own company. 

In 1954 railway traffic, measured by carloadings, was off 11.2 percent. Railway 
earnings were off 20 percent from the preceding year. Railway expenditures for 
materials, supplies, additions, and improvements were cut 29 percent in 1954. 
The railway labor force was reduced by 11 percent. 
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_ In 1964, the railway sales of my company were off approximately 50 percent 
from the average of the 2 preceding years. Our purchases were cut 42 percent. 
And our labor force had to be trimmed at times as much as 70 percent. 

Another typical example is that of one of the large specialty manufacturers 
which supplies truck material for freight cars. In midyear of 1953, the com- 
pany employed 3,147 people at its 3 large specialty plants located in Ohio and 
Illinois. By the end of 1954, employment in these plants had fallen to 1,579 
people—a decrease of 49.8 percent. 

In October of 1953, 1 of the leading freight-car manufacturing companies 
employed 8,140 workers in 6 plants, located in 5 States. Fifteen months later, 
at the close of 1954, a period not affected by strikes against this company or its 
major suppliers, its employment had dropped to 3,311, a decrease of more than 59 

nt as compared with the railroads’ payroll drop of 11 percent. 

Multiply these case histories by the hundreds of large and small railway 
supply companies located in every State in the Union and the widespread effect 
on our national economy of inadequate railway earnings should become drama- 
tically clear. What we are considering here therefore is not only the fate 
of one great industry (the railroads) but the economic future of hundreds of 
cities and towns throughout the Nation, the problem of periodic unemployment, 
cyclical loss of local payrolls and all the other adverse effects of a feast-and- 
famine element in the business structure of our economy. 

Before turning to the specific questions to which our attention has been di- 
rected by your committee, I would like to mention one other aspect of the rail- 
way supply industry. Our member companies, in times of emergency, have 
been substantial producers of national-defense materials. It is essential, there- 
fore, that our manufacturing plants be kept in a state of readiness to turn out, 
not only the transportation equipment and supplies so necessary in times of 
emergency, but also those implements of defense for which our production facili- 
ties are ideally suited. This simply cannot be done if railway purchases con- 
tinue to fluctuate as widely as they have done in the past. 

Your committee has suggested three main areas as topics for consideration in 
these hearings. As vitally interested parties to whatever conclusions you may 
reach, may J offer some brief comments on these points. 


MATTERS ON WHICH THE RAILROADS MAY HELP THEMSELVES AT PRESENT WITHOUT 
FURTHER ACTION BY THE CONGRESS OR THE INTERSTATE COMMERCE COMMISSION 


It would be absurd, in our opinion, for anyone to contend that there are 
no ways in which the railroads can help themselves at present without further 
action by the Congress or the Interstate Commerce Commission. It would be 
equally absurd to conclude that the railroads are today just sitting back and 
waiting for legislative and regulatory relief. Tremendous strides have been made 
in recent years to cut costs by technological improvements, to improve services 
and sales methods, and to utilize every available means to balance outgo with 
income. But the sum total of all of these commendable efforts has simply not 
been great enough to do more than slow down the drift toward what your com- 
mittee has called serious trouble from inadequate earnings. 

One year ago, the Railway Progress Institute brought out an economic study 
entitled “Let’s Look Ahead and Stay Ahead—A Ten-Year Projection of Rail- 
road Growth Potential.” It was based on many months of careful study 
under the auspices of one of our member committees and our staff. With 
this study, copies of which I will be glad to furnish your committee if desired, 
we set out to find sound, practical answers to two questions: 

1. Traffiewise, what is the future of rail transportation in this country for 
the next 10 years; and 

2. What should be done about this prospect? 

This is the answer we found: 

“The next 10 years present an unprecedented opportunity for growth and 
progress and profits for the railroads of this country. * * * If they will start 
now to ‘look ahead’ on a continuing, scientific basis * * * and ‘stay ahead’ with 
facilities and services geared to the foreseeable needs of commerce and industry 
and our people.” 

In explanation of this conclusion, we said: 

“What this means, in terms of practical railroading, is— 

“The formalizing and strengthening of the function of economic analysis and 
economic forecasting on both a national and an individual railroad basis; and, 

“The courage and confidence and dynamic action that come from policy- 
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making based on such sound, scientific appraisal of the needs of today and 
tomorrow.” 


The study ended with these words: 

“The key to continued leadership (in transportation) lies in sound financial 
decisions by aggressive, courageous management, assisted by sound economic 
research * * * because no industry today can be sure of moving ahead with- 
pore om enlightened guidance that comes from the proper study of economic 

rends.” 

Obviously we are convinced that the railroads, individually and collectively, 
could do more than they have done in the employment of economic research to 
serve as a guide to policy decisions. By the term “economic research” we mean 
not only broad studies such as the one we made, but also market analysis, 
merchandising studies, opinion surveys and the other new tools of management 
now available to all business. 

More important to the question you have now asked is the reasonable con- 
elusion, that, from such economic research might well come many answers. 
This has been the experience of other regulated industries; it could be the ex- 
perience of the railroads. 

This is not to imply that the railroads have overlooked or ignored such 
a potent tool of management as research (other than technological research). 
Much has been done successfully in this field by individual railroads. But 
the real need is to formalize and to give adequate recognition to this potential 
on a national and a regional scale. 

The admitted self-interest of the institute in sponsoring such an economic 
study as “Let’s look ahead and stay ahead” is to bring about regularized pur- 
chasing by the railroads, based on sound economic forecasting. If this is done, 
it is our conviction that the cost of many things the railroads buy could be 
trimmed considerably if manufacturing production could be scheduled over a 
reasonable period of time. It would also insure that our productive facilities 
would always be prepared to take on national defense work, if, as, and when 
this becomes necessary. 

One illustration of this point lies in the postwar record of freight-car orders. 
In 1947 the railroads ordered from freight-car manufacturers and their own 
shops a total of 120,163 freight cars. Two years after, in 1949, only 6,223 freight 
ears were ordered, but in the following year, 1950, a near record high of 155,732 
freight-car orders were placed. Within 2 years, the situation was again on the 
downward side of the roller coaster with only 34,369 freight cars ordered in 1952, 
and on down to 21,976 such orders in 1954. This was followed by a staggering 
rise to 163,033 freight-car orders in 1955, This is feast and famine with a ven- 
geance. 

As shippers and travelers (and some of our member companies are the largest 
shippers of freight in this country), we believe that there is much room for im- 
provement in rail services, in merchandising procedures, in pricing, and in em- 
ployee morale (as expressed in courtesy). These are not things that can be 
spelled out in detail, but progress in any or all of them could do a great deal to 
create a friendly public attitude toward the railroads and pave the way for an 
active, sympathetic understanding of the problems that will be considered by your 
committee. 

Then, of course, there is the whole broad field of mergers, consolidations, the 
elimination of duplicate facilities and services and the abandonment of unprofit- 
able branch lines, unpatronized trains and costly metropolitan facilities. 

Unfortunately perhaps, almost everything the railroads could do to help them- 
selves either costs money (even economic research to find some of the answers 
costs money) or is prohibited by law or the interpretation of law by the regula- 
tory authorities. So, we must conclude, like the railroads, that lack of freedom 
to operate the railroads as a competitive business, inequalities in public policy 
toward different forms of transportation and inadequate earnings have become 
the major roadblocks to the solution of this important problem. And this is 
the reason we ask your committee to give serious and sympathetic consideration 
to the proposals that have been, or will be, made by spokesmen for the railroads 
in the course of these hearings. 






































































DESIRABLE CHANGES IN ICC POLICY UNDER EXISTING LAW 






It would be difficult, if not impossible, for the railroads, regulated as they are 
in so many respects by the ICC, to come before your committee and advocate 
changes in ICC policy under existing law. It would be equally difficult, we be- 
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lieve, for the ICC to promise any radical change in its regulatory policies, based 
as they must be on an earnest effort to administer the law as the Commissioners 
honestly interpret it. And it is difficult for us, either as an integral part of the 
pusiness of rail transportation or as objective observers to criticize or question 
the ICC’s concept of its responsibilities under existing law or its interpretation 
of these laws. 

What is needed in this area, we think, is a clear directive to the ICC as to 
the present-day intent and purpose of the Congress. If it is intended to preserve 
one form of transport at the expense of a competing form of transport, the law 
should say so. If it is intended that the ICC should attempt by regulation to 
allocate traffic as between the several forms of transport, it should be made 
specific in the law. Or, if it is the desire of the Congress to get the best possible 
transport service at the lowest possible cost for the shipping and traveling public, 
then the law should direct the ICC to obtain for the public the greatest possible 
benefit from the inherent advantages of each form of transport—always, of 
course, without discrimination or undue preference or cutthroat competition. In 
short, the criteria for the ICC’s decisions in rate cases should be spelled out for 
all to understand. 

There is a vast volume of testimony on this subject in the record of the hear- 
ings held by the Subcommittee on Transportation and Communications of the 
House Committee on Interstate and Foreign Commerce in 1956. The Railway 
Progress Institute presented its views in detail in those hearings and if it is of 
interest to your committee, I shall be glad to furnish printed copies of our presen- 
tation, made jointly by Edward O. Boshell, then president and chairman of the 
board of the Westinghouse Air Brake Co., and my predecessor as chairman of 
the institute, and Dr. Dudley F. Pegrum, professor of economics at the University 
of California at Los Angeles. 


NEW LEGISLATION NECESSARY TO INSURE A SOUND RAILROAD INDUSTRY 


It is our understanding that the railroads will present, during the course of 
these hearings, a comprehensive and detailed answer to this question. It would 
be presumptious, therefore, for us to propose or to discuss specific bills designed to 
insure a sound railroad industry as an integral part of the national transporta- 
tion system. However, we do believe sincerely that your committee should recom- 
mend, and the Congress should approve, legislation that will— 

1. Give the railroads freedom to price their services competitively, with 
appropriate safeguards against noncompensatory rates, discrimination, or 
undue preference ; 

2. Provide the railroads with adequate protection from unregulated 
competition ; 

38. Bring about a greater degree of competitive equality as between the 
several forms of transport by the elimination of all forms of subsidy, direct 
or indirect ; 

4. Free the railroads to enter any form of transport providing they can 
obtain the necessary certificates of necessity and convenience; and 

5. Lighten the railroads’ tax burden to release funds for the additions and 
improvements that a growing, dynamic economy will require. 

Conversely we hope that neither your committee nor the Congress will approve 
any legislation that will add to the railroads’ cost of doing business or impose 
additional burdens on them. 

CONCLUSION 


May I, in conclusion, revert to the basic premise of our presentation. 

Your committee and its chairmen are to be congratulated on their foresight and 
their courage in delving now into such a complex subject as the railroad situation. 
We would like to believe that you are not so much concerned with railroads as 
corporate entities as you are with the effect of this situation on the welfare of 
our whole economy and our potential for national defense. If this is true, the 
railroads and we, their suppliers, come before you, not alone as special pleaders; 
not alone as supplicants for help, but also as loyal Americans devoted to the ideal 
of a free, competitive system and looking far beyond our own interests to the 
greater good of our people and the preservation of our Nation in a world dark 
with the threat of nuclear warfare. 


Mr, Wix1aMs. In my statement I endeavored to point out that 
there is an aspect of the present railroad situation which reaches far 
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beyond the fate of the railroads, or even of the transportation sys- 

temasa whole. I shall not repeat any part of my written presentation, 

but I would like to illustrate this important point in terms of current 
‘business conditions. 

During the past 10 years the railways spent an average of almost $3 
billion a year for materials, supplies, fuel, additions, and better- 
ments. They purchased this huge volume of manufactured and pro- 
cessed products from railway supply plants located in every State 
and in almost every industrial community in the Nation. 

These purchases provided employment and payrolls for hundreds 
of thousands of workers. In many cases they are the economic life 
blood of the cities and of the towns. 

In total, this is a significant segment of our overall national economy, 
And anything which affects it adversely is certainly worthy of serious 
consideration by your committee and the Congress. 

Senator Smatuers. Mr. Williams, let me ask you a question right 
there. You say that having made $3 billion worth of purchases a year 
that obviously they provide much employment and a great payroll. 
Do you have any estimation of what the payroll would be that the 
railroads would be responsible for ? 

Mr. Wiu1aMs. Senator, we know that the direct railroad employ- 
ment is approximately 1 million workers. There are no figures avail- 
able from any public sources as to the total employment of the railway 
supply and equipment industry. We estimate that it is something over 
a’ million workers. 

Senator Lauscue. I feel impelled to point this out, however, that 
to the extent that the railroads are unable to give employment, the 
competitors which pick up the business do give it. 

Isn’t that a fact ? 

Mr. Wiuu1ams. You are speaking of the railroad situation and 
transportation as a whole? 

.. Senator Lauscuer. Yes. 

Mr. Wriu1aMs. I would assume that is true in some measure. 

Senator Lauscue. It just doesn’t follow that the extent to which 
the railroads fail to give employment because of these adverse condi- 
tions which they have to meet, that those people who lose their jobs 
lose them permanently in the transportation business. 

Mr. Wriu1ams. I can’t speak for the transportation business. I 
can speak for our own experience in our own plants and factories. 

When railroad earnings are inadequate and purchases are curtailed, 
and it is necessary for us to lay off workmen in our plants, they do not 
seem to readily get other employment because when we call them back, 
weeks, months, or many months later, they come back to work. Ap- 

arently they haven’t had employment or satisfactory employment 
in the meantime. 

Senator Smatuers. Mr. Williams, when an engineer is laid off, 
when he has been on the railroad for 30 years, who usually reemploys 
that man? Anybody? 

When a fireman, who has given his life to the railroad business is 
laid off, is he usually reemployed by some industry ? 

Mr. Wuu1aMs. I can’t say, sir. 

_ Senator Smatuers. Mr. Williams, when people stop using freight 
cars and turn to trucks, how much steel is there in a truck as com- 
pared to the steel in a freight car ? 
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Mr. Wutuiams. Probably in a freight car I would say 18 to 20 tons 
of steel per car. . 

Senator Smaruers. Wouldn’t you agree, actually, that when unem- 
ployment results in the railway industry, that while it may be that 
the transportation, the actual movement of goods from one point to 
another point, while it would be taken care of by other forms of trans- 
portation, that that does not necessarily mean that there is as much 
oil burned; it does not necessarily mean that even a portion of the 

ple who are unemployed by reason of the railroads going out of 
Ti tnces are suddenly reemployed. 

I think the statistics would agree to the contrary, and I think you 
would agree that insofar as the purchases which the railroads ordi- 
narily make, when they stop making those purchases that the business 

ple who sell don’t usually find that some other industry comes right 
in and takes that which they have been selling to the railroads? 

Mr. Witu1aMs. That is right, sir. That is certainly our experience. 

Senator Smatuers. Senator Lausche? 

Senator Lauscue. I do think those observations are sound, but the 
point I was trying to make is that it doesn’t automatically follow that 
all people who are laid off because of a recession in the railroads’ busi- 
ness on account of competition by other carriers, are out of work. 
Many inequities and injustices occur. It isa problem. 

Senator SmaruHers. I would agree, Senator Lausche. I know you 
and I won’t get into any debate here about it. But where you have 
men who are ordinarily, we will say, common laborers, with a partic- 
ular type of work which will enable them to fill in some place else, yes, 
they move from one job to another. But where we have men in special- 
ized work, such as most of these railroad people are, I would venture 
od they have some difficulty finding quick reemployment for them- 
selves. 

In many instances, in fact to my own knowledge, I know of many 
who have not been able to find any employment at all. 

Senator Lauscue. I think tragic situations arise when a man has 
been in a job for 18 or 20 years and suddenly finds himself out in the 
cold and has to readjust himself. I shudder at the thought that I 
would be in that position. 

Mr. Wiriuiams. According to the latest issue of the Department of 
Commerce Survey of Manufacturers, which was released last June, 
during 1955 the manufacturers of railroad locomotives and cars alone 
purchased more than $625 million worth of materials from their sup- 
pliers, and paid almost $265 millions in wages to 52,792 workers. 

_ Senator Smaruers. Mr. Williams, right there, the goods which 
they purchased were things which were peculiar to railroads: is that 
not a fact ¢ 

Mr. Wituiams. Those figures, Senator, referred to locomotives and 
railway cars: the figures that I just cited. 

Senator Smaruers. And I presume they don’t lend themselves easily 
to being used in some other particular type of business ? 

Mr. Witttams. No, sir. These impressive figures do not include 
other important parts of the railway supply industry, the manufac- 
turers of rail, signals, ties, chemicals, electronic devices, and the thou- 
sands of other things that are bought in volume by the railroads. ‘To 
give you some further idea of the variety and size of the purchases 
made annually by the railroads-——— 
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Senator Smatuers. Let me ask you a question right there. You 
mentioned electronic devices that are used by railroads. Do you know 
of any other medium of transportation which could easily use that 
electronic system which is set up for the use of railroads? Could 
that be quickly converted for use in airplane travel ? 

Mr. WruiaMs. I hardly think so. 

Senator Smatuers. You don’t know of any trucklines, do you, that 
are using any electronic safety devices on the highways? 

Mr. Wittiams. I think the cities and towns provide traffic lights. 

Senator Smatuers. But not the type of electronic devices that we 
are talking about here in the railroads. 

Mr. Wixti1ams. No, sir; I know of none. 

Senator Smaruers. So that, when the railroads don’t buy that par- 
ticular type of equipment, do the manufacturers quickly find a ready 
market for that kind of material ? 

Mr. Wru14Ms. No, sir. To complete the picture of railroad pur- 
chases during 1955, it is necessary to add to the total of $1,883,- 
884,000, which was spent for fuel, materials, and supplies; you must 
add to that their capital expenditures for new and rebuilt locomotives 
and cars, for track, yards, shops, signal equipment, and other addi- 
tions and betterments totaling $1,231 million. So the grand total of 
purchases in 1956 amounted to $3,114,898,000. 

This was purchasing materials and supplies at the rate of more 
than $814 million per day. Obviously, such a volume and variety 
of purchases are not confined to a few cities or to a few sections of 
the country. They are made everywhere, and they affect the economy 
of every State in the Nation, because the manufacturers of railway 
supplies must, in turn, purchase their raw materials, semifinished 
materials, and component parts from other manufacturers. Un- 
fortunately, as I stated before, there are no reliable statistics, Govern- 
ment or private, on total employment in the railway supply and equip- 
ment industry. 

But we, as manufacturers, know that it takes manpower, and lots 
of it, to produce $2 billion or $3 billion worth of material and supplies 
each year. We do know that the railways employ about a million 
people to operate and maintain their lines, as I stated before, and we 
feel certain that at least a million more workers are engaged, directly 
or indirectly, in supplying the railroads with the things that they need 
and use. 

The security of these 2 million wage earners is dependent, to 4 
large degree, on the remedial action you take as a result of these 
hearings. What is involved here, therefore, is not only the fate of 
some impersonal economic entities known as the railroads, but, even 
more important, the welfare of people, workers in the communities 
throughout the country. 

Senator Smarners. In other words, more than just the railroad 
employees themselves, but these suppliers and their employees. 

Mr. Wixu1ams. Who are more seriously affected than the railway 
employees themselves. For the past week you have listened to many 
of the Nation’s top railway executives. 

Senator Swaruers. I would have to disagree with that last state- 
ment; that they are more seriously affected than the railway employees 
themselves. When a man is.out of a job, I presume it can be just as 
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distasteful to a man who works for the railroad as to a man who works 





: for the supplier. : : 
t Mr. Wiut1aMs. I will develop later that they are out of jobs in 
d greater numbers, sir. 
Senator Smaruers. I see. Excuse me. 
‘Mr. WititaMs. For the past week you have listened to many of the 
t Nation’s top railway executives. They have, without exception, 
painted a disturbing picture of the deteriorating railway situation, 
‘ to borrow a phrase from your committee’s announcement. If this situ- 
e ation does not improve, if your committee and the Congress do not 
come forward quickly with a remedial measure to insure its improve- 
ment, the railroads will have no alternative but to cut their purchases 
pi to the bone. 
ly We have heard statements, many statements, here, of how purchases 
are being deferred. Many hoped-for additions and improvements 
‘ will have to be deferred, and maintenance and repair work will be de- 
" ferred to the limit which safety will permit. — vat 
ie As you have heard from the railway witnesses this week, this is 
on happening right now. We have already had a sharp drop in purchase 
‘i orders, and, perhaps, we face even cancellations or postponement of 
of orders that we now have on the books. The effect on the overall 
economy of our country is bound to be immediate and great. In my 
re written statement, I gave some typical case histories of the unemploy- 
ty ment that resulted from the curtailed railway purchases in 1954. 
of Senator Smaruers. I would appreciate it if you could give us one 
ay of those illustrations. 
ay Mr. Wiut1aMs. At that time, in 1954, railroad carloadings and 
ad railroad employment were off about 11 percent. My company’s labor 
re force had to be cut, at times, as much as 70 percent as a result of that. 
m- Another supply company cut its force by 50 percent. Still another, 
P- operating plants in 5 States, had to lay off about 59 percent of their 
workers. This is happening again. 
ots In other words, the point is this: The railroad reduces its employ- 
Sag ment 10 percent; they cut their purchases to the extent that our em- 
on ployment, secondary effect, is off as much as 70 percent. j 
we This could grow much worse, according to what we have heard in 
tly these hearings. aiiae ; ; 
od Here, then, is the fuel for a nationwide slowdown; inadequate rail- 
way earnings, reduced railway purchases, and widespread unemploy- 
ment. 
ag Senator Smaruers. Mr. Williams, when you were forced to lay off 
of 50 percent of your people because of the layoff of 10 percent of the 
oa railway industry, why didn’t you move into some other business? 
08 a. didn’t you suddenly transfer your business over to something 
else ? 
vad Mr. Witr1ams. Well, after you have been in the business for 33 
years, in the railway-equipment business—we have other business in- 
vay terests; I do not wish to say that we stand alone in just railway equip- 
.ny ment; we are in other businesses, as are many of the companies that 
are members of this Institute 
ate. Senator Smaruers. Do you know of businesses, supply businesses, 
ne that have machinery which is so set up that it could be used only for 


the specific purpose of supplying railroads? 
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Mr. Witu1ams. We have a substantial amount of such machinery 
ourselves, Senator. 

Senator Smatuers. And, if you don’t sell to the railroads, then that 
particular piece of machinery might as well be scrapped. 

Mr. Wiiu1aMs. That segment is useless. 

Senator Smaruers. Has it been your experience that most of the 
suppliers who suffer when the railroads cut down their employment 
and their purchases, that they go into other businesses, or do the 
suffer 4 or 5 years until they are finally forced into some other busi- 
ness ? 

Mr. Wiiu1ams. They suffer through the downswing and get by 
someway or other until the next. It is a highly cyclical business. 

= Smatuers. And we are in the downward cycle, obviously, 
now 

Mr. Wiu1aMs. It is a downward trend of serious proportions. 

Senator Smaruers. Is it the kind of downward cycle that feeds 
itself, that. gets ever more vicious, that the waves started we will say 
when the first pebble was dropped, and that the waves get larger and 
begin to wash farther and wider and continue to extend its baleful 
influences ? 

Mr. Wiiu1aMs. I think that that well describes it, yes. As you ap- 
proach total shutdown it couldn’t get much worse. I have documented 
this interdependence of railroads, railway suppliers and the national 
welfare in my written statement and I shall not belabor that obvious 

oint. However, I must again express my sincere belief that it is 

ndamental to sound decisions by your committee and the Congress 
to approach this problem not alone from the standpoint of helping 
the railroads but more important, from the standpoint of what is best 
for our whole economy. 

Tf railroad earnings continue to be inadequate, due primarily to 
legislative and regulatory handicaps, the adverse effects of this in- 
adequacy will fan through our Nation’s business structure like a 
prairie fire. We will have rail transport less efficient, less economical, 
and less adequate than it could be. And we will have many sup- 
plier’s plants shut down or on part-time for lack of orders, affecting 
the prosperity of communities throughout the country. 

The deterioration of the railroad situation could spread like dry rot 
into the deterioration of transportation, and then, inevitably, into the 
whole economy. And I am sure that it is needless to point out here 
what that might mean in terms of national defense. 

In my written statement I expressed the hope that your committee 
would recommend, and that the Congress would approve, legislation 
that should go far toward improving the present and future situation 
of the railroads. Since then we have had an opportunity to discuss 
the specific proposals made here by the representatives of the rail- 
road industry. And I would like to register now the supply and equip- 
ment industry’s hearty approval of the railroads’ plea for: 

Freedom to price their services competitively ; 

Protection from unregulated competition ; 

Clarification of the agriculutral commodity exemption clause of the 
Interstate Commerce Act ; 

Giving the Interstate Commerce Commission authority over the 
discontinuance of unprofitable passenger trains and the consolidation 
of unneeded stations and agencies; 
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The right to diversify railroad transportation services; 

Abolition of the Federal excise taxes on freight and passenger 
charges; 

oo revisions, designed to stimulate investment in new facilities; 
an 

Freedom from the constant threat of unnecessary make-work legis- 
lation. 

If, as, and when specific bills are introduced to implement this 
remedial program, we will probably ask to be heard, because any one 
or all of these proposals will affect the suppliers to the railroads as well 
as they affect the railroads themselves. 

The credo of the Railway Progress Institute, which accompanied 
by statement, said in part: 

The railroads can prosper only if they are permitted to manage their own 
affairs in accord with the American tradition, and to compete on an equal 
footing with other forms of transportation. 

We believe that the proposals made by the railroad representatives 
who have appeared here are in full accord with this creed. Specifically, 
we believe that they will go a long way toward permitting the railroads 
to manage their own affairs in accord with the American tradition and 
to compete on an equal footing with other forms of transportation. 

Again I want to congratulate your committee and its members on 
your foresight and courage in tackling this complex and difficult 
problem. 

Senator Smatuers. Are there any questions? Senator Lausche? 

Senator Lauscue. No, sir. 

Senator Smaruers. Senator Schoeppel is not here, nor Senator 
Bricker. They have both expressed their regrets. 

First, let me thank you, Mr. Williams, for your statement. 

Mr. Wou1aMs. Thank you, sir. 

Senator Smaruers. I want to make the statement of Mr. Ben W. 
Heineman, chairman of the Chicago & North Western Railway Co., 
a part of the record. 

Also, a statement from Mr. Richardson Dilworth, mayor of the city 
of Philadelphia. 

(The documents referred to follow :) 


STATEMENT OF BEN W. HEINEMAN, CHAIRMAN, CHICAGO NORTH WESTERN 
Rattway Co. 


My name is Ben W. Heineman. I am chairman of the Chicago & North 
Western Railway Co., with general offices in Chicago, Ill. 

The North Western is a trunkline carrier operating approximately 9,500 
miles of railroad in 9 Midwestern States. It has a high proportion of through 
passenger and suburban business, and has a relatively short haul for its freight, 
Although it is a western railroad, in these respects it shares many of the 
problems of the eastern carriers. 

Let me start my testimony by saying that I am familiar with and endorse the 
various legislative proposals made by Mr. Daniel P, Loomis, president of the 
Association of American Railroads. If enacted into law, they will serve to 
ameliorate some of the more obvious discriminations and disadvantages to which 
railroads have been subjected in recent years. These proposals are important, 
and I hope that the committee will recommend and the Congress adopt them. 
I will not repeat or duplicate what Mr. Loomis has said, even though I do en- 
dorse it. 


21278—58—pt. 1—_—-46 
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It is, I am sure, unnecessary to point out to this committee the acute illness 
that has been afflicting the railroads, and how critical that illness is rapidly 
becoming. The very calling of these hearings for the purpose of looking into 
the deteriorating railroad situation is a recognition of a fact that has long been 
obvious. 

There are many criteria available to demonstrate the critical nature of this 
illness. Low rate of return; decline in working capital; decline in corporate 
income after taxes; increasing talk in responsible circles of governmental 
subsidy ; difficulty or impossibility of competing for capital funds from external 
sources—all of these and many more are relevant and readily available to this 
committee. 

To me, however, the most significant single indicator is that while the rail- 
roads’ proportion of total available commercial traffic has been steadily shrink- 
ing, our rates—the prices that we charge for our services—have been steadily 
increasing. 

It is the relationship of these two vital factors that has set the stage for the 
dangerous and precarious situation in which the railroads are today. For the 
loss of markets, accompanied by steadily rising prices, are the historic trade- 
marks of a dying company or industry. 

In the period from 1946 to 1956, the proportion of intercity revenue freight 
carried by the railroads has deteriorated from about 65 percent of the total to 
about 48 percent, while freight-rate increases in the same period totaled 97.5 
percent. In that period, railroads’ share of passenger traffic dropped from 59 
percent of the total to 34.9 percent of the total. 

In the year 1957, there can be little doubt but that the railroads’ share of 
both freight and passenger markets decreased still further. 

In my opinion, all else is a consequence of these relationships. This is the 
illness that must be diagnosed ; this is the illness for which strong medicine must 
be prescribed. 

It is to these two problems—crucial, in my opinion, to this committee’s in- 
quiry and to the future of the railroads—that I intend to devote the balance of 
this statement. 

The cause for the deficit from through passenger operations is so well under- 
stood as to require almost no explanation. Here the competitor is not the bus 
nor the airplane. It is, of course, the private automobile. The vast road pro- 
grams of the State and Federal Governments, combined with the convenience and 
speed of the private automobile, have destroyed the through passenger business. 

I, for one, would not turn the clock backward, even if I could. 

But here, the crucial thing for this committee to understand is that in the case 
of the North Western Railroad, our passenger losses in recent years have absorbed 
more than 75 percent of our net railway operating income from freight service. 
In the case of the North Western, our net railway operating loss from passenger 
operations is approximately $22 million annually. 

Such losses, primarily from through passenger operations, have an incredibly 
adverse effect on the capacity of the North Western to provide needed suburban 
and freight service. Experience in recent years has established that improved 
through passenger equipment, merchandising of the service and rate concessions 
are incapable of retaining through passenger patronage. This market has dis- 
appeared. It has been destroyed for the railroads and captured by the private 
automobile as effectively as the automobile destroyed the buggy-whip and wagon- 
building industries. If it were not for the subsidy provided by carload freight 
service, railroad passenger service would have long since disappeared, just as has 
the electric-interurban railroad. 

This is not to say that every through passenger train is today a loser, nor that 
through passenger service should be eliminated in its entirety. What I am saying 
is that the railroads in general, and the North Western Railroad in particular, 
are providing far too much through passenger service—far more than is required 
or for which there is any economic need, and far more than the North Western 
Railroad, at least, is able to provide and still fulfill its obligations to its suburban 
passengers and to the carload shipper. 

Through passenger deficits of the type that we are suffering prevent us from 
repairing, rebuilding or purchasing new rolling stock; they prevent us from 
rebuilding our rights of way; from installing modern centralized traffic control— 
in short, from making many of the capital expenditures which prudent man- 
agement requires in order to broaden and enhance those services that we are 
capable of performing better than any one else. The day is over when such 
losses as ours may be passed on by raising freight rates. The transportation 
industry is far too competitive for any such solution. 
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You will have noticed that I have made a distinction between suburban and 
through passenger service. In the case of the North Western, there is an ex- 
panding suburban market of high density. This is an important difference be- 
tween our suburban and through passenger traffic. The suburban problem is, 
of course, that the density is concentrated in 2 brief peak periods 5 days a week. 
Social and economic changes have accentuated these peak movements by sub- 
stantially eliminating noncommutation or occasional travel. Increasing use 
is being made of the family car for travel in leisure hours. Suburban shopping 
centers have lessened the use of suburban trains for off-peak shopping purposes. 
Television, by profoundly altering the entertainment habits of many American 
families, has resulted in a marked decrease in the use of off-peak suburban trains 
for trips into the city for entertainment purposes. 

Plainly, a service marked by sharp peaks of demand requires the concentration 
of far more equipment and the investment of far greater funds than would be 
required for a more constant demand. Nevertheless, we at the North Western 
believe that with the support of an enlightened public opinion and an enlightened 
State regulatory commission, we muy be able to work such changes in our service, 
ticketing methods, and rate structure, as to provide improved service to our 
long-distance commuters who genuinely require it, at lower rates than would 
otherwise be necessary, while converting a substantial loss to a small return 
on our investment. We would like to see whether this is a genuine possibility. 

I hasten to add that I am speaking here only of the Chicago & North Western 
Railway. I have no opinion with reference to the suburban problems of other 
railroads, with which I am not familiar. 

The problems, however, that I particularly wish to discuss are those relating to 
the loss of markets and constantly rising rates for our freight service. It is 
the railroad freight service that is the backbone of the transportation system of 
the United States. It is the railroad freight service that must be preserved. 
It is upon the railroad freight service that the railroads themselves must depend. 

I am convinced, as I have already pointed out, that the‘ real vice in the rail- 
roads’ situation is the steady reduction of the railroads’ proportion of an ever- 
increasing market, at the same time that the railroads are charging constantly 
increasing prices for their service. 

Now, if this loss of competitive business were due to the railroads’ inherent 
inefficiency relative to other modes of transportation, there would be very little 
for any of us to say or do about it. The public would be gaining by the gradual 
elimination of the more inefficient, and hence the more expensive, mode of trans- 
portation; in due course the other modes would reign supreme. 

But the contrary is, of course, the case. The railroads are inherently the most 
efficient form of mass-freight transportation yet known. Their inherent superior- 
ity stems from the fundamental economy of a steel wheel turning on a steel rail; 
from the railroads’ power to multiply load at a sharply decreasing cost per unit; 
and from the vast superiority of a railroad right-of-way over the most expensive 
of superhighways as a volume carrier of goods. 

This steady erosion of the railroads’ competitive position in the face of greater 
inherent efficiency is, therefore, plainly not in the public interest. It represents a 
sift from the inherently more efficient to the less efficient; from the inherently 
cheaper to the inherently more expensive forms of transportation. , 

The fundamental reason for this loss of competitive position is clear, or so it 
seems to me. Railroads’ freight rates, in general, are substantially higher than 
railroads’ inherent efficiency would require. Many of such rates are paper only; 
that is, no traffic moves under them. Railroads have steadily priced themselves 
out of their markets, and under the protective shield of higher and higher rates, 
less efficiency forms of transportation are flourishing at the railroads’ expense. 
Substantially everyone in the United States is the loser. 

It is an interesting exercise, for example, to recast 1956 freight revenues of 
class I railroads by assuming that railroads had carried in 1956 their 1950 pro- 
portion of intercity freight ton miles at 1950 rates. 

The one exhibit that I am attaching indicates what such results would have 
been. If we had charged no more in 1956 than we did in 1950, and in 1956 had 
moved the same proportion of total revenue ton-miles that we did in 1950, the 
estimated class I railroad freight revenues in 1956—instead of being the $8,951 
million that they actually were, would have been $9,834 million, or an increase of 
$883 million. 

Because of the inherent characteristic of railroads of multiplving load at a 
sharply decreasing cost per unit, the return to railroads on this incremental 
revenue would have been very substantial. 
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Railroads’ rates, in my opinion, are substantially higher than they need or 
should be because of governmentally imposed restrictions on pricing, and be- 
cause of compelled waste. When to these factors is added the effect of an in- 
equitable, transportation tax, the results are disastrous. 

Our pricing systems are, in general, imposed on us from the outside. They 
do not give effect to the existence of a highly competitive transportation system, 
Railroads, in general, are precluded from passing their volume low-cost advan- 
tage on to the shipper by providing quantity rates unless directly competitively 
compelled. And even then, unlike our neighbors in Canada, and unlike almost 
any other business in the United States, we are precluded from providing a 
quantity rate for a guaranteed tonnage, or a guaranteed proportion of a ship- 
per’s tonnage. The single carload—the most expensive unit to handle—-still is 
the basis for the railroads’ price structure. 

It is no wonder to me that inherently less efficient forms of transportation ob- 
tain our business when we are unable to pass on to our shippers through our pric- 
ing system a portion of the savings that quantity shipments, combined with our 
volume efficiency, make possible. 

Moreover, and wholly apart from the problem of quantity rates, we are pre- 
cluded by the Interstate Commerce Commission from setting rates that would 
benefit the shippers and attract their business if those rates would upset an 
assumed competitive balance between the railroads and a competing form of 
transportation. This assumed competitive balance is nonexistent, as is clearly 
shown by the steadily decreasing proportion of revenue tonnage carried by rail. 
Moreover, what such a regulatory practice means is that regardless of the rela- 
tive efficiency of the railroad as against other forms of transportation, the 
relatively less efficient limits the rate reductions that may be made by the more 
efficient. 

The Interstate Commerce Commission, in disallowing such a proposed rate, 
says that it is “lower than necessary to meet competition.” I say that the rail- 
roads, like any other competitive industry, are entitled “to make,” not merely 
“to meet,” the competition. 

Each mode has certain competitive advantages. Trucks may frequently 
enjoy an advantage in faster or more flexible service. The railroads may enjoy 
an advantage in being able to pass on a lower rate due to superior efficiency 
on a volume basis. While the trucks‘ alleged competitive advantage of greater 
speed and flexibility is not limited by the Interstate Commerce Commission in the 
interest of maintaining “competitive balance,” the railroads are precluded from 
exploiting their competitive cost advantage where it exists. 

I say, let each mode freely exploit the particular competitive advantage that 
it enjoys. Each mode will then find its proper place in the economy. Some 
shippers may prefer faster or more flexible truck service at higher rates. Others 
will undoubtedly prefer to use railway service at lower carload or quantity 
carload rates. 

A second reason that railroads’ rates are substantially higher, in my opinion, 
than they should be, is because the railroad industry is a victim of compelled 
waste. 

Matters that in any other competitive industry are for the determination of 
management, based on overall considerations of sound economics and service, are, 
in the railgoad industry, matters for public hearing and debate, political pres- 
sure upon the regulatory commissions involved, and interminable delay, with 
little guaranty that a sound result will obtain. 

At this minute, I hold before me a notice from one of the regulatory agencies 
in one of the States we serve announcing an investigation “on its own motion” 
of the closing by this railroad of a small facility involving a handful of men. 
The facility was closed because management believed it to be in the interests of 
improved efficiency. A public hearing is now set in the particular community 
involved. The notice on its face discloses that copies were sent to a half a dozen 
or so representatives of labor, to various State representatives, and to the city 
officials. Contrast this procedure with the freedom of any other business to 
close an entire plant. In this same State, at this same time, one of our impor- 
tant shippers is moving a substantial part of its operations to another State. 
Management made this determination for reasons of efficiency. No Government 
agency could or should question that decision. 

The North Western Railroad, in common with many railroads, has many 
one-man stations, laid out near together, usually in relatively small towns or 
villages. In some of them, the agents work as little as 5 or 10 minutes for each 
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day for which paid. Wages paid per hour actually worked, as contrasted to hours 
actually on duty, in one State run as high as $161 an hour. Although this is 
an overall company problem, and although our railroad serves nine States, every 
effort to make the obvious management decision of consolidating these stations 
results in extended public hearings, bitter opposition actively led by some of the 
railroad brotherhoods, and intense political pressure, all conducted under the 
provisions of nine conflicting sets of State laws, administered by nine different 
State agencies. 

The railroad brotherhoods, for example, use the collective bargaining process 
to obtain the maximum possible compensation and other benefits. This I strongly 
believe in. But when railroads seek to eliminate a wasteful or useless service or 
facility in order to operate more efficiently so as to pay such increases, the 
brotherhoods leave the collective bargaining table and use their political power 
at the local level to obstruct and prevent every such move. At the same time, 
the railroad brotherhoods utilize their political power to obtain the passage 
of restrictive laws for the purpose of adding or retaining unnecessary and 
unproductive jobs. 

And innumerable make-work provisions in agreements with certain of the 
brotherhoods compel inefficiency and reduced productivity. Whether these had 
any justifications under the conditions of an earlier day is not for me to say. 
But under today’s competitive situation, such make-work provisions are directly 
contrary to the best interests of railroad labor itself by adding measurably to the 
inability of railroads to charge realistic and competitive prices. 

Thus, while the responsibility remains firmly imposed upon the management 
of railroads, actual power and authority have become so separated from re- 
sponsibility, and so diffused through crippling and inconsistent laws, regulatory 
agencies and local pressures, as to hamstring managements’ initiative, resource- 
fulness and efficiency, and to cripple its capacity to meet ever-increasing com- 
petition. The result is compelled waste. 

The consequences are the dissipation of a great natural resource—cheap vol- 
ume transportation. The losers are, in the first instance of course, the carload 
shipper, but ultimately, everyone in the United States, including railroad labor, 
the consumer, the farmer, the manufacturer, and the taxpayer. 


CONCLUSION 


The continued reduction of the railroads’ proportion of the total freight mar- 
ket, combined with constantly increasing rates, will be fatal, unless halted, 
to the railroad industry. The vicious circle of loss of markets, higher rates, 
still further loss of markets, still higher rates, can be stopped only by provid- 
ing the railroads with far greater freedom to price competitively and to price 
for quantity, thereby reflecting the railroads’ inherent efficiency. 

But even this will be insufficient unless railroad managements are also enabled 
to eliminate compelled waste by being authorized and encouraged to operate 
the railroads as efficiently as they know how through the elimination of un- 
necessary service and facilities. 

Congress should, therefore, in my opinion: 

1. Authorize rate fixing without regard to its impact upon other modes of 
transportation so long as it is compensatory on an incremental basis, and non- 
discriminatory as between shippers. 

2. Authorize quantity rates where justified by savings in cost to the railroad, 
and authorize rate agreements with shippers for lower rates, where justified by 
savings in cost, in return for guaranteed quantities of tonnage or guaranteed 
proportions of the shipper’s total volume. 

3. Express it to be the transportation policy of the United States that rail- 
roads are to be operated as efficiently as possible, and that the elimination of 
unnecessary and uneconomic services and facilities (other than passenger serv- 
ice) is in the public interest. 

4. Provide some equitable treatment of railroads if they are to be required 
to continue to provide unecenomic passenger service, or authorize them to dis- 
continue it. 

5. Adopt the proposals embodied in the statement of Mr. Daniel P. Loomis, 
president of the Association of American Railroads. 

Thank you for giving me the opportunity to make this statement. 
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Exuisir 1.—Estimated effect on 1956 freight revenues of class I railroads if 1950 
average revenue per ton-mile and 1950 railroad percent of intercity freight ton- 
miles were applied to available 1956 intercity freight ton-miles 


1956 


Increase or 
Adjusted | (decresse) 
assuming adjusted 

Actual 1950 railroad | 1956 over 
proportion | actual 1956 
and revenue 

per freight 
ton-mile 


Intercity freight-ton miles including mail and 


express (in millions) | 11,062, 637 1, 332, 515 
Railroads’ proportion of intercity freight ton- | 
miles (percent) | 56.2 49.2 


Railroad intercity freight ton-miles including 
mail and express (in millions) | 2 596, 940 655, 900 
Less mail and express | 28, 362 8, 924 





| 588, 578 646, 976 
Average revenue per freight ton-mile (cents). - _| 21.329 1. 384 
Railroad freight revenue (in millions) 2 $7,817 $8, 951 


1 Source: Interstate Commerce Commission; Office of Chief of Engineers, U. 8. Army; Bureau of Railway 
Economics, AAR. 


2 Source: Annual report of the Interstate Commerce Commission. 


CITY oF PHILADELPHIA, Pa., 
January 9, 1958. 
Hon. GrEorGeE A. SMATHERS, 
United States Senate, 
Washington, D. C. 


Deak SENATOR SMATHERS: Attached is a statement which I would like to 
have put into the record of the hearings of your committee on the subject of 
urban transportation. 

I would be glad to appear in person on behalf of the city of Philadelphia 
and other great cities which are beset with rail transit problems if my schedule 
permits me to do so, and once we know when you will open your hearings to 
other than the railroads. As chairman of the metropolitan areas committee 
of the American Municipal Association, I can speak for other cities as well as my 
own on this problem. I am also a member of the executive committee of AMA. 

Should you wish to hear from a representative of our cities and it is not 
possible for me to appear in person, I will arrange for a spokesman who will 
be able to present similar views. 

Sincerely, 
RICHARD DILWORTH. 


STATEMENT OF RICHARD DILWORTH, MAYOR OF PHILADELPHIA, AND CHAIRMAN, 
METROPOLITAN AREAS COMMITTEE, AMERICAN MUNICIPAL ASSOCIATION 


I am Richard Dilworth, mayor of Philadelphia. I speak on behalf ef Phila- 
delphia and the other great cities which are members of the American Mu- 
nicipal Association, as chairman of its metropolitan areas committee. 

I am well aware that the problems facing the railroads are enormous. Our 
concern is with but a few phases of these problems. But these are areas of 
common concern in which we and the railroads together must seek solutions. 
These solutions may require some new looks at existing legislation and perhaps 
some new approaches to long-established policies and accounting techniques 
of the Interstate Commerce Commission. 

Today, I wish to bring before your distinguished committee just one aspect 
of the railroad situation—the commuter rail lines that serve the business centers 
of our major cities; such as Boston, New York, Philadelphia, Chicago, and 
San Francisco. The railroads made it possible, in the first place, for our large 
cities to develop as they did and to take advantage of good suburban living 
space. The commuter railroads still provide the most efficient means of bring- 
ing large numbers of people downtown to work. They must be kept in opera- 
tion ; if not we shall have to face enormous outlays for the highway and parking 
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facilities which would be required to replace railroad service. Or else the cities 
themselves will go into serious decline. 

More and more citizens are moving to new suburbs where the densities are 
too low to permit adequate mass transportation, and this, plus the convenience 
of the automobile (at least at the beginning of the trip), has stimulated auto- 
mobile use to the extent that city streets are vastly overcrowded and it is in- 
creasingly difficult for private and public transportation to move. While transit 
vehicles operate at slower and slower speeds, there is an even greater use of 
automobiles. At the same time, the transit industry has not proved to be an 
attractive place for investing the additional capital which would be required 
for an adequate high-speed transit plant capable of coping with problems of 
the great cities today. 

In Philadelphia, we believe that all types of transportation within our metro- 
politan region must be welded together into a single system of transportation. 
It is folly to continue to spend vast sums out of general tax funds for city 
streets which benefit only rubber-tired transportation and the private automo- 
bile in particular. The urban transportation problem can be solved only by 
making the best. use of all our transportation faeilities—by finding the right 
balance of outlays, both in money and in dedication of land, between rail and 
highway facilities. For the convenience of your committee, I have attached 
hereto the conclusions and recommendations of Philadelphia’s Urban Traffic 
and Transportation Board which point out the implications of this conclusion. 

The transportation problem in all major cities is regional in scope. This 
problem has two phases: intraregional and interregional. Elements of both 
are affected by the Interstate Commerce Commission. 


INTRAREGIONAL TRANSPORTATION 


A. The street system is now clogged at peak hours with automobile and 
truck traffic and the planned and expected availability of funds ‘for long-range 
improvement will not provide the facilities needed to give free-flowing arteries 
at peak hours. 

B. Rail commuter lines and high-speed mass transit lines are holding their 
customers reasonably well. However, substantial funds are needed for modern- 
ization in order to keep from losing riders to automobile transportation with 
its increasing congestion and therefore increase in the need for higher priced 
highway facilities and very expensive multifloor parking garages. Both of 
these also cover large areas and therefore remove both existing land and struc- 
ture from the tax rolls. 

C. Transportation to and from the central business district is necessary to 
preserve the commercial, educational, and cultural values of this area for 
the benefit of the entire region. This sort of travel should be predominantly 
by rail because it is the most efficient. Provision of parking facilities for even 
a 50 percent increase in automobile transportation to and from the business 
district would put an intolerable burden on the local economy, particularly 
that of the city government. The commuter rail lines can and should serve 
the area out to 20 miles from the center of the city. The short-haul business, 
close to the city center, should largely come in by the surface transportation 
system. 

D. Philadelphia faces enormous expenditures for transportation today—nearly 
$20 million annually for street and highway facilities over and above funds 
obtained from gasoline taxes and approximately $4 million for transit debt 
service above lease fees. I am certain that other cities also spend staggering 
amounts. Yet, these funds do not provide adequate transportation facilities. 

E. Many citizens of this metropolitan area do not presently have drivers’ 
licenses or automobiles and must depend on mass transportation for their 
movement, and this will probably continue for at least another generation. 


INTERREGIONAL TRANSPORTATION 


A. Out to a radius of approximately Washington, Harrisburg, and New York, 
free-flowing transportation of persons by rail is of great importance. In fact, 
many people do commute daily to some of these cities. For trips up to about 
200 miles rail services offer the best hope of preventing public overinvestment 
in highways. Nor is air travel satisfactory for trips of this length, at least 
until low-cost helicopter service is developed. 
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B. Longer trips are becoming predominantly trips by air and through rail 
service is decreasing in importance; nevertheless its loss would have an adverse 
effect on the city. 
C. The Interstate Highway System will provide substantial improvement for 
those trips where people want to travel by automobile and move goods by truck, 
D. As a minimum, the existing rail traffic must be maintained until a full 
system of expressways can be completed. At that time it will be possible to 
determine whether the growth of interregional transportation needs will be met 
by highways alone. 
INTERSTATE COMMERCE COMMISSION 


A. Although Interstate Commerce Commission regulations are directed to 
interstate routes, their decisions have tremendous impact on the commuter sery- 
ice which is absolutely vital to the continuation of Philadelphia and other urban 
centers as living cities. 

B. Approval of rate increases for interstate travel makes it difficult for State 
regulatory commissions to refrain from allowing increase in commuter rates, 
Many of the regulations and accounting procedures of the ICC strongly affect 
commuter service even though actual decisions may be made by the State utility 
commission. 

C. Consequently, the city believes strongly that certain changes should be 
made in cost accounting regulations of the Interstate Commerce Commission. 

Procedures should be developed which more truly indicate the avoidable costs 
of passenger service relative to freight traffic, with particular emphasis on ex- 
pense accounting for short-haul suburban passenger service relative to intercity 
passenger service. In this, special consideration should be given to the careful 
work of the National Association of Railroad and Utilities Commissioners in 
developing a form for reporting the variable expenses for service on individual 
rail passenger lines. 

Full attention should. be given to recommendations relative to accounting 
practices in the report submitted to the ICC in 1957 by a committee of the 
American Institute of Accountants.’ 

An approach to the necessary procedure for determining avoidable costs has 
been made in a 3-month study by the Aeronautical Research Foundation in 1957. 
Most of the basic data for this study covered only a single accounting period 
averaging the years 1954 and 1955. ‘This is, in effect, a static approach and the 
conclusions are of doubtful validity. A full-scale investigation by persons fa- 
miliar with the complex nature of railroad costs is an essential next step. The 
needed investigation would include dynamic time-trend analyses for individual 
services, directed toward isolating avoidable costs. Also commuter lines must 
be separated from intercity travel. 


RAILROADS AND HIGHWAYS 


In dealing with urban transportation it is fruitless to keep the railroad and 
highway phases of the problem in airtight compartments. Indeed the time may 
come when the original road emphasis in railroad legislation should be revived, 
Consideration might be given to such devices as diesel-fuel trains paying highway 
taxes to qualify such transit (or commuter) lines for highway funds by paying 
highway taxes, with the net result of great reductions in total outlay of public 
funds for transportation. Highway funds for doing the total urban transport 
job are not in sight. Unless we find means for maintaining our rail lines in 
service, the funds required will prove to be staggering. 

The increasing use of motor vehicles may hasten the day when fossil fuels 
will become. too costly for private use. In the words of Rear Adm. H. G. Rick- 
over, who was in charge of building our first atomic-powered submarine: 

‘““* * * unless science can perform the miracle of synthesizing automobile 
fuel from some energy source as yet unknown or unless trolley wires power 
electric automobiles on all streets and highways, it will be wise to face up to 
the possibility of the ultimate disappearance of automobiles, trucks, buses and 
tractors.” 


1 See U. S. House of Representatives, 85th Cong., 1st sess., Committee on Government 
Operations hearings, Railroad Accounting Procedures (prescribed by the Interstate Com- 
merce Commission). See especially exhibit 6, statement on behalf of Arthur Andersen & 
Co., pp. 155-250, hearings of April 30, May 1, 2, and 3, 1957 (U. 8. Government Printing 
Office, Washington, 1957). 
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The commuter railroads are essentially mass-transit lines. In the public in- 
terest, many regulations framed for long-haul railroads might be relaxed where 
they place unnecessary burdens on commuter service. The railroad brother- 
hoods, also, might consider that the greater number of trains under a transit 

of operation would provide more jobs, even at less jobs per train, than the 
present declining operation. 

We in the city of Philadelphia are so concerned with the urgency of the rail 
commutation problem that we have conducted a home-interview market survey 
on one line to probe into some of the motivations of customers, present and 
prospective and to see how ridership can be improved. In our survey, we found 
that fare is the major determining factor in personal choice—and that rail 
service at reduced fares is likely to produce considerable increase in riders. 
This may be surprising since it is often assumed that speed is the most important 
factor in areas where both modes of travel are reasonably convenient. We are 
hopeful that operating agreements can be worked out with the railroads whereby 
the commuter rail lines can be continued in service and even incorporated in 
the city’s total transit system—at least to the extent of coordinated time 
schedules and transfers with surface transit. 

We also have considered seriously the possible means for providing these 
services if the private operations fail. One of the strongest recommendations 
of the city’s urban traffic and transportation board made in its plan and program 
for transportation was for establishment of a regional transportation agency for 
dealing with all phases of the problem. The Pennsylvania Railroad concurs in the 
need for such an agency as stated by Walter W. Patchell, vice president, on 
October 17, 1957 : 

“* * * we could study and plan for the rest of our days and still have achieved 
no solution to this problem unless we have an agency invested with powers 
necessary to effectuate a total transportation program. We need a regional 
transportation agency responsible for the development and control of a regional 
total transportation system.” 

The American Municipal Association, at its December 1957 Municipal Congress, 
included the following in its national municipal policy : 

A. That the Bureau of Public Roads is urged to authorize the inclusion in 
interstate highway planning—of plans and specifications for the construction 
of high-speed mass-transit use of median strips or other parts of the highway 
right-of-way as an eligible cost in the planning of the urban sections of the 
Interstate System. 

B. The Federal Government be urged to establish a Federal lending agency 
similar to the Federal National Mortgage Association, in the transit field. Such 
an agency could set up revolving funds, operating outside the Federal debt 
limit, to be advanced to transit companies for capital improvements which meet 
the standards of local governments, provided that such funds se advanced are 
not used to inflate the rate structures of transit companies. 

We strongly commend such programs to the Congress and urge immediate 
consideration thereof. 

SUMMARY 


And now to sum up—the problems of urban transportation are of vital con- 
cern to every metropolitan area in the country—and this means the majority 
of the country’s population. In all of the major metropolitan areas, the cities 
and the railroads are both faced with the same problem. 

Virtually all of the new population is expanding into new low-density suburbs, 
with ever-increasing use of the automobile for every travel purpose. This has 
hurt railroad service and it also has placed excessive burdens on the central 
cities, with the need to provide costly street and parking facilities. It is in the 
common interest to find ways and means for continuing the commuter rail lines 
in service, because they are the most effiicent and economical means of getting 
people downtown and home again in the peak hours. 

To keep the commuter railroads in operation we must recognize them as a 
public service which may require the use of public funds. This would be justi- 
fled by the consequent savings in overall expenditures for transportation. With 
much of the peak-hour loads handled by rail transit, it will be possible to make 
better application of limited highway funds to the development of a really effec- 
tive network of surface transportation. This combination of highways and high- 
speed rail transit is necessary if we are to serve the need of our metropolitan 
areas, not only our commercial and industrial and private travel needs but the 
need for defense transportation which demands a fully functioning system with 
all modes of transportation contributing to it. 
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Unless immediate action is taken to provide the balanced urban system we 
have described, our great cities face early strangulation and decay. 


APPENDIX A 


CONCLUSIONS AND RECOMMENDATIONS OF THE URBAN TRAFFIC AND 
TRANSPORTATION BOARD 


1, THE PROBLEM 


The Philadelphia region is becoming mired in a traffic problem so intense that 
the region’s livability, its efficient functioning, and its competitive power to attract 
population and industry are all seriously impaired. 

The chief advantage of living in a great metropolitan region is the accessibility 
of a variety of jobs and a variety of the best goods and services the contemporary 
world can offer. If our streets are clogged with traffic and our transportation 
system becomes obsolete, we no longer have the easy ability to benefit from these 
advantages. 

Business and industry suffer as millions of dollars worth of time and gasoline 
are wasted yearly in the traffic tangle. 

People will choose to live and businesses will locate in progressive regions 
which are providing the best modern facilities for transportation. Our region 
cannot afford to fall behind in this national competition. 

The Philadelphia region will act—either negatively or positively. 

We have a choice to make. We may evade the issues and give superficial treat- 
ment to the traffic symptoms which annoy us, or we may face the necessity of 
tackling the problem cooperatively as a region. To do this, we must provide a 
modern, integrated transportation system and solve the problems of financing that 
system ; we must also gear ourselves to accomplish what we set out to do through 
improved organization and better administration. 

Our streets and highways are clogged by today’s traffic; our public trans- 
portation system has not been able to keep its riders; and unless heroic measures 
are taken, the future will bring greatly intensified congestion. 

Year by year the traffic tangle becomes worse and the solutions less realistic. 
During the last 7 years, traffic volume has doubled. Automobile registrations 
have increased 70 percent in the same period. It is conceivable that by 1980, 
unless drastic steps are taken to reverse the trend, the central business district 
quite literally will have reached the point of traffic saturation and will have lost 
its ability to function at a profitable level. 

Here are the factors on which this prediction is based: 

The present rate of growth in this region, extended forward for 25 years, 
indicates a 29 percent increase in population by 1980 for the metropolitan area. 
This means 1,500,000 more people must be provided with transportation services. 

In the same period, employment in the area is expected to increase by 200,000 
over 1955. More employment will mean more workers in the rush-hour jam. 
The present trend toward shorter hours of work, longer weekends, and more 
recreational travel, if continued, will mean greater difficulties for transit systems 
already hard hit by loss of traffic to the automobile. 

Despite bottlenecks, the use of automobiles even for central-city driving has 
continued to increase, to the point where it has already made severe inroads on 
the patronage of public transit lines. As a result, the financial position of the 
carriers has been undermined and their ability to modernize has been reduced. 
Meanwhile, the additional traffic diverted to automobiles and congested high- 
ways is compounding the frustration of driving. 

This trend can be halted, and may even be reversed, through carefully thought- 
out and vigorous official action, but the fact remains that since 1947 public transit 
systems in the metropolitan area have lost 35 percent of their passengers. Even 
the tapering-off process, before pending improvements in speed, comfort, and 
frequency of transit service help to attract riders back, may bring about another 
decline of as much as 16 percent in patronage, it is estimated, by 1980. 

At the present time, 50 out of every 100 trips to the central business district 
on weekdays are made by public carrier. This ratio rises to 70 out of 100 during 
peak hours. Of these 70 trips, 35 are by rapid transit (subway or subway-ele- 
vated), 20 by surface transit, 12 by suburban rail, and 4 by interstate bus. Of 
the remaining 30 trips, 24 are by automobile or taxi, while truck and pedestrian 
movements make up the other 6. 
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The Board’s 1980 projection of travel indicates an increase of 5 percent in 
total trips to the central business district. Automobile travel will increase at 
least 25 percent, while transit riding, if sufficiently improved, may be increased 
or, at least remain stable. 

Even a 25 percent increase in automobile travel will be difficult and expensive 
to provide for, therefore, every possible measure must be taken to make public- 
transit riding more attractive. 

The same projection shows that activity in the central business district, by 
which is meant the part of Philadelphia from river to river and from Vine Street 
to South Street, will experience some further growth. Goods-handling activi- 
ties will decline somewhat. Retailing will occupy slightly more building space 
than in 1955, and activities that bring people together will require an additional 
12 million square feet of space by 1980. 

During this period, the role of the public transit lines will be primarily to handle 
home-to-work trips and travel to or within the central district. Most nonwork 
trips will be made by motor car. Suburban rapid transit and rail service, if 
sufficiently improved in speed and quality, should increase in volume in the 
years ahead. 

The area’s population growth, combined with higher income levels, employ- 
ment, and automobile ownership, will create heavy demands for all types of 
transportation. 

Rising incomes will probably increase automobile ownership in the next 25 
years by as much as 75 percent in the metropolitan area. This means that by 
1980 the number of daily automobile trips in the region will have increased 
by almost one-half. This rise will be encouraged by the present tendency of 
families to move further from the city, into less crowded neighborhoods. 

The factors mentioned above are those which contribute directly to the overall 
picture of traffic congestion. Mere crowding, however, is not the sole culprit. 
Quite as much to blame is the daily rhythm of metropolitan life, which sends 
tidal waves of commuters each morning and night to wash heedlessly across 
the city, township, and county borders. 

Every weekday, it is estimated, more than 1 million people come into the less 
than 2 square miles we call the Philadelphia central business district. The re- 
sult of the high rush-hour travel, obviously, is to put a brief but nearly intolerable 
strain, at two peak periods of each business day, on facilities which, at other 
hours, might prove adequate. 

An added complication is presented by the individual motorist who drives to 
and from his job in the central city. He is a creature of deeply entrenched habit, 
who, by the thousands, insists on bringing into the area’s most crowded section 
a vehicle which transports him to his desination at a speed scarcely greater than 
a walk, and for which he has the greatest difficulty in finding a parking space 
once he has reached his destination. Overcoming the problem he presents may 
prove the most difficult of all, since it involves human nature and individual 
choice. 

As outlined up to this point, the problem of metropolitan traffic congestion must 
be considered against the rigid framework imposed by the past. 

Much of the present public-transportation system was laid out during the 19th 
century—some of it 100 years ago. It was designed to serve a compact city, 
before the automobile dispersed it. 

Travel to the central business district today, on surface transit lines, provides 
an average rush-hour speed that seldom exceeds 6 miles an hour. Many Phila- 
delphians are riding in old streetcars and in subway cars built before the First 
World War. 

Motorists are equally inconvenienced by roads and streets designed before the 
needs of the motor vehicle were known. Traffic congestion and the absence of 
convenient parking have canceled much of the advantage of the automobile. 

Future demands, added to present requirements for modernization, call for an 
extensive program of new rapid-transit and surface-transit facilities, express 
highways and other arterial roads, and parking space planned on a regionwide 
basis. At the same time, common prudence requires that we make the most 
effective and efficient use of the facilities we have. 

Our vision and understanding have been too limited. Instead of planning and 
building individual highway and transit projects which do not match other 
necessary improvements, we should plan, finance, and build a system of transpor- 
tation facilities in which the various parts fit together and are scheduled so they 
may serve each other. 












728 


PROBLEMS OF THE RAILROADS 


Such a highway and transit system will require years to complete. Mean- 
while, every device of traffic engineering should be used and enforced to speed 
the flow of vehicles on existing streets. 

Arriving at the right balance between automobile driving and public transit 
riding is the crucial task if we are to make the most effective use of present 
streets and of expensive facilities to be built. 

While Philadelphia must provide adequately for the automobile and motor 
truck as essential parts of modern urban life, the region must offer an inviting 
alternative to the private car—in the form of a vastly improved transit system— 
wherever the advantages of high density make the extensive use of public trans- 
port obviously necessary. 

Shortage of street space, in the central business district particularly, makes it 
essential to attract the maximum number of passengers to transit. The major 
problem here lies in achieving much greater speed, comfort, and convenience for 
transit passengers at fares they can afford or are willing to pay. 

Nothing short of a complete evaluation of existing transportation facilities and 
services in the entire region and a reappraisal of current policies can answer 
the challenge that confronts the Philadelphia region today. 

Rapid growth of population and its redistribution over the region will create 
such heavy demands for transportation that the economic strength and com- 
petitive position of the Philadelphia metropolitan area will be threatened if 
drastic steps are not taken. A source of the City’s greatness has been its excellent 
rail network. In the trend toward universal use of the automobile, even rail 
services will lose out unless their advantages are full exploited. Wherever urban 
densities make mass transportation feasible, it should be improved and made 
competitive with the private automobile. At the same time, a major program 
of new expressway and parking facilities will make the competitive position of 
mass transportation more difficult. Policies which have developed separately, 
over the years, for dealing with each sector of the problem will have to be 
drawn together into one comprehensive policy for dealing with regional trans- 
portation as a whole. 

The task of this board has been to prepare “an integrated plan useful over 
an extended period for the elimination of urban transportation congestion.” This 
plan is intended as a master guide to developing, modernizing, financing, main- 
taining, and operating an integrated transportation system. The plan is designed 
to achieve a physical relationship among transportation facilities that will per- 
mit each form of transportation to complement and supplement the others. The 
goal is to achieve a plan for transportation as a whole, for the region as a unit. 
(See fig. 1, regional transportation skeleton in ch. 1.) 






































2. TRANSPORTATION IN THE CENTRAL BUSINESS DISTRICT 


The central business district of Philadelphia! is the heart of the region and 
the major focus of regional traffic flows. 

This is the area where an effective balance between the flexibility of the pri- 
vate automobile and the superior efficiency of public transit must be struck. 
This balance in turn will determine the future nature of the transportation 
system. 

It is in this area that the street system may well be choked by radial ex- 
pressway traffic once the Schuylkill Expressway is completed and particularly 
when the Delaware Expressway is realized. To prevent this, a distributor sys- 
tem must be devised. 

The most important measure to reduce congestion in the central district is 
the construction of an expressway loop around the district. This will not only 
distribute traffic to all points in and near the center, with minimum use of 
local streets, it will permit through traffic to pass freely around the center. 

If automobile traffic increases at current rates, as many as 20,000 additional 
offstreet parking spaces may be needed in the central business district by 1980. 
These would be necessary to accommodate the increase expected in automobile 
travel to the central district and also to provide space for cars now illegally 
parked on the street, and to reduce the number of legal curb parking spaces. 
The new facilities would be located around the periphery of the densely built- 
up core area. BExtending parking capacities, however, is by no means a cure 
for the traffic ills affecting the core area. 
























1The area between Vine and South Streets and the Delaware and Schuylkill Rivers. 
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The most important measure to reduce congestion in the central business dis- 
trict is the construction of an expressway loop around the district to bypass 


c. 

About two-thirds of the cars now on central district streets do not belong 
there ; they are only passing through the congested area. 

Perhaps one-half of this through traffic could be induced to bypass the cen- 
tral area. By 1980 this would require a central district loop having at least 
eight express lanes. 

In the field of mass transit, the board’s plans also call for extensive and 
in some cases drastic overhaul of existing facilities serving the central business 
district. 

Surface transit in the central area, which moves at least five times as many 
passengers per lane as private automobiles during the peak periods, must be 
speeded up by reserving adequate downtown street space for the exclusive use 
of public transit vehicles particularly at peak hours. 

Downtown parking and stopping restrictions must be strictly enforced. 

A special study should be made of central district delivery problems, and of 
goods terminals throughout the city. Truck deliveries may have to be restricted 
at critical locations, especially during peak traffic hours. 

A special study should also be made of the possibility of staggering working 
hours, on the effects of such a shift on both business establishments and em- 
ployees, and on the possible effectiveness of such a program in reducing peak- 
hour congestion. 

Pedestrian movement is numerically the most important in the central busi- 
ness district and must be provided for in plans for facilitating central district 
traffic. 

Although pedestrian traffic regulations should be backed up by penalties and 
enforced, Special attention must be paid to pedestrian safety and convenience. 
Special pedestrian ways should be created. 


3. TRAFFICWAYS FOR THE REGION 


An integrated system of trafficways covering the city and region will be 
required to convey the burden of all vehicle trips more than a mile or so in length 
and to remove through traffic from residential neighborhoods. 

Trafficways are of several types: 

Evpressways, a network with fully limited access, spaced at an average of 5 
miles to carry the major portion of longer trips within and through the metro- 
politan region. 

Arterials, more closely spaced to serve as distributors and feeders for the 
expressway net: major arterials for bypassing local neighborhoods and carrying 
heavy traffic for distances of 2 miles or more at speeds of 25 to 35 miles per hour, 
and minor arterials relieving the local streets of their burden of traffic for 
shorter trips at speeds of 20 to 25 miles an hour. 

Transit arterials, on which preference is given to the flow of public-transit 
vehicles. 

Truck routes, which should be assigned on the basis of load capacities, following 
a detailed study of goods terminals and trucking patterns throughout the city. 

Three hundred miles of new expressways will be required in and around 
Philadelphia to meet future needs. 

Of the total, about 100 miles will be called for in New Jersey, 200 in Pennsyl- 
vania, with 75 of the latter inside the city of Philadelphia. (See fig. 1.) 

Important elements in the future network already exist in the Pennsylvania 
and New Jersey Turnpikes and the greater part of the Schuylkill Expressway. 
Others under construction or planned include extensions of the Schuylkill Express- 
way eastward to Vine and 15th Streets and southward to connect with the new 
Walt Whitman Bridge to New Jersey, and the Delaware Expressway, extending 
along the river from the Walt Whitman Bridge northward through Bucks 
County. These existing and proposed elements must be welded into a system. 

The board recommends that the following expressway system be completed 
within the next 20 years: 

The Schuylkill and Delaware Expressways, together with the central-district 
loop, would be the first units in the expressway network. Later, other radial 
expressways would be built to connect with the central loop. These are in addi- 
tion to the Benjamin Franklin Bridge. They would extend outward at least 10 
miles. Other radials are needed which start 5 or 10 miles out. 
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The system would also call for 2 sets of circumferential expressways, one 5 
miles and the other 10 miles from the center. These will cut across all the 
radials, acting as distributors for them, as well as providing for peripheral move- 
ment. The inner circumferential will cross the Delaware River at two locations: 
via the new Walt Whitman Bridge and via the proposed replacement of the 
Tacony-Palmyra span. New crossings at the outer circumferential may be 
required by future traffic volumes. 

To supplement the expressway system, at least 400 miles of arterial highways 
are needed and should be developed jointly with the expressway program in an 
articulated system of trafficways. 

Most of the links in the arterial network already exist in the form of major 
streets and highways which are more or less adequate for carrying present vol- 
umes of through traffic. About 75 miles of this system would be in Philadelphia, 

Arterials will continue to carry the full burden of traffic for some years, in 
parts of the network where expressways are not scheduled for early construc- 
tion. Where adequate arterials are now lacking, construction of a new express- 
way may prove more economical in the long run than construction as an arterial, 

Needed work ranges from the relatively inexpensive speeding of traffic by 
regulations and control devices to the costly improvements, such as grade separa- 
tions, widenings, and relocations. 

Total flow of traffic can be greatly enhanced by a relatively small outlay of 
funds directed to freeing bottlenecks. 

Both expressways and arterials should allow for ready interchange with rapid 
transit and railroad lines. Suggested interchange locations on circumferential 
expressways are indicated in figure 1. 

To make this program an eventual possibility at the lowest possible cost,. 
rights-of-way for needed expressways and arterial highways in undeveloped or 
changing areas should be reserved as soon as possible. 

Millions of dollars can be saved in future highway costs if rights-of-way are 
set aside in advance of development. 

The Pennsylvania and New Jersey Highway Departments should be authorized 
at once to set up revolving funds from which advance acquisition of rights-of- 
way can be financed, and to which the funds can be returned later, out of con- 
struction allocations. 

This will presume that the highway departments will cooperate in advance 
planning of the highway system, and publicly approve the plans. 

Parking facilities also must be considered as an essential part of the automo- 
bile transportation system. Charges for both street and off-street parking must 
be related to achieve overall transportation objectives. 

On-street parking spaces should be reduced to a minimum in the central busi- 
ness district. All-day parkers who desire to drive to the central business district 
as a matter of convenience and who add to the marginal cost of providing high- 
ways of sufficient capacity for peak hours should be encouraged to park out- 
side the central business district or be required to pay parking charges that 
reflect the extra cost to the community of the facilities they require. Adequate 
parking facilities should be provided adjacent to mass-transportation lines at 
some distance from the central business district. The parking-rate structure 
should be designed to produce enough revenue to cover the total cost of all park- 
ing facilities. 


4. IMPROVING MASS TRANSPORTATION 


Public transit is essential to alleviating highway congestion. 

To the extent that people can be attracted to public-transit riding, particularly 
in peak hours, public expenditures for highway construction and maintenance 
are reduced. Peak-hour highway facilities cost several times as much per per- 
son as peak-hour public-transit facilities. 

Public assistance to improve highways must be accompanied by equivalent 
action to improve public transit. 

The necessary additional capital investments in rapid transit cannot be made 
~ private industry while competition from the automobile persists in its present 

orm. 

Higher charges on transit should be feasible in a general transportation price 
system in which motor vehicle users pay the full marginal cost of the faciilties 
they require. This means, in short, that the driver of the private car who insists 
on taking it to work daily in the central city must pay a price for this convenience 
that is high enough both to help support the public transit facilities available to 
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him, or to help maintain the roadways he uses, or—most important of all—to 
persuade him to consider public transit as an alternative. 

Even taking for granted a vigorous program of expressway and parking con- 
struction, mass transit of high quality is still required to accommodate the heavy 
proportion of trips to and from the central business district. 

This transit service must be improved in speed and quality to provide accept- 
able standards of service for those who use it, and to provide a competitive 
service that will hold to a minimum the increase in automobile traffic. 

Transit service within the core area in the central district, by which is meant 
the area between 7th, 18th, Locust, and Arch Streets, must be of high quality to 
facilitate the distribution of passengers within the central district. 

To achieve this objective, a special vehicular service—bus or otherwise—should 
be started, following special studies of passenger origin and destination in the 
central business district. 

Surface transit routes, serving the dense urban areas near the central business 
district or feeding rapid transit lines, should be improved. 

Routes must be consolidated and coordinated to function as an integral part 
of a regional transit system. Service out to 3 to 5 miles should be oriented toward 
the central business district, and lines farther out should feed rapid transit. 

Service on surface lines. must be speeded up by creating public transit arterial 
streets on which, by regulation, movement of public carriers is favored over gen- 
eral traffic. 

Urban rapid transit of high quality is essential to serve the growing outer 
urban areas, 5 to 10 miles from city hall. 

In the absence of an alternative system of proven superiority, it is assumed that 
the rail-supported rapid transit system will be retained and further developed. 

Present rapid transit cars are obsolete and should be replaced with lighter, 
faster, more comfortable, and more economical units. 

The noise of rapid transit operation should be reduced. 

The Market-Frankford subway elevated must be modernized. 

At no sacrifice of safety, speed should be stepped up by skip-stop service, sta- 
tion closings, and replacement of present vehicles with new, high-speed cars. 

Capacity must be increased about one-third by lengthening platforms to aecom- 
modate longer trains. 

Stations should be refurbished to make them more attractive. 

The elevated line should be replaced eventually by open-cut or expressway 
center-mall locations. 

Extension of service west of Upper Darby to new parking: lots near City Line 
Avenue should be considered. 

The reserve capacity of the Broad Street subway should be utilized to serve 
growing outer urban areas. 

Existing service should be improved by inaugurating express service for which 
track space already is available, brightening up stations, and purchasing new 
urban-suburban cars. 

An immediate study should be started of the feasibility of extending Broad 
Street subway service into northeast and northwest Philadelphia, and into south 
Philadelphia, as far as Packer Avenue. 

Suburban rapid transit service now rendered by the railroads must be im- 
ae to meet the demands of growing suburban areas, 10 to 20 miles from city 

all. 

Suburban rail service speeds should be increased by purchasing new, high- 
speed cars, by eliminating stations in areas of low population density, and by 
changing service to meet traffic demands. 

Maximum use of feeder services by automobile and bus should be encouraged 
by locating stations at points readily accessible to highways, and by providing 
ample parking facilities. 

Express bus service should be inaugurated to those outlying urban areas which 
are inaccessible to rail rapid transit. 

Finally, and by no means least important, all public transportation services in 
the region which feed passengers to each other, or between which there is a pos- 
sibility of exchange of a significant number of passengers, should be integrated 
into a transportation system offering coordinated schedules. 


5. PROBLEMS OF FINANCE 


The problem is largely financial. Much larger sums will have to be invested 
each year than in the past to catch up with accumulated deficiencies and to 
build the transportation system we need. 
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Current estimates place the cost of a modern transportation system for the 
entire area at $1.6 billion in new capital outlays. 
The costs for the five-county area in Pennsylvania are: 


Other highways 
Transit improvement 
Parking, etc 


1, 490, 000, 000 


Estimates for nearby New Jersey are incomplete, but much less will be re- 
quired there. 

The Philadelphia region can afford this outlay for an adequate and efficient 
transportation system. 

Current expenditures for all forms of local transportation services are about 
$1.4 billion per year, including $117 million for public transportation, $843 
million for the ownership and operation of automobiles, and $440 million for 
truck ownership and operation. 

This huge annual expenditure does not buy good and effiicent transportation 
service because too much is being spent for the operation of vehicles and too little 
for the facilities on which effective and economical operation is possible. 

To accomplish the needed investment in a period of 10 to 15 years would call 
for average annual capital expenditures of $100 million to $150 million. This 
would mean more than doubling, or tripling, present capital outlays of approxi- 
mately $50 million. 

Capital outlays for transportation are now only about 3 percent of total trans- 
portation expenditures. A capital investment of $100 million per year over a 
15-year period would be 7 percent of total transportation expenditures at cur- 
rent levels, and a $150 million annual program for 10 years would be 11 percent 
of the total. These percentages would decline from year to year with expand- 
ing population and automobile ownership. 

The high costs of congestion now being incurred because of poor transport 
facilities warrant a substantial increase in the proportion of total transporta- 
tion expenditures allocated to basic facilities. The board is convinced that it is 
false economy for the community, the transport user, and the industry to attempt 
to provide needed mobility with antiquated mass transportation equipment and 
obsolete highways. 

Two major and related financial policies are recommended: (1) self-support 
of the transportation system as a: whole and (2) establishment of a necessary 
balance among capital investments for the various segments of the system— 
particularly between highway and transit facilities. 

The board believes that the total transportation system of the region, as a 
whole, should be—and can eventually be—maintained as a_ self-supporting 
system. Probably not all elements of the system can be self-supporting at all 
times. However, the financial requirements imposed on both the city and su- 
burban areas by the need for housing and redevelopment and the demand for 
increasing standards of service make it unwise for the city or other local 
governments to assume heavy financial burdens for transportation. 

Investment in improved expressways and arterial highways must be kept in 
balance with investment in transit facilities, for so long as provision of traffic- 
ways and transit services are treated as separate problems, public expenditures 
for highways will continue at the expense of transit service 

Financing necessary developments in the highway system is a major financial 
problem facing the community and the region. 

Expressway needs in the 5-county Pennsylvania part of the metropolitan 
area are estimated at $780 million and major and minor arterial needs at 
$310 million, for a total of $1.09 billion. Most of these improvements will be 
needed in the next 10 years. 

At the present allocation rate of State and Federal highway funds to the 5- 
county area, only about 40 percent of the needed facilities would be financed 
in the next 20 years. 

Even the presently proposed increases in Federal funds for highway con- 
struction (largely on the Interstate System) would fall far short of providing 
enough to build the needed system of expressways and arterials during the next 
two decades. 

Funds to be available for construction and improvement of highways in the 
Pennsylvania metropolitan counties during the next 15 years must be greatly 


increased. 
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There are three basic ways of increasing these funds: (1) rais 
of Federal-State funds available for distribution, (2) ctansamin a aude 
tion of moneys in the Pennsylvania motor license fund and (3) employing debt 
finance, perhaps supported by user charges. 

A major difficulty lies in the relatively small proportion of funds the area 
has been getting from State and Federal Governments, considering its economic 
importance and the density of its population. Over one-half of the taxes col- 
lected from highway users in this metropolitan area are used for other than 
highway purposes, or are spent elsewhere. 

' Pennsylvania, in the board’s considered judgment, should respond to the 
urgent need of the five southeastern counties by an equitable allocation of its 
motor vehicle funds. 

This area contributes an estimated 27 percent of highway user taxes in the 
State. In the last 5 years it has received only 15 percent of State construction 
expenditures, including leases to support bonds of the highway and bridge 
authority. 

An equitable basis for distribution among areas of the State might be in 
proportion to population and motor-vehicle registration. 

On that basis, with present levels of Federal aid, the amount available for 
highway construction in this region would be doubled, but it would not be enough 
to complete the highways needed by 1980. 

About $1 billion will be needed for expressways and major arteries for the 
five Pennsylvania counties to achieve the plan recommended by the board. 
Although the metropolitan area should obtain a fairer share of use-tax funds, 
and of all possible Federal highway grants, it may be necessary to finance some 
links of expressways partly from tolls or other local charges and taxes. 

As an example, it may be desirable and feasible to impose and regulate tolls to 
deter peak-hour driving of private automobiles by means of higher rates, and 
to encourage offpeak driving by means of lower rates in some areas. 

The six radial expressways in the board’s regional plan, extending outward 
from the central district traffic loop to the 5-mile circumferential highway, might 
be considered as toll links, partly because the system cannot be financed 
within a reasonable period of time from State and Federal highway funds, and 
partly as a measure of traffic control. 

Preliminary studies indicate that all six radials—as a toll system—could be 
financed, with adequate financial coverage, at a modest toll. Future traffic 
demand is apparently much in excess of possible capacity. Feasibility studies 
should be made on this proposal at once. 

Adjustments could be made in the designation of “interstate” routes so that 
the city would not have to lose Federal funds that are expected to be available 
in the future. 

Parking facilities are an essential part of the automobile transportation system, 
and charges for both street and off-street parking must be correlated to achieve 
overall transportation objectives. 

Fees, charges, and taxes affecting the cost of the consumer of parking should be 
adjusted so as to encourage return of the streets to their proper purpose of 
circulation where street space is needed for circulation and to encourage the use 
and development of off-street parking space where it is needed. 

The maintenance of an adequate and improved public transportation system 
presents difficult financial problems in the face of declining patronage, obsolete 
equipment and rising costs of transit operation. 

Total transit investments required in the Philadelphia area (exclusive of rapid 
transit in south Jersey) during the next 2 decades are estimated at $350 million. 

Before 1955 the operation of service by the Philadelphia Transportation Co. 
was not profitable despite the fact that the company’s payments to the city, for 
use of city-owned facilities which the company operates, were about $4 million 
less per year than the carrying charges on city debt incurred for these facilities. 

The company will probably be able to modernize the surface fleet and part of 
the rapid transit fleet out of current revenues. However, the extensive modern- 
ization of rapid transit facilities required will probably have to be undertaken 
under public auspices. 

Very considerable savings in expense and some increases in revenue should 
accompany extensive replanning and rehabilitation of the transit system. 

Every possible economy consistent with maintenance of safety and improved 
service will have to be made, not only in operations (including reduction of dupli- 
eating services) but in debt services and taxes. 


21278—58—pt. 1—_—47 
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Some increased fares, particularly, for rapid transit and express service, may 
be possible along with considerable increases in the quality of the service. 

A substantial part of the capital costs of rehabilitation for rapid transit may 
have to be borne by a sharing of revenues from other parts of the total, integrated 
transportation system. The public also must assume financial responsibility for 
the cost of improvements and extensions of railroad commuter service that can- 
- be covered by revenues, but which reduce the need for other public expendi- 

ures. 

If the public desires to avoid the greater future highway outlays which would 
be required to accommodate those now riding on rails, it will have to assume 
in some way a part of the cost involved. 

Mutual support from the financial resources of all the various forms of trans- 
portation service should be considered as a means of aiding transport modern- 
ization. In this way, credit could be made available on favorable terms, and 
needed financing provided for railroad, transit, highway, and parking facilities. 

Such mutual support would be possible in a unified transportation system ad- 
ministered by an agency that is regional in dimension. Even before that regional 
organization can be established, some approaches to mutual support can be made. 

A public source of funds will probably have to provide credit for most of the 
large required transit investment, 

The company has already indicated to the city that it is not prepared to make 
most of the necessary investment. 


6. REGIONAL ADMINISTRATION 


The problem is also governmental, There is now no administrative machinery 
for tackling the regional transportation problem on an integrated basis; and even 
within the city responsibilities are diffused and a consistent policy is difficult 
to achieve. 

Satisfactory standards of mobility for those who live and do business in the area 
demand extraordinary measures to stop the dangerous drift that present public 
policy has been unable to halt. 

Philadelphia has no coherent public policy to guide the provision of transpor- 
tation services. Instead, there are many separate policies that conflict and 
contradict. Each form of transportation is separately provided, and decisions 
in one sector are often made without regard to their impacts on transportation 
as a whole. 

The city government, too, needs to be strengthened in several departments and 
the city’s transportation policies and programs need to be coordinated at the top 
administrative level. 

The truly regional transportation system—the only adequate cure for this 
chaotic situation—can be developed only when there is an organizational struc- 
ture able to undertake the job. How that structure should be set up and func- 
tion is discussed in a succeeding section. 

The board recommends, as the only logical means of relieving the situation 
outlined in preceding sections and implementing the broad solutions proposed 
therein, that a regional transportation organization be created as soon as pos- 
sible to develop a comprehensive transportation system. 

The agency should embrace the eight county area (Burlington, Camden, 
Gloucester, Bucks, Chester, Delaware, Montgomery, and Philadelphia) which 
includes most of the Philadelphia-oriented facilities and traffic. If desirable, 
Mercer and Salem counties in New Jersey, and New Castle County in Delaware, 
may be added later. 

If creation of a two State agency lags, a five-county unit for southeastern 
Pennsylvania should be considered as an interim measure. 

The regional agency should be responsible for development and control of 
the regional transportation system. 

This system would include transportation links predominantly for local move- 
ment within the region, whose operation directly affects other parts of the 
region. 

Stee these facilities are: trafficways, including expressways, bridges and 
arterial streets: urban transit, including surface and rapid transit, and sub- 
urban transit; parking facilities in and peripheral to the central business 
district and other key areas; taxicabs; and, if desirable and necessary, pas- 
senger and freight terminals. 

The regional agency should be vested with the powers necessary to effectuate 
a regional transportation program. 
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These powers should include: planning, acquisition, construction, operation, 
or supervision of facilities under regional control; setting up of service stand- 
ards for facilities and services under its policy control; collection of revenues, 
issuance of bonds, and a voice in the control of all public financial resources 
available for capital construction of the regional transportation system. 

The board further recommends that the regional transportation organiza- 
tion conform to the following specifications: 

Its structure should be such that it would be consistent with a later en- 
largement into a multipurpose agency. 

It should be established in a manner which will not require any changes in 
the existing political structure of the counties or their constituent municipalities. 

The regional agency should be directed by a council which is truly representa- 
tive of the people and the localities of the region. At least a majority of 
the members of this body should be elected directly by the voters of the area. 

There must be a competent, well paid executive organization, responsible only 
to the council, and vested with the authority and resources necessary to carry 
out the council’s policies. 


7. ADMINISTRATION IN THE CITY 


Coincidentally with the creation of the regional transportation organization, 
or in the interim before a regional transportation agency can be set up, the city 
of Philadelphia must face a number of urgent problems and establish the neces- 
sary administrative machinery to deal with them. 

The city must establish machinery for coordination of operations, develop- 
ment of transportation policy, and representation of the city in negotiations with 
outside agencies. 

The city should take steps to strengthen administration within existing city 
departments and agencies. 

A special transportation coordinator should be established in the office of the 
managing director. 

The transportation coordinator should have the highest possible status and 
salary and should be provided with a small but competent technical staff. 

The urban traffic and transportation board should be reconstituted on a con- 
tinuing basis as an advisory board in the office of the mayor. 

The board membership should include the chairmen of city council’s streets and 
transportation committees; the managing director and the director of finance; 
and 3 citizens appointed by the mayor, 1 to be chairman. The transportation 
coordinator and his staff should serve as secretariat to the board. The board 
should preserve good liaison with the city planning commission. 

The city planning commission should produce as soon as possible a detailed 
comprehensive plan for highways and transit conceived as an overall system. 

The mistakes inherent in a project-by-project approach are much too costly to 
both city and State to be tolerated. 

Presently proposed sections of a total expressway system should be reviewed 
at once in the light of a comprehensive plan to determine their ultimate adequacy. 
Some sections as presently proposed are clearly inadequate to future demands 
upon them. 

The traffic engineering function in the city government must be greatly strength- 
ened and provided with adequate funds. 

The traffic engineer should participate in the designation of arterial streets, 
including transit arterials, make studies to speed transit, make parking studies 
and traffic accident studies, participate in highway planning, make special area 
studies, and conduct technical studies of traffic and street capacity to make the 
most efficient use of existing streets. 

Traffic engineering should be made immediately an independent bureau within 
the department of streets, and should be healed by a professionally trained and 
experienced traffic engineer with a rank equivalent to that of deputy commissioner. 

The traffic engineering organization now performs many maintenance and 
operating functions which detract from concentration on traffic planning. The 
managing director should consider reassignment of functions. 

The survey, analysis, and planning staff of the present traffic engineering sec- 
tion should be greatly increased and a sufficient budget should be made available 
for these studies. 

Under provisions of the city charter, the city must look to the department of 
public property for initiative in planning for transit needs and in recommending 
policy to be followed by the city. 
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In the future, detailed design and supervision of construction of any city-built 
transit facilities should be done by consulting engineers under department super- 
vision. 

Greater staff emphasis should be given to general supervision of transit affairs 
under leases, checking on services rendered, and planning for needed changes in 
transit services. 

The staff should include transit engineers well qualified in operations, service 
maintenance, and transit economics, and should be given an adequate budget. 

The city’s law department should include an assistant city solicitor who ean 
specialize in transit and other transportation matters. 

Clerical and professional assistance should be provided in a small staff to 
assist this individual. 

The city must adopt a stiff enforcement policy to improve observance of traffic 
regulations. 

The effectiveness of measures to speed transit and vehicular traffic will be 
only as good as the quality of their enforcement. 

The city council should act boldly to establish stiff fines and penalties for 
parking, pedestrian and other traffic violations. It should also adopt a revised 
traffic ordinance and provide for towing away and impounding cars found 
in proscribed zones at specified times, as necessary. 

Police tolerances in enforcement must be reduced and in some locations 
eliminated. 

The Pennsylvania Legislature should amend the motor vehicle code to provide 
for a traffic court in Philadelphia and to permit assessment of fines and penal- 
ties as determined by ordinance. 

Such traffic court should have jurisdiction over all traffic violations in the 
city. An audit of traffic tickets should be published showing the disposition 
of cases; and a driver violations record system should be maintained. 

A careful appraisal should be made of the manpower and vehicular require- 
ments in the police department in order to carry out the recommendations 
in this report. 

The city government should try to accomplish, within its own powers, as 
many as possible of the objectives of regional organization during an interim 
period before that organization can be established. 

The activities to be provided for include the whole range of measures needed 
in the area of public transit, expressways, and parking facilities. 

To expedite action, the measures taken should avoid legislation or charter 
change wherever possible. 

Maximum progress should be made on transit improvement, and policy de- 
cisions for transit should be made as part of a comprehensive transportation 
policy. 

The city should place itself in a position to exercise initiative in decisions 
affecting transit service and changes, rather than the present partial-veto position. 

Every economy consistent with high service standards should be made in 
operating and maintenance practice and in debt service and taxes. 

The city of Philadelphia should make no further large investment in the 
transit system, nor should it increase its overall transit deficit, until satisfactory 
arrangements are concluded between the city and the operating company in the 
light of the objectives listed above. 

Whether the city or an agency of the city should acquire the rights and 
facilities of PTC at once, or the city should negotiate a continuation of the 
present type of agreement on a short-term basis pending the establishment of a 
regional transportation organization or other municipal organization, is a de- 
cision which ultimately depends upon the actual terms which may be reached 
by negotiation. 

If the city or an agency of the city should acquire the transit system or equiv- 
alent control of the system, the city should seriously consider an agreement by 
leasing or contracting for the operation of the system by a private company for 
a fee. 

The city should, however, retain financial contro] and thus the initiative and 
the right to determine management policies respecting services and fares. 

The city may wish, after further study, to undertake the construction and 
operation of a system of toll highways as sections of a comprehensive expressway 
system. 

A further financial and legal investigation is required to determine whether 
such a system should be undertaken directly by the city, or by a municipal 
authority. 
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If transit ownership and the construction and operation of toll highways are 
undertaken by the city, the city has a choice of the most appropriate and effective 
form of organization for such public enterprise. 

During the next year careful consideration should be given to the relative 
merits of direct city action versus the establishment of a municipal authority. 

These questions require such answer because they will affect the city’s policy 
during forthcoming negotiations with PTC and will involve a decision regarding 
the manner of financing the Delaware expressway. 


Senator Smaruers. If there is no objection I will make the letter 
from the Postmaster General, addressed to me, dated today, a part of 
the record; also, a letter from Mr. William W. Ward, president of 
Ward Trucking Corp., and a letter from Mr. Martin A. Driscoll, 424 
Market Street, Jacksonville, Fla. 

(The letters follow :) 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., January 17, 1958. 
Hon. Grorce A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, Committee on Inter- 
state and Foreign Commerce, United States Senate, Washington, D. C. 

My Dear Senator: At hearings held by your subcommittee commencing Janu- 
ary 13, a number of railroad executives made charges against the Post Office 
Department which are not supported by the facts. I am advised that, at future 
hearings, the Post Office Department will be given an opportunity to respond and 
I assure you that we eagerly await this opportunity. However, several of the 
things which have been said are so incorrect and misleading that simple justice 
requires that they not remain on the record indefinitely without refutation and 
I am, therefore, sending you this letter with the request that you read it into 
evidence at today’s session of the subcommittee. 

First, I should like to refer to the testimony of Mr. W. Thomas Rice, president 
of the Atlantic Coast Line Railroad Co., with respect to an occurrence at Jack- 
sonville, Fla., in December 1956, in which the Atlantic Coast Line was allegedly 
fined $2,969.70. Mr. Rice testified that the fine was imposed because of the rail- 
road’s inability to handle mail “suddenly dumped upon the railroads” because 
of the grounding of several airlines (transcript, pp. 357-358). The fact is that 
this occurrence had nothing whatever to do with the grounding of airlines or 
the transportation of airmail. For some time, delays had been experienced in 
unloading mail at Jacksonville, Fla., and this delay finally reached a peak in the 
period December 16-25, 1956. A large number of cars remained unloaded for 
several days and many were not unloaded until the afternoon of December 24, 
thus causing the Department to fail in its goal of having no undelivered mail 
by Christmas. There is, of course, an increased amount of mail in all railroad 
terminals at this season of the year, but the railroads know this and make plans 
for it, just as the Post Office must do. Although the expected increase oceurred 
at Jacksonville terminal, it was not an unprecedented increase; in fact, the in- 
crease in December 1956 was approximately the same as the December 1955 
increase. Nevertheless, because of inadequate facilities and insufficient working 
force, the five railroads who utilized the Jacksonville terminal were unable to 
unload storage cars without delays of several days. Eighty-one such cars were 
not unloaded within a reasonable time by the Atlantic Coast Line Railroad Co 

After investigation the Department determined to assess a fine of $100 per 
car against the railroad companies involved. Before doing so, full consideration 
was given to the difficulties created by the Christmas rush and the excess cars 
resulting from Christmas mail movement were removed from the list. The 
Atlantic Coast Line, instead of being fined for delay in unloading 81 cars, was 
fined only $2,800 for excessive unloading time with respect to 28 cars. The 
five railroads concerned then appealed from the decision of the regional trans- 
portation manager to the headquarters of the Post Office Department, Wash- 
ington, D. C., and, among other things, agreed to install a conveyor system and 
to make other physical changes at Jacksonville which would permit a more 
expeditious handling of the mail, if their fines were reduced. In view of this, 
the Department remitted one-third of the fine which, in the case of the Atlantic 
Coast Line Railroad Co., amounted to a refund of $933.33 of the original fine of 
$2,800, leaving a net fine of $1,866.67. None of this had anything whatever to 
do with the airmail or failure of airplanes to fiy. Air mail amounts to less 
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than 1 percent of the total amount of mail and is undoubtedly much less than 
that at the Christmas season, Even if airlines had not been able to fly in the 
Jacksonville area during 1 or more days of the 10-day period in question and 
airmail had been transferred to railroads, this would have had no discernible 
effect on the workload at the Jacksonville terminal. The difficulty at Jackson. 
ville resulted from repeated and longstanding failures on the part of the Atlantic 
Coast Line and other railroads which finally reached intolerable proportions jp 
December 1956. Perhaps I should add, in fairness to President Rice, that he was 
not associated with the Atlantic Coast Line at that time and has no personal 
knowledge of the situation to which he has referred. 

Next, I would like to refer to page 7 of the mimeographed statement of Mr, 
Alpert, president of the New York, New Haven & Hartford Railroad Co., in 
which he complains of the Post Office Department “for its refusal to pay rail- 
roads more than the avoidable cost of carrying mail, i. e., more than what the 
railroads would save if mail service were not performed.” Mr. Alpert believes 
this to be inequitable ‘“‘so long as the Post Office Department retains the statutory 
power to order the railroads to carry the mail and to select the trains on which 
it must be moved * * *.” The fact is that the Post Office Department does not 
order any railroad to carry the mail if it does not want the traffic, and does not 
order a railroad to carry the mail on any particular train if it does not wish 
to. Further, the Department has always paid the railroads more than the 
avoidable cost, or out-of-pocket cost as it is frequently described, of their mail 
transportation service. Whenever a railroad requests the Department to remove 
mail from its trains, the Department does so. When railroads apply to State 
regulatory commissions for permission to abandon lines, the Department never 
objects even though abandonment would adversely affect the postal service, 
Indeed, railroads frequently request the Department to remove mail in advance 
of petitions for abandonment in order that the unprofitability of the remaining 
service can be more easily demonstrated, and in such cases it is the policy of 
the Department to do so. 

With respect to the allegation that it is the policy of the Post Office Depart- 
ment not to pay more than the out-of-pocket cost of carrying mail, here is no 
such policy and there has never been any period of time since the enactment 
of the Railway Mail Act of 1916, to the best of my knowledge, when the rail- 
roads have not been paid substantially more than the out-of-pocket cost of 
their mail operations. Proof of this may be found in the decisions of the In- 
terstate Commerce Commission. For example, the present mail rates applica- 
ble to the New Haven were fixed by the Interstate Commerce Commission in 
1953. The rate approved by the Commission was requested by all mail-carrying 
railroads in the United States, including the New Haven and, in approving the 
request, the Commission expressly found that the rates exceeded the carriers’ 
out-of-pocket costs. Railway Mail Pay (292 I. ©. ©. 101, 109 (1954)). South- 
ern and western railroads have recently requested the Commission to grant a 
further 7% percent increase in mail rates, and this was approved by the Com- 
mission in a decision handed down only several weeks ago—December 30, 1957. 
In its decision the Commission again expressly noted that the revenues to be 
received by the carriers under the new rates would exceed their out-of-pocket 
eosts. At the present time various eastern railroads, of which the New Haven 
is one, also have an application for increased rates pending before the Inter- 
state Commerce Commission. According to data filed in that case it appears 
that present mail payments to eastern railroads, including the New Haven, total 
approximately $120 million per year which is approximately $25 million above 
the railroads’ out-of-pocket cost of mail transportation service. The issue which 
the eastern railroads and the Post Office Department have presented to the Com- 
mission for decision is not whether the railroads are entitled to their out-of- 
pocket costs but how much more than out-of-pocket costs are they entitled to 
under ratemaking principles established by the Commission and by the United 
States Supreme Court. 

Since Mr. Alpert has raised the subject of out-of-pocket costs, this subcom- 
mittee might be interested in knowing that mail is the only element of railroad 
passenger service which does meet its own out-of-pocket cost and also makes a 
substantial contribution to general overhead. Express does not, baggage does 
not and passenger carriage does not. The railroads would be a great deal better 
off if they took aggressive steps to retain the only element of the passenger 
service whose revenues exceed its out-of-pocket costs and which makes a con- 
tribution to the general overhead of the railroads, instead of attempting to 
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drive that traffic from the railroads and on to trucks by the imposition of un- 
reasonable and excessive charges. 

I should also like to answer charges made by Mr. Alpert, Mr. Rice, Mr. 
Perlman, and others that the Post Office Department has made “threats of mas- 
sive traffic diversion” to other modes of transportation and by such “pressure” 
has “browbeaten” them into transporting mail at rates less than those established 
by the Interstate Commerce Commission. I will pass without comment the fact 
that many of these same witnesses have recommended changes in the law which 
would grant them the same right to reduce freight rates in order to meet com- 
petition that they now enjoy in the case of mail. I want to state categorically 
that the statements that the Post Office Department has forced reductions in rate» 
by threats, pressure or browbeating are absolutely untrue. The fact is that the 
Department has taken every conceivable means of cooperating with the rail- 
roads in order to permit them to continue to transport mail. When their rates 
have become excessively disproportionate to competing truck rates on any route, 
the Department does not merely remove the mail and transfer it to trucks: the 
Department informs the railroad of the probable truck cost and offers the rail- 
read the opportunity to retain the mail by meeting the competitive cost. If the 
railroad elects to do so, it retains the traffic. This preference which has tradi- 
tionally been accorded the railroads cannot fairly be termed a “threat.” 

Mr. Alpert accused the Post Office Department of “threats of massive truck 
diversions,” and his railroad, the New Haven, is one which transports mail at 
less than Interstate Commerce Commission rates, pursuant to a systemwide 
agreement between the Department and the railroad effective January 1, 1955. 
However, the truth is that the New Haven found that it was peculiarly subject to 
truck competition and its representatives came to the Department and requested 
a contract whereby the railroad would retain the mail but at a competitive rate. 
The contract was not forced on the railroad; it was entered into at the railroad’s 
suggestion and request and for the railroad’s benefit. 

Several witnesses, such as President Murphy, of the Burlington Lines, have 
suggested that the Post Office Department could be helpful if it would restore 
more mail to the railroads. One of the chief causes of the reduction in mail on 
railroads in reecnt years has been the abandonment of lines by the roads. Thirty 
years ago there were more than 10,000 usable passenger trains available for the 
transportation of mail. Today there are fewer than 3,000. President Symes, of 
the Pennsylvania, filed an exhibit with this committee showing that the annual 
passenger train-miles on the Pennsylvania have declined from 59 million in 1929 
to less than 29 million in 1956. As a result of this deterioration in railroad 
service, railroads are today serving less than one-third of the 37,409 post offices 
in the country. The Department has long since been required to make alter- 
native arrangements for the transportation of mail to and from the remainder 
by another segment of the transportation industry. Suggestions that mail be 
restored to the railroads lack merit as long as the trains which formerly carried 
them are no longer in existence and the branch lines on which they traveled 
have been abandoned. 

The foregoing is intended as a reply only to a few of the more misleading, 
incorrect statements which have been made by railroad officials. The Depart- 
ment will look forward to an early opportunity to make a complete statement of 
the railway mail situation. The correct facts will, I believe, be of great interest 
to you and your committee. 

Sincerely yours, 
ArTHour BE. SUMMERFIELD, 
Postmaster General. 


Warp TRUCKING CorpP., 
Altoona, Pa., December 24, 1957. 


Hon. James E. Van Zanpt, 
Member of Congress 
New House Office Building, Washington, D. C. 

Deak Jimmy: The common carriers operating over the highways, have deep 
interest in the hearings which the Surface Subcommitee of the Senate Interstate 
and Foreign Commerce Committee has scheduled for January 13; 1958: 

First of all, we have deep sympathy for the railroads in their concern over 
their present condition. All of us recognize the great job done in the past and 
being done today by the railroads; we think they will continue to do a good 
transportation job. 
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We recognize that many of the less fortunate ones are confronted with finan. 
cial handicaps. For example, the 3-percent transportation tax and the 10-per. 
cent passenger-fare tax discriminate against all regulated carriers. 

Congress has deemed it desirable to exempt from Federal regulation truck 
movements of farm products and the courts have by interpretation, greatly 
expanded the list of exempt commodities. Then, there is the abuse growing 
out of section 22 of the Interstate Commerce Act, under which Federal, State, 
county, and municipal governments demand and receive freight rates so low 
in many instances that they do not recapture even the simple out-of-pocket 
costs of the services. Then too, the unreasonable requirements of many State 
authorities in requiring railroads to operate passenger service at less than 
cost, and to operate both freight and passenger services on branch lines at 
revenue substantially less than the cost. All of these interests we think should 
be considered by the Senate. 

I hasten to add that all of the items mentioned above except the passenger 
deficit and the branch-line operations, adversely affect all. common carriers, 
regardless of whether they are railroad, motor carriers or water carriers. We 
hope that the Senator committee, if it concludes that some legislation is neces- 
et will keep in mind the needs and requirements of the highway common 
carriers. 

It is our desire to be of assistance to the Senate in their efforts to help the 
railroads, but, naturally, we urge with all the force we have that any cor- 
rective measures should not be detrimental or destructive to other established 
modes of transportation. 

There have been many recent newspaper and magazine articles setting forth 
railroad demands that they be permitted to buy and operate motor truck serv- 
ices separate and distinct and in addition to their established railroad services. 

The highway industry is unalterably opposed to the control and dominance 
of transportation by any single mode. We believe that each mode of trans- 
portation should be encouraged to develop to its utmost in its own field and 
to develop technological experiences in its own area. 

We have in this country today the greatest transportation plant in the world, 
and one reason for this was the ability of each mode to develop its own pro- 
cedures. We firmly believe that if it had been left to a single mode of trans- 
portation, say to the railroad industry, to develop modern methods of trans- 
portation on highways, on waterways and in the air, that our transportation 
plant would never have developed to the point we have today. To expect a 
single dominant mode to advance the interests of competing modes would be 
like expecting a shoe cobbler to urge his customers to go about barefooted. 

The motor common carriers have long advocated coordination of services 
with and between all common carriers. They have repeatedly stated not only 
their willingness but their desire to join in through routes and rates with other 
modes of common carriage transportation. In fact, whenever our rail friends 
have evinced a willingness to enter into joint rates with highway common car- 
riers they have done so. A typical example of this is the motor common car- 
rier’s practice of shipping their own trailers over the Pennsylvania Railroad. 
Fach month they turn over to numerous railroads thousands of highway trailers 
for movement on rail flat cars. This is an evergrowing source of new revenue 
to the rails. 

I know of no instance in which the rails have expressed willingness to enter 
into joint rates and through routes where the motor common carrier has failed 
to join with them. 

The advantages accruing to the rails in a completely coordinated scheme of 
joint routes and rates might well exceed the advantages they might gain by 
spreading over onto the highways. 

The motor common carrier will welcome an opportunity to present our industry 
views—pro and con at whatever time the subcommittee suggests. We think 
the proceedings should embrace the entire transportation industry rather than 
a single component part. 

IT know of your very busy schedule but I am hopeful that you can get time to 
read the enclosed. Note the date on Board Docket No. 104—March 28, 1946. The 
rail problems ate nothing new—they are the same problems of all common car- 
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riers i. e. contract carriage section 22 rates—exempt commodities—excise taxes 
on regulated transportation. 
Sincerely, 
Warp TRUCKING CokP., 
(Signed) Bill Ward, 
(Typed) WitLt1am W. Warp, 
President. 


JACKSONVILLE, Fxia., February 13, 1958. 
Hon. Grorce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
United States Senate, Washington, D.C. . 

Dear SENATOR SMATHERS: As of November 12, 1957, the Pullman Co. com- 
pleted 6 years (1952-57) without a passenger fatality. During that period, 
more than 72 million passengers traveled in pullman cars in journeys totaling 
more than 44 billion passenger-miles or a distance equal to more than 1,700,000 
trips around the world without a fatal accident, and for this reason “The steel 
wheel on the steel rail is stiJl the most comfortable and the safest form of 
transportation.” 

The Pullman Co. does not carry passengers. That function is handled by the 
various railroads it serves under the terms agreed to by the United States dis- 
trict court in the antitrust case on May 8, 1944. 

The words “safety” and “service” are the keys which unlock the understanding 
of the company’s functions and its relationship to its employees, the traveling 
public, and the contracting railroads. The service is personal; it is added 
luxury offered by our company, and once accepted and paid for by the traveler, 
may be expected to develop in as many directions as human ingenuity and per- 
sonality may devise. Pullman employees are rightfully expected to deliver 
the service which their employer has sold, and safety is a matter of first concern 
to the Pullman Co.’s management and all its employees. 

In summary may I say that safety and service to its patrons as described 
herein amply demonstrate the need for a Pullman Co. owned by the railroads 
it serves, to continue to operate and to be of service to the traveling public in 
the United States. 

It is my desire that this statement be included in the printed record of the 
hearings you are now conducting as chairman of Surface Transportation Sub- 
committee. 

Sincerely yours, 
Martin A. DRISCOLL, 
Jacksonville Pullman Conductor. 


Senator Smatuers. I desire to make a further brief statement at 
this particular moment. 

As this phase of the hearings on the condition of the railroad comes 
to a close, I wish, on behalf of the Surface Transportation Subcom- 
mittee to make this brief statement. 

First, I want to compliment the witnesses who have appeared dur- 
ing this week. It has been a most profitable experience to listen to 
the testimony of the men who have appeared. Their high caliber, 
their ability and their sincerity is inspiring to those of us who have 
heard them. It is obvious that they know what they are talking about, 
and they possess the rare ability to express themselves with coherence, 
enon and persuasiveness. I only wish all the Members of the 

enate could have heard them. 


Our country, its economy, its population, are all moving forward. 
Changes are inevitable, and are, in fact, occurring at an astonishing 
pace. Transportation, one of the primary factors of our growth and 
our change, it itself undergoing great change. 

The testimony thus far clearly demonstrates that the railroads, once 
the dominant, overpowering segment of our Nation’s transportation, 
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no longer occupy that position. They have lost their preeminence, some 
of their importance and most, if not all, of their profits. 

They are no longer an awesome monopoly, but they are still essen- 
tial to this Nation’s economy in peace as well as in war. For that 
wenaty we, as responsible legislators, cannot permit the railroads 
to die. 

Attention by the Congress looking toward relief of at least some 
of the pressures and restrictions of the railroads is imperative. That 
is the basis for holding these hearings. 

I am sure that all of us on this committee fully appreciate that 
the clock of time cannot and will not be turned back, and I, for one, 
highly recommend that railroad officials avoid such an illusory hope. 

o accomplish any relief through legislative action will, however, 
require more than just hearings and studies, more than just pages of 
detailed testimony. 

I concur with the chairman of the Florida Railroad Commission 
in his statement that a new attitude is essential if we are to solve this 
problem of the railroads. This is necessary, for more—much more— 
than just the railroads is involved. Our Nation’s economy, our Na- 
tion’s welfare and future, is and must be our final consideration. 

The railroad industry is the second largest industry in the United 
States and the fourth largest employer in the country. It has been in 
the past one of the largest purchasers of steel, oil, lumber, and many 
other items, as you have just heard Mr. Williams detail. Obviously, 
when the railroads’ economic position begins to deteriorate and they 
start a drastic retrenchment program, it has far-reaching effects 
throughout our entire economy. 

These hearings have already revealed that railroad employment 
has dropped from 1,226,663 in 1952 to 985,100 in 1957, a decrease of 
241,563 employees for the 5-year period, or an average reduction of 
over 4,000 per month. Not only has this resulted in a tremendous 
economic loss to labor, but it has been an equally tremendous drain on 
ee and pension funds set up to take care of the unem- 

oyed. 

: Tn 1951, the railroads purchased 6,558,000 tons of steel. This was 
close to 10 percent of the entire United States consumption of steel. 
Since that time, there has been a constant but steady decline in the pur- 
chase of steel by the railroads, and no one needs to remind any of us 
of the importance of steel to our economy. 

In the light of these figures, and the obvious connection drawn from 
them, it is important that all of us, in and out of the transportation 
field—even those in the transportation field, but not in the railroad 
industry—must raise our sights and develop a new attitude, a spirit 
of objectivity and selflessness, if we are to stop the destruction of a 
vital part of the transportation system and the downward trend of 
our Nation’s economy. 

The testimony, thus far, eloquently demonstrates that the need is 
great, the cry is urgent, and the time for constructive action is now. 

In his connection, I would like to congratulate the press that has 
thus far, so well covered these hearings. It has, in my judgment, 
Heras this problem effectively and accurately before the people. It 

as demonstrated that it recognizes this to be a national problem, 
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affecting all our people, irrespective of whether or not they are 
actively engaged in the transportation field. 

And in a representative government such as ours it is important 
that the people of the Nation be aware of the Nation’s great problems. 
When such is the case, we usually find their representatives in the Con- 
gress anxious to meet and solve those needs. In this particular field 
the press has been and will be of inestimable benefit to the Nation. 

It is planned that the next phase of these hearings will be held in 
the month of February, at which time the subcommittee will invite 
the Postmaster General, the Secretary of Commerce or his repre- 
sentative, the Interstate Commerce Commission, a spokesman for the 
Department of Defense, representatives of railway labor, and others 
to offer testimony. 

Again, I wish to thank the witnesses who have appeared. 

We now stand in recess until further notice. 

(Thereupon, at 3 p. m., the subcommittee was adjourned, to recon- 
vene upon notice. ) 
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